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Bnitecl  States  Senate 

SUBCOMMITTCEON  HOUSING 
AND  URBAN  AFFAIRS 

WASriiN6T0N.0C  20510 
October  9,  1987 


Hon,  William  Proxmire 
Chairman 

Conimittee  on  Banking r  Housing r  and  Urban  Affairs 
Dirksen  Senate  Office  Boilding,  Washington,  DC* 

Dear  Mr.  Chairman: 

We  submit  this  compilation  of  recommendations  from  various 
interested  sources  for  a  new  national  housing  policy* 

On  August  12,  1987,  we  invited  a  wide  variety  of  organizations 
and  individuals  concerned  about  housing  to  recommend  "building 
blocks**  or  components  of  a  comprehensive  bill*    That  invitation 
elicited  a  remarkable,  nationwide  process  of  consultation, 
producing  many  exciting  ideas* 

We  recommend  that  the  committee  approve  the  printing  of  this 
compilation  as  a  public  document  for  distribution  to  those 
interested  in  housing'^^policy* 

We  believe  the  need  for  decent,  affordable  housing  has  never 
been  mo::e*-urgent*    Young  families  find  the  dream  of  home 
ownership  drifting  beyond  reach*    Too  many  poor  families  are 
limited  to  unfit  housing  at  high  rents*    For  the  first  time  in 
memory,  rising  numbers  of  homeless  families  are  on  the  streets  of 
America* 

It  is  time  to  begin  moving  housing  back  to  the  place  it 
deserves  on  the  list  of  national  priorities*    The  nature  of 
housing  and  the  way  housing  is  financed  require  a  coherent  and 
sensitive  set  of  public  policies  if  Americans  are  to  have 
adequate  housing* 

Such  an  approach  will  require  a  fresh,  new  framework  for 
housing  policy  —  one  that  will  meet  the  country's  needs  in  the 
next  decade*    We  expect  to  introduce  major  housing  legislation 
early  next  year  to  establish  that  framework*    The  bill  must  have 
both  a  manageable  number  of  objectives  eliciting  wide  support  and 
a  set  of  clear  themes  appropriate  to  current  conditions* 

Development  of  that  legislation  will  require  an  extraordinary, 
broad-based,  and  bipartisan  effort*    We  are  very  encouraged  by 
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the  favoKabiA  response  already  received  front  leading  individuals 
and  organisations  in  the  field* 

Two  independent  efforts  which  shoold    be  particuloirly  helpful 
are  being  conducted  at  this  tine«    HZT's  Department  of  Urban 
Studies  and  planning  is  forming  a  network  of  housing 
professionals  from  around  the  country*    Twenty  major  papers  have 
been  commissioned  to  assess  current  housing  conditions  and  the 
lessons  of  recent  years*    These  papers  will  be  presented  and 
reviewed  in    conferences  to  be  held  in  the  Capitol  and  will  be 
published  in  booK  form* 

In  addition,  James  Rouse  and  David  Maxwell  are  forming  a 
Housing  Policy  TasK  Force  of  experienced  practitioners  in  housing 
development  and  related  fields*    The  tasK  force  will  meet  for  a 
series  of  intensive  sessions  with  the  goal  of  recommending 
strategies  for  making  decent,  affordable  housing  available  to  all 
Americans* 

For  its  part,  the  Senate  Housing  SobconBittee  will  be  working 
to  focus  attention  on  housing  policy  and  to  refine  ideas  into 
appropriate  legislation*    The  Senate  and  House  Housing 
Subcommittees  intend  to  hold  extensive  joint  bearings  next  year, 
both  in  Washington  and  in  various  regions  of  the  country*  We 
will  press  for  passage  of  a  bill  in  this  Congress,  and  look  for 
implementation  early  in  the  next  Administration* 

The  climate  is  right  for  a  responsible  and  effective  housing 
policy*    We  hope  this  compilation  will  serve  as  a  useful  guide  <n 
making  that  policy  a  reality* 

We  thank  the  many  who  contributed  to  this  effort,  and  we  look 
forward  to  working  with  you  on  housing  legislation  in  the  coming 
months* 


Sincerely, 
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WASHINGTON,  DC  2061»^3 


October  9,  1987 


Honorable  Hillian  Proxmire 
Chairman 

Committee  on  Banking,  Housing,  and  Urban  Affairs 
U.  s.  Senate 
Washington,  D.  C.  20510 

Dear  Hr.  Chairman: 

I  join  with  the  distinguished  chairman  of  the  senate  Housing 
Subcommittee  on  Housing  and  Urban  Affairs,  Alan  Cranston,  and  its 
Ranking  Member,  Alfonse  D»Am«to,  in  submitting  a  compilation  of 
suggestions  by  various  housing  groups  on  what  they  believe  would  be 
the  major  recommendations  on  a  new  and  far-reaching  housing  bill.  I 
commend  the  work  of  the  senate  Subcommittee  Chairman  and  the  senate 
Housing  Subcommittee  in  calling  on  many  interested  groups  to  assist 
in  setting  new  directions  for  our  Nation's  housing  policy. 

The  housing  needs  of  this  Nation  have  been  ignored  for  the 
past  six  years,  and  we  are  seeing  thj  results  of  the  failure  to 
address  housirg  needs  in  the  increasing  homelessness  and  in  the 
prospects  of  losing  hundreds  of  thousands  of  assisted  housing  units 
with  no  federal  resources  to  continue  to  provide  the  necessary 
subsidies  to  Keep  the  housing  for  low  and  moderate  income  people. 

While  I  do  not  endorse  all  of  the  recommendations  that  will 
be  contained  in  these  recommendations,  I  believe  that  they  will 
initiate  the  legislative  response  to  begin  meeting  the  housing  needs 
of  our  Nation. 


^incerely, 

Henry  1.  Gonzal»i 
Chairman 
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ACXNOMJSDGBmiS 

Sarly  in  August,  MHA  (along  with  other  organizations  involved  in 
housing  issues)  received  an  invitation  from  Senators  Cranston  (D-CA)  and 
D'Anto  (R-NY)  of  the  Subcon&ittee  oh  Housing  and  Urban  Developnent  to 
sufanit  a  position  paper  on  the  fiiitureYdirection  of  federal  housing  policy. 
The  Senators  expressed  concern  over  the  future  of  housing  programs  in  light 
of  aajor  budget  cuts  in  recent  years  and  predictions  of  substantial 
shortfalls  in  low-  and  soderate-incow  housing  in  the  near  future.  AAHA  was 
asked  to  suhiit  by  October  5th  a  broad-readiing  analysis  of  the  housing 
situation  with  innovative  solutions  to  address  toncrrow's  housing  probless. 

This  request  coincided  with  increasing  expressions  of  concern  by  AAHA 

 ers  about  federal  housing  programs.      After   consultations  between 

President  Edgar  G.  Kilby  and  the  Reverend  J.  W.  Carroll,  Chairaan  of  the 
Housing  and  Assisted  Living  Condttee,  Hr.  Thoaas  W.  Slevwr  (*)  was  asked 
to  diair  an  Elderly  Housing  Reform  Study  Group  to  formulate  AAHA's  position 
for  the  Senate  Housing.  Subcovdttee*  Heabers  of  the  study  group  included: 

The  Rev.  J.  W.  Carroll  (*)  Hr.  Timothy  Martin 

Mr.  Pat  Conroy  Ms.  Diana  L.  Mclver 

The  Rev.  Norman  Crook  Mr.  ihomas  Perkins  (*) 

Mr.  John  Hood  {*)  Ms.  Martha  Sadis 

Mr.  William  C.  Kelly,  Jr.  Mr.  James  P.  Shaner 

MS.  Kay  King  Ms.  Nancy  Spring 

(*)  Indicates  that  these  individuals  are  also  members  of  the  Housing  and 
Assisted  Living  COonittee. 

The  Elderly  Housing  Reform  Study  Group  met  at  AAHA's  national  offices 
in  Washington,  DX.  on  Septenber  17-18,  1987  for  two  intensive  days  of 
discussions  on  AAHA's  position  p^r.  Henbers  of  the  study  group  came  (most 
at  their  own  espense)  with  prepared  issue  briefs  on  various  topics  of 
concern  to  AAHA  members.  Information  from  those  papers  and  discussions  was 
combined  with  concerns  expressed  by  AAHA  members  directly  to  the  rsational 
staff  and  through  a  recent  national  survey  of  meabers  to  put  together  AAHA's 
position  paper.,  A  draft  of  this  paper  was  sent  for  comments  and  suggestions 
to  menters  of  the  study  group  and  to  meabers  of  the  Housing  and  Assisted 
Living  committee  ^  were  not  menbers  of  the  stud/  group,  including: 

Ms.  Patricia  Bloomer  Hr.  Bdgar  Kilby 

Mr.  John  Crocker  Ms.  Juliet  Rodriguez 

Ms.  Jane  Hoover  Mr.  David  Schreiner 

The  Rev.  Robert  Inhof f 

Staff  meiters  involved  in  the  preparation  of  this  position  paper 
included:  Dr.  Donald  L.  Redfoot,  a  consultant  who  drafted  the  paper;  Mr. 
Michael  Rodgers,  Deputy  Executive  vice  President  for  Policy;  Mr.  Larry 
HcNickle,  Director  of  Housing;  and  Ms.  Mary  Wtobb,  Housing  Analyst. 

Mendbers  of  the  stu^  group  and  staff  invite  further  comments  and 
suggestions  from  interested  AAHA  meabers.  Please  direct  comments  to  Michael 
Rodgers  or  Larry  McNickle  at  AAHA's  national  offices,  (202)  296-5960. 
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SCEOOTIVE  SOtABY 


Otiis  year,  the  50th  anniversary  of  federal  involvement  in  the  provision  of 
housing  offers  an  opportmity  to  review  past  accaaplishments  as  well  as  to  make 
a  renewed  coaaitment  to  address  the  remaining  housing  needs  of  all  Americans. 
Despite  significant  successes  over  the  past  half  century,  a  growing  sense  of 
crisis  clouds  the  future  of  many  federal  housing  programs.  Hooelessness  is  a 
growing  national  problem,  affecting  families  of  all  ages.  The  existing 
federally  assisted  housing  stock  is  deteriorating  and  in  need  of  modernization 
due  to  age  and  neglect.  Waiting  lists  at  many  assisted  housing  sites  have 
lengthened  into  years  due  to  increased  demand.  Meanwhile  a  crisis  is  predicted 
in  the  next  few  years  as  the  number  of  assisted  units  is  drastically  reduced 
due  to  years  of  federal  budget  cuts,  expiring  contracts,  and  prepayments  of 
subsidized  loans. 

The  American  Association  of  Homes  for  the  Aging  (AAHA)  congratulates  the 
SubcoBBdtttee  on  Housing  and  Urban  Affairs  for  its  bipartisan  leadership  in 
looking  ahead  to  the  future  housing  needs  of  the  nation.  As  a  representative 
of  the  nation's  nonprofit  providers  of  housing  and  services  to  the  elderly, 
AHAA  Jxjoks:  forward  to  a  continuing  dialogue  with  the  Subcommittee  and  with 
other  groups^  we  try  to  forge  a  coaaprehensive  policy  addressing  the  needs  of 
Americans  of  all  ages,  incomes,  disabilities,  and  family  statuses. 

Federal  leadership  is  urgently  needed  which  is  committed  to  addressing  the 
housing  needs  of  the  nation  and  guided  by  a  clear  and  coaaprehensive  national 
housing  policy,  is  urgently  needed.  A  strong  national  policy  oust  establish 
the  priority  of  housing  that  is  available,  affordable,  and  suitable  to 
Americans  of  all  ages,  income  levels,  fjt^ily  statuses,  and  disability^ levels. 

Of  particular  concern  to  AAHA  is  that  the  special  housing  needs  of  older 
Americans  receive  desefved  attention  in  this  national  housing  policy.  The 
numbers  of  elderly  are  increasing  at  a  rate  of  over  half  a  million  per  year 
creating  special  demands  that  will  continue  to  be,  a  major  factor  in  planning 
future  housing  and  ccnnunity  lievelopoent  policy.  Ohe  elderly  currently  occupy 
nearly  half  of  federally  assisted  housing  units.  As  residents  of  assisted 
housing  age  in  place,  the  need  to  develop  effective  linkages  between  housing 
and  social  services  will  become  increasingly  urgent  if  we-  are  to  promote 
independent  living  by  older  people  in  the  conmunity.  KaxiJiizing  the  ability  to 
live  with  dignity  and  indcpwidence  should  be  the  cornerstone  of  federal  housing 
policy,  for  the  aging,  that  goal  will  require  developing  a  range  of  housing 
a^d  support  service  options  to  meet  the  needs  experienced  ty  individuals  as 
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they  ag**  Fisderal  housing  policy  aust  expand  beyond  the  narroir  uiderstmling 
of  hming  «s  "brides  end  aortar*  to  include  the  special  needs  of  residents! 
Oiis  understanding  will  re^re  fundamtal  chmges  in  existing  housing  policy 
to  achieve  the  basic  values  and  national  goals  of  individual  independence  ml 
cQMuni^  interdependence. 

A  strong  national  policy  linking  housing  to  a  range  of  mxppott  service 
options  for  the  elderly  is  not  only  sore  hunn^tarian,  but  ultimtely  aore 
cost<-effGCtive»  Kith  Medicaid  e]q)enditure5  for  nursing  hose  care  exceeding  $18 
billion  per  year,  strong  cconoaic  pressures  are  forcing  the  eamloration  of 
cost-effective. alternatives  to  institutional  long-term  care.  Ihe  aost  reliable 
estiaates  indicate  that  at  least  one  gu^rt^i:  of  the  1.5  aillicn  people 
currenUy  residing  in  nursing  hoaes  could  live  in  the  conunit^  if  ^ropriate 
housing  and  support  services  vere  available.  Bnocaous  potential  savings  can  be 
aade  in  prograa  costs  while  sore  effectively  serving  the  huMn  needs  of  older 
people.  Prograas  like  the  Congregate  Housing  Services  Program  (CBSP)  have 
already  demonstrated  ii^pressive  cost-effective  approaches  to  linking  essential 
support  services  to  housing  assistance  in  onier  to  prevent  unnecessary 
institutionalization,  ihese  innovative  alternative  housing  arrangeventft  should 
be  cultivated  and  expanded. 

Financing  the  housing  needs  of  older  people  will  require  a  federal  housing 
policy  whidj  prcaotes  an  effective  partnership  aaong  ptWic,  private,  and 
noc^rofit  sectors.  The  federal  govemaent  has  at  its  disposal  a  range  of 
resources  and  approadies  that  could  play  a  sigprUficant  role  in  fostering  this 
partnership,  including:  grants  and  loans,  Mortgage  insurance,  and  tax 
incentives. 

Nonprofit  organizations  have  a  special  role  to  play  in  addressing  the 
housing  and  service  needs  of  older  people  both  because  of  their  experience  and 
their  Bission  to  service  older  people.  The  long-term  involvement  of  noi^rofit 
organizations  is  built  on  vast  eiqperience  in  developing  innovative  approadies 
to  the  changing  needs  of  succeeding  generations  of  older  people,  in  contrast 
to  the  departmental  fragmentation  of  housing  and  social  services  that 
diaracterizes  most  federal  programs,  noi^rofit  providers  have  been  coMitted  to 
addressing  the  physical,  social,  emotional,  and  wiritual  needs  of  the  whole 
person.  This  comprehensive  approadt  to  providing  housing  and  support  services 
appropriate  to  the  needs  of  the  indiviAsal  is  more  suited  to  addressing  the 
needs  of  older  people  and  should  be  recognized  >jid  supported  by  federal  housing 
policy. 

A  number  of  apprcadies  could  be  used  to  strengthen  the  role  of  noi^rofit 
organizations  in  partnership  with  the  public  and  private  sectors.  The  Section 
202  program  should  be  expanded  and  restructured  as  a  forgivable,  long-term  loan 
that  would  allow  greater  latitixile  in  income  targeting.  Greater  flexibility  on 
tax  credits  and  tax  exei^>t  bonds  could  provide  a  valuable  stimulus  to 
for-i>rofit  investors  interested  in  partnerships  with  noi^rofit  organizations. 

Finally,  addressing  the  future  housing  nee^  of  the  nation  will  require 
more  effective  management  from  the  Defartment  of  Bousing  and  Urban  Development 
(HUD).  cost-effective  and  efficient  management  has  ironically  often  been 
th*«rted  by  penny  wise  and  pound  foolish  cost  containment  measures  that  have 
eB^jhasizec  short-term  savings  while  building  in  long-term  costs.  For  example, 
HUD-nandat^  cuts  in  building  materials  and  safety  equipment  have  necessitated 
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expensive  waintervonce  and  retrofitting  in  later  years*  Lack  of  ccomunity 
spaces  and  requirements  for  efficiency  units  have  tied  the  hands  of  project 
■anagers  and  required  expensive  adaptations  of  buildings  as  residents  age  in 
place.  Pressures  to  cut  costs  when  coupled  with  decentralization  of 
decisionniaking  have  created  a  capricious  system  of  HUD  intervention  in 
nanagenent  decisions  and  resulted  in  counterproductive  costs  and  needless 
delays  in  project  developnents* 

The  Aaerican  Association  of  Homes  for  the  Aging  (AAHA)  was  founded  in  1961 
to  provide  leadership  for  nonprofit  providers  of  housing  and  long-terB  care  to 
the  nation's  elderly.  AMA's  3.200  maixv%,  mstiy  religious,  labor,  and 
fraternal  organizations,  are  uniu.d  by  the  goal  of  proaoting  "coMwnities  that 
care*  for  older  Americans  of  all  races,  creeds,  and  national  origins. 
Representing  sone  of  the  nation's  longest  established  providers  of  housing  and 
services  to  the  elderly,  AAHA's  psabers  continue  to  serve  aore  than  half  a 
Billion  people  on  a  regular  basis. 

Based  on  the  wealth  of  experience  represented  by  our  ■enbership  and  looking 
forward  to  the  future,  AMA  would  offer  four  basic  goals  to  guide  housing 
refonw  —  especially  as  they  affect  older  Americans.  Eadi  general  goal  is 
followed  by  a  discussion  of  the  existing  situation  and  specific  proposals. 
These  goals  and  proposals  are  presented  in  the  spirit  of  furthering  an 
effective  partnership  aaong  public,  private,  and  nonprofit  sectors  —  a 
partnership  to  whidi  AAHA  is  conndtted  as  crucial  to  neeting  the  challenge  of 
proaoting  conaunities  that  care  for  tooor row's  older  citizens. 
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imAHY  OP  OQKLS  MD  SPBanC  RBOOMIDIMTZONS 


OQM.  #1  —  The  federal  govet»nt  should  renew  its  coMitnent  to  a 
co^rehensive  national  housing  policy  that  recognises  the  i^ial  needs  of 
older  persons.   Die  goals  of  a  national  housing  (olicy  should  include: 

"~  y»^^j^fity  to  all  Awricans; 

^  y^o"Mili^       individuals  and  faidlies  at  all  incow  levels;  and 
^  suitability  7or  all  ages,  disability  levels,  and  fMily  sUtuses. 


SFBCIPIC  RBCQMDCAinGKB: 

1.  The  federal  government  should  reassert  its  leadership  role  in  the  provision 
of  low-  and  soderate-incooe  housing  by  substantially  increasing  the  nuiber  of 
units  of  assisted  housing  through  prograiBS  run  by  the  Department  of  Housing  and 
Urban  Development  (HUD)  and  the  Farmer's  Home  Administration  (FWiA). 

2.  In  recognition  of  the  special  housing  and  service  needs  of  elderly 
residents  of  federally  assisted  housing,  the  position  of  Assistant  Secretary 
for  Elderly  Housing  should  be  established  within  the  Depart»nt  of  Housing  and 
Urban  Development  (HUD).  The  responsibilities  of  the  Assistant  Secretary  for 
Elderly  Housing  would  include: 

^  Aiklnistration  of  the  Section  202  prograw,  the  Congregate  Housing 
Services  Program  (OJSP)  and  other  HUD  programs  targeted  to  the  special  shelter 
needs  of  the  elderly. 

^  Advocacy  with  HUD  and  other  federal  executive  departments,  other  levels 
of  government,  and  the  private  sector  for  the  special  shelter  needs  of  the 
elderly. 

—  Coordination  of  social  services  to  elderly  residents  of  assisted 
housing  with  other  federal  departments  (especially  the  Department  of  Health  and 
Human  Services)  and  other  levels  of  government. 

—  Oversight  of  HUD  regional  and  local  offices  to  assure  that  decision- 
makers at  those  levels  have  appropriate  training  in  the  special  problems 
associated  with  elderly  housing.  This  oversight  responsibility  would  also 
include  an  appeals  process  to  resolve  problems  in  elderly  housing. 

3.  Federally  assisted  housing  programs  for  the  elderly  should  strive  to  meet 
the  target  of  creating  new  units  for  1*  of  the  elderly  population  per  year;  at 
least  10%  of  these  units  should  be  provided  through  the  Section  202  program. 

4.  Short  and  long  range  actions  are  critically  needed  to  insure  that  older 
tenants  are  not  displaced  throu^  prepayment  of  existing  contract  nor  that 
rents  become  unaffordable  through  the  expiration  of  existing  rent  subsidy 
program.  As  part  of  any  reform  of  these  existing  program,  there  is  a  need  for 
continuity  of  assistant  for  existing  older  tenants,  such  as  a  Transitional  Rent 
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Subsidy  Proqraa  which  protect?  existing  tenants. 

5.  Ccwunity  dwlopmnt  and  housing  programs  should  promote  st.rong 
nei^iborhoodtf  without  displacing  older  residents  through  the  adaptive  reuse  of 
existing  comunity  stnsctures  sa  an  efficient  means  to  mating  the  needs  of 
aging  individualn  and  aging  coonunities. 

o:s^  #2  —  Bouting  policy  for  the  elderly  should  pronotc-  >.t4dependent  living 
aaong  older  people  fcy  providing  options  in  living  arrangomsnts  to  meet  the 
range  of  needs  for  housing  and  support  services. 


SraCirXC  JUCOMnCATXCMS: 

1.  Meeting  the  future  needs  of  the  elderly  will  require  effective  linkages 
across  federal  departmental  lines  to  coordinate  housing,  social  services,  and 
medical  care.  Greater  coordination  between  BUD  and  the  Department  of  Health 
and  Human  Services  (RHS)  as  well  as  greater  coordinaticn  with  state  and  local 
levels  of  government  would  be  promoted  by  a  HUD  Assistant  Secretary  for  Elderly 
Housing.  Of  particular  inportancd  are  increased  linkage  between  the  aging 
network  of  the  Administration  on  Aging  (AQA)  with  t^lderly  housing  projects, 
including  a  priority  for  nutrition  sites  located  in  or  near  elderly  housing 
projects. 

2.  In  recognitions  of  the  distinct  needs  of  the  elderly  and  handicapped, 
separate  housing  and  sxipportive  service  programs  should  be  developed  for  each 
group. 

3.  Local  sponsors  of  elderly  housing  —  public,  private,  and  nonprofit  — 
should  retain  maximum  flexibility  to  develop  different  approaches  to  linking 
housing  and  support  services  consistent  with  their  own  philosophies,  the  needs 
and  desires  of  their  residents,  and  available  resources.  Some  sponsors  nay 
wish  to  put  priority  on  providing  independent  housing,  while  other  sponsois  may 
chose  to  be  entirely  devoted  to  congregate  housing  targeted  to  the  very  frail. 
Similarly,  some  sites  may  wish  to  eiploy  professional  staff  to  provide 
services,  while  other  sites  may  wish  to  use  professional  stsff  primarily  as  a 
catalyst  to  promote  the  development  of  voluntary  peer  support  networks.  There 
are  successful  models  for  each  of  these  approaches,  and  sponsors  should  have 
the  flexibility,  guidance,  and  resources  to  create  different  types  of 
communities  incorporating  different  mixes  of  housing  and  services. 

4.  innovative  housing  and  service  arrangements  that  provide  alternatives  to 
nursing  home  care  should  be  strer^thened  and  extended,  specifically: 

—  the  hi^y  successful  Congregate  Housing  Services  Program  (CKSP)  should 
be  permanently  authorized  and  significantly  expanded  to  serve  low-  and 
moderate-income  elderly  and  handicapped  in  a  variety  of  settings. 

—  New  legislation  should  provide  the  necessary  incentives  to  pursue  a  idde 
range  of  housing  options  for  the  elderly,  includir.g:  home  sharing;  elderly 
cottage  housing  opportunity  (ECHO)  units;  equity-based  congregate  housing;  and 
continuing  care  retirement  coonunities  (CCRC's). 
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^,i\:r  A  CTOgt  of  tekxml  finmeim  optim  for  howing  and  ttcvioM 
invMtors  md  dmlopacs,  and  nonpcofit  ipoMon* 


SVRZFIC 

i;**^^**^.^  folloifing  subtiUM  undtr  tht  Stction  202  progrwi  to  providt 
different  finmcing  options: 

I.    A  Hitional  Elderly  Housing  ffruit  fund  to  admnitter  a  revolving 
account  of  funds  to  finance  federal  elderly  housing  prograM* 

XX «  A  long  term*  loir  interest  loan  connected  to  rental  subsidies  (the 
current  system)* 

XXX*  A  forgivable  loen  prograa  coupled  rental  assistance  or  operating 
subsidies  %^re  necessary*  The  construcUon  loan  iiould  be  forgiven 
over  a  forty  year  period  in  proporUon  to  the  relative  nmbit  of 
residmU  aeeting  age*  incoM*  and  disability  UrgeU.  At  least  20% 
of  units  would  be  reserved  for  very^low^incow  residents  or  40%  for 
loi^*incow  residenU*  Otherwise*  housing  ^nnsors  should  retain 
Uraeting  flexibility  to  encourage  the  incoM  integration  of  elderly 
residents* 

IV*  GranU  or  loans  for  aodemisation  and  rehabiliUtion  of  older  Section 
202  and  Section  236  sites  and  for  ad^pUtion  of  existing  sites  to 
needs  precipiUted  by  the  aging  in  place  of  residenU,  including  the 
provision  of  nenrby  facilities  to  aeet  supportive  service  needs* 

2*  aich  of  the  above  financing  options  should  be  available  to  the  following 
specific  pcograM  to  be  adainistered  under  Section  202 1 

A*  Nonelderly  handicapped  housing* 
B*   Elderly  housing* 

C*  Rural  housing  for  the  elderly*   This  progrM  vould  be  created  by 

transferring  the  fWh  Section  515  progran  for  elderly  housing  to  BUD 
with  appropriate  funding  transfers* 

3*  xncrease  the  tax  incentives  and  decrease  tax  disincentives  for  investment 
in  low-  and  aoderate-incoae  housing  as  well  as  increase  the  flexibility  of  tax 
ex«t  bonds  to  allow  the  growth  of  partnerships  between  nomrofit  providers 
and  for-profit  investors* 

4*  Expand  the  proposed  hostt  equity  demonstration  program  to  free  tjp  individual 
assets  to  finance  housing*  sx^port  services,  and  other  basic  needs*  The 
federal  government  should  play  a  role  in  encouraging  these  "reverse  morttjaoe" 
loans  by  safeguarding  both  parties  to  home  equity  transactions*  ConsuMr 
protections  as  well  as  financial  guarantees  to  lenders  will  both  be  needed  to 
make  these  loans  viable* 

5*  Establish  a  demonstration  project  that  would  pool  housing  and  long-term 
care  resources  f roo  the  federal  government  to  provide  a  package  of  housing  and 
long-term  cere  insurance* 
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*'6«  Xn  an  effort  to  make  continuing  care  retirement  coonunities  (CGRC's)  more 
affordable  to  lower  income  individuals,  HUD  should  establish  a  demonstration 
project  to  pool  individual  assets  vith  federal  housing  and  long-tern  care 
subsidies  to  finance  a  continuum  of  services  through  nonprofit  CCRC's. 


GQM*  t4  —  BUD  administrAUon  should  focus  on  ths  efficient  and  cost-^ffecUve 
provision  of  housing,  this  goal  is  best  acoosplished  througli  clear  and 
consistent  regulations  with  a  responsive  appeals  process,  aanagMent  training 
and  ij^to-date  procedural  manuals  for  BUD  officials  and  housing  administrators, 
technical  assistance'  to  housing  managers  and  soonsors,  and  the  efficient 
processing  of  constniction^and  rehabilitation'applications. 


sracxnc  MomiDKrzoNSt 

1.  Proeote  cost-effectiveness  throu^  program  flexibility.  Target 
construction  costs  should  be  negotiated  by  KUD  and  the  sponsor  in  a  manner  that 
reserves,  control  to  sponsors  over  the  best  vay  to  \ise^  available  resources. 
Specifically; 

a.  Calculate  development  costs  on  the  basis  of  a  negotiated  constuction 
index  rather  than  the  current  system  based  on  fair  market  rates  (niR's). 

b.  Eliminate  rules  oa  the  size  and,  types  of  apartments  provided, 
restrictions  on  the  size  of  public  and  shared  spaces,  and  controls  on  design 
and  construction  materials. 

2.  Managers  at  existing  projects  should  be  permitted  to  renegotiate  current 
agreements  and  requirements  over  the  size  ancf  types  of  units  as  >nll  as  over 
the  amount  of  space  devoted  to  community  uses.  These  managers  should  be  free 
to  adapt  units  and  spaces  to  the  changing  needs  of  residents  and  the  changing 
demands  of  the  market. 

3.  Flexibility  should  be  provided  for  differential  rates  for  different  types 
of  units.  For  exanple,  rents  on  existing  efficiency  units  should  be  reduced  to 
25%  of  the  resident's  income  in  order  to  fill  these  uniU  and  address  the 
equity  problems  over  requiring  the  sane  rents  for  unequal  apartments. 

4.  Establish  firm  time  guidelines  for  sponsors  and  HUD  adainistrators.  HUD 
offices  and  individuals  should  be  rated  by  productivity  gains  in  meeting 
sd)edules. 

5.  Provide  training  and  specific  guidelines  for  BUD  technical  processors  to 
minimize  delays  due  to  capriciousness  in  interpreting  regulations. 

6.  Provide  clear  and  responsive  administrative  «f)peals  processes  for 
unfavorable  decisions  by  HUD  field  and  regional  offices  through  the  Assistant 
Secretary  for  Elderly  Housing. 

7;  Produce  clear,  up-to-date  procedural  manuals  and  provide  training  and 
tedmical  assistance  to  aid  field  offices  and  housing  sponsors  on  general 
housing  management  issues  as  veil  as  issues  specific  to  the  management  of 
elderly  housing. 
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8*  UtablUh  a  "fatt-track**  procttting  tyttM  in  >ihich  tpotwort  vho  aqret  to 
JJSiJSliiu*^  «>«tt  to  sptci£i*d  Mxinas  will  ha^^ctductd  pcoctstlj^ 
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fMHNEKSHIP  IN  CKTCINS  (XMUNZTZES  THKT  OXRi 

menxi  tbe  hxiszng  mats  or  agxmg  MnxcnNs 


XNIKXUCnCM 

itlis  y««r  Mrks  the  50th  «nnivtrMry  of  involv«ent  by  the  federal 
90venwent  in  the  provision  of  housing  to  lo^  and  ao(Ser«te-inco«e  Avericans, 
Part  of  President  Roosevelt's  }hM  De«l«  the  Housing  Act  of  1937  began  a 
long-term  federal  coonitaent  to  meeting  the  nation's  housing  needs,  ihis 
coamitaent,  first  expressed  by  the  Housing  Act  of  1949,  called  f^r  "a  decent 
hoa»  and  a  suitable  living  envIronMnt  for  every  American  family." 

Despite  significant  past  successos,  a  gracing  sense  of  crisis  c^^xids  the 
future  of  federal  housing  policy.  HomelessnesK  is  g^cwing  and  extending  to 
young  families  and  older  people;  waiting  lists  for  admission  to  federally 
assisted  housing  xsnits  have  lengthened  into  y«ars?  auid  projections  of  housing 
needs  indicate  major  shortfalls  in  lo^  and  soderate-incomrt  housing  in  the  near 
future.  Despite  these  problems,  federal  budgets  for  housing  have  been  slashe:^ 
by  loughly  701  coopared  to  levels  appropriated  in  the  late  1970' s.  Thett 
budget  decreases,  %^n  coupled  with  contract  expiration  and  prepayaent  of 
loans,  may  mean  that  the  number  of  federally  assisted  housing  ijnits  will 
sxjbstantiolly  decrease  in  the  near  future. 

In  order  to  avert  a  major  housing  crisis,  the  federal  government  most 
reassert  a  strong  leadership  role  in  defining  the  future  direction  of  a 
national  housing  policy.  Kany  of  the  current  problems  stem  from  a  general  lack 
of  coonitment  and  leadership  at  the  federal  level.  The  federal  governaent 
cannot  and  should  not  solve  the  nation's  housing  crisis  alone,  but  it  mast 
pV'ovide  the  leadership  fo^  forging  a  partnership  involving  all  levels  of 
govemaent,  the  private  sector,  and  nonprofit  organi'^tions.  respoivdina  to  the 
varied  needs  of  people  of  different  ages,  incoaes,  disabUities,  and  family 
statuses  will  require  creativity,  flexibility,  and  coenitaent  on  the  part  of 
all  who  participate  in  a  partnership  rf  caring  that  mist  form  'oundation  of 
sound  policy  on  housing  and  ccammity  development. 

Continuing  a  role  that  dates  to  colonial  tiaes,  nonp  ,Ainity-based 
organizations  have  a  vital  part  to  play  in  aeeting  the  .  housing  and 
service  needs  of  the  nation's  elderly  ana  handicapped.  As  a  r:»pi'esentative  of 
the  nonprofit  providers  of  housing  to  the  elderly,  the  Aaericai\  Association  of 
Hones  for  the  Aging  (AAKA)  is  pleased  to  be  a  part  of  the  dialogue  on  the 
future  of  America's  housing  policy. 

AAHA  was  founded  in  1961  to  provide  leadership  for  nonprofit  providers  of 
housing  and  long-term  care  ^to  the  nation's  elderly.  AAHA's  3200  meaber 
organisations  include  religious,  labor,  fraternal,  and  other  coaounity 
organizations  who  are  united  by  the  goal  of  proaoting  "cosmtfiities  that  care** 
for  older  Americans  of  all  races,  creev^,  and  national  origins.  Representing 
sooe  of  the  nation's  longest  establishes  providers  of  housing  and  services  to 
the  elderly,  AAHA's  meobers  continue  to  &>rve  more  than  half  a  million  people 
on  a  regular  basis. 

Based  on  the  wealth  of  experience  represented  by  our  met&bership  and  looking 
forward  to  the  future,  AAKA  offers  four  basic  goals  that  should  guide  housing 
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"  ^  Americans.    Ead)  general  goal  is 

followed  by  a  background  discussion  and  given  specificity  by  concrete 
proposals.  These  goals  and  proposals  are  presented  in  the  spirit  of 
furthering  a  partnership  anong  govemnent,  the  private  sector,  and  nonprofit 
orgcnizations  —  a  partnership  that  ve  believe  is  crucial  to  aeeting  the 
challenge  of  prowjting  cowunities  that  care  for  tomorrow's  older  citizens. 
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GOAL  #1  —  ihe  federal  govemnnt  should  renew  its  condtaent  to  a 
oa^pcehensive  national  housing  policy  that  recognises  the  qpecial  nMds  of 
older  persons*  The  goals  of  a  national  housing  poliqr  should  indixle: 

—  Availablili^  to  all  taricans; 

—  Attordablli^  for  individuals  and  fMilies  at  all  incoM  levels;  and 

—  auitabiZitylor  all  ages,  disability  levels,  and  faaily  sUtuses* 


Availability  —  Sunnarizing  recent  research  on  assisted  and  unassisted 
housing,  scholars  at  HIT  have  forecast  a.  housing  shortage  of  roughly  12  Million 
vnits  early  .in  the  next  century*  This  study  noted  that  not  only  are  we  not 
uiil^ng  units  fast  enou^  to  aeet  deaandr  but  that  we  are  also  losing  units  of 
assisted  and  unassisted  low-incoae  housing  at  an  alarming  rate*  A  recent 
Congressional  Research  Service  (CRS)  stxidy  found  insufficient  housing  for 
lol<^>incoMe  faadlies  and  individuals  in  all  48  metropolitan  areas  they  examined* 

Assisted  units  are  being  lost  because  of  two  factors;  the  es^iration  of 
rental  subsidy  contracts  and  the  prepayment  of  subsidized  mortgages*  In  a  1986 
study  of  the  Section  8  rental  subsidy  program,  the  General  Accounting  Office 
(GM»  estimates  that  without  additional  budget  authority,  project-4)ased  uniU 
receiving  assistance  would  decline  from  1*9  million  in  1985  to  between  174,000 
and  842,000  in  2005*  ienant-49ased  programs,  which  have  5-year  contracts,  would 
be  completely  eliminated  by  1991  if  no  contracts  are  extended* 

The  prepayment  of  subsid  sed  and  insured  mortgages  is  also  likely  to  remove 
many  units  of  housing  from  the  assisted  market*  The  Congressional  Budget 
Office  (CBO)  har  estimated  that  the  SecUon  221(d}3  program  for  providing  below 
market  interest  rates  (BMIR)  to  developers  could  lose  76,000  \mits,  roughly 
half  of  the  total  funded  by  the  program,  by  2001*  A  1986  GK)  report  notes  that 
165,000  insured  units  of  Section  236  housing  and  roughly  an  equal  nuaber  of 
uninsured  units  could  be  lost  from  the  assisted  inventory  by  lY  1995* 
Additional  tens  of  thousands  of  Section  8  new  construction  and  rarmirs  Home 
Administration  iTwBh)  515  units  could  be  lost  due  to  prepayment* 

The  shortage  of  low-income  housing  and  the  loss  of  assisted  units  are 
likely  to  have  a  particularly  negative  impact  on  the  elderly  and  other  aroups 
%rith  ^cial  housing  needs*  In  the  first  place,  the  KIT  study  found  that 
shortages  are  already  especially  acute  in  housing  for  the  young  and  the  old* 
Providers  of  specialized  housing  for  the  elderly  and  handionped  note  that 
waiting  lists  are  often  5  years  or  more*  The  loss  of  assisted  units  is  also 
likely  to  disproportionately  affect  long-term  residents  who  have  aged  in  place, 
placing  an  even  greater  burden  on  assisted  housing  for  the  elderly* 

One  of  the  most  cost-effective  and  innovative  approaches  to  making  low- 
income,  housing  available  to  the  elderly  in  their  neighborhoods  is  through  the 
adaptive  reuse  of  existing  structures*  Sd»ols,  factories,  hotels,  convents, 
and  other  types  of  buildings  often  provide  an  ideal  space  and  location  for 
elderly  housing*  By  renovating  community  landmarks,  adaptive  reuse  has  made 
valuable  contributions  both  to  nei^^rhood  preiservation  ^and  community 
development*  Adaptive  reuse  also  promotes  the  cost  efficient  use  of  the 
coonunity's  resources  by  editing  under-utilized  public  structures  to  housing 
needs* 
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Affordabllity  —  When  the  Section  8  rent  subsidy  program  was  enacted  in 
1974,  Congress  defined  25%  of  family  income  as  a  reasonable  level  of 
expenditure  for  housing  for  lower  income  people,  ihis  percentage  was  increased 
to  30%  in  1983.  Even  under  this  less  generous  definition  of  affordability, 
■any  low-income  people  are  unable  to  find  affordable  housing.  Research  at  hit 
indicates  that  the  proportion  of  renter  household  paying  more  than  35%  of  their 
income  for  housing  increased  from  25.1%  to  37.2%  in  the  decade  from  1974  to 


Again  the  young  and  the  old  were  especially  likely  to  suffer  because  they 
are  disproportionately  likely  to  be  poor  or  near  poor.  While  many  very-low- 
income  elderly  receive  assistance,  many  more  older  people  have  incomes  just 
over  the  qualifying  line  —  making  them  "too  rich"  for  federal  assistance  but 
too  poor  to  pay  for  needed  housing  and  supportivservices  themselves. 
Approximately  2.3  million  elderly  hous^lds  «ust  spend  over  35%  of  their 
incomes  for  housing.  Among  elderly  women  living  alone,  the  average  amount  of 
income  spent  on  housing  exceeds  fifty  percent. 

The  problem  of  affordability  is  further  exacerbated  by  the  extre»ly  narrow 
targeting  of  housing  assistance  programs.  By  limiting  assistance  to  those  with 
incomes  below  50%  of  local  median  income,  many  poor  and  near  poor  people  are 
not  eligible  for  assistance,  especially  in  low-income  areas.  For  the  elderly 
and  handicapped  who  have  special  housing  needs,  targeting  on  income  alone  often 
makes  specialized  housing  prohibitively  es^ensive. 

ftiitabili^  —  A  coiH)rehensive  housing  policy  must  recognize  differences 
in  housing  needs  for  different  target  groups  based  upon  factors  such  as  income, 
age,  family  status,  and  disability  level.  A  comprehensive  federal  housing 
policy  is  the  best  way  to  balance  the  differing  needs  of  various  groi^w  and 
coordinate  strategy  for  meeting  the  housina  needs  of  all  Americans  in  the  most 
rational  and  cost-effective  manner. 

Housing  needs  change  significantly  ever  the  life  span.  Elderly  homeowners 
who  purdiased  homes'  as  young  n^rents  to  meet  the  spatial  needs  of  raising 
children  can  find  themselves  "overhoused"  as  they  age  when  declining  income  and 
health  may  make  maintenance  and  repairs  more  difficult,  ihis  is  a  particular 
problem  for  widows  who  are  often  very  eld  and  living  alone.  Older  renters  and 
homeowners  alike  are  often  confronted  with  increasing  difficulties  in  managing 
their  current  home  environments  as  they  age  in  place.  Too  often  they  find 
themselves  trapped  in  unsuitable  living  situtations  because  affordable  and 
suitable  alternatives  do  not  exist.  Providing  adequate  housing  for  the  elderly 
will  require  both  the  construction  of  a  range  of  housing  for  different 
disability  levels  and  the  adaptation  of  existing  housing  to  meet  dianging  needs 
as  residents  age  in  place. 

Provision  for  the  special  needs  of  the  elderly  is  not  at  the  expense  of 
other  age  groups.  The  provision  of  housing  to  meet  the  specific  needs  of  older 
people  can  free  housing  stock  more  suitable  for  younger  families.  Ihis  is 
especially  beneficial  to  coanunity  development  %fhen  younger  residents  are  more 
able  to  maintain  properties  than  widowed  or  disabled  older  people  who  feel 
trapped  in  homes  because  affordable  alternatives  are  unavailable. 


12 


16 


sncinc  mooHncKTZGNS: 

1.  the  federal  govenwent  should  reassert  its  leadership  role  in  the  provision 
of  low-  and  noderate-incGne  housing  by  sxjdsstantially  increasing  the  number  of 
units  of  assisted  housing  through  programs  run  hy  the  Department  of  Housing  and 
Urban  Developaent  (BUD)  and  the  raraer's  Uo«e  Adodnistration  (noHA). 

2^  In  recognition  of  the  special  housing  and  service  needs  of  elderly 
residenU  of  federally  assisted  housing,  the  position  of  Af.sistant  Secretary 
for  Elderly  Housing  should  be  established  within  the  DtpartKnt  of  Ifousing  and 
urban  DevelooKnt  (BUD) .  The  responsibilities  of  the  Assistant  Secretary  for 
Elderly  Housing  would  include: 

—  Ateinistratico  of  the  Section  202  program,  the  Congregate  Housing 
Services  Program  (CHSP)  and  other  BSD  programs  targeted  to  the  special  shelter 
needs  of  the  elderly. 

—  Advocacy  with  BUD  and  other  federal  executive  departments,  other  levels 
of  govemaent,  and  the  private  sector  for  the  special  shelter  needs  of  the 
elderly. 

—  Oooidination  of  social  services  to  elderly  residents  of  assisted 
housing  with  other  federal  departments  (especially  the  Department  of  Health  and 
Buman  Services)  and  other  levels  of  govemnsnt. 

—  Oversight  of  HUD  regional  and  local  offices  to  assure  thx^t  decision- 
makers at  those  levels  have  appropriate  training  in  the  special  problems 
associated  with  elderly  housing.  ihis  oversight  responsibility  would  also 
include  an  appeals  process  to  resolve  problems  in  elderly  housing. 

3.  Federally  assisted  housing  programs  for  the  elderly  should  strive  to  meet 
the  target  of  creating  new  units  for  1%  of  the  elderly  population  per  year;  at 
least  10%  of  these  units  should  be  provided  through  the  Section  202  program. 

4.  Short  and  long  range  actions  ara  critically  needed  to  insure  that  older 
tenants  are  not  displaced  through  prepayment  of  existing  contract  nor  that 
rents  become  unaffordable  through  the  es^i  ration  of  existing  rent  subsidy 
program.  As  part  of  any  reform  of  these  existing  program,  there  is  a  need  for 
continuity  of  assistant  for  existing  older  tenants,  such  as  a  Transitional  Rent 
Subsidy  Program  which  protects  existing  tenants. 

5.  Connunity  development  and  housing  programs  should  promote  strong 
neighborhoods  without  displacing  older  residents  througji  the  adaptive  reuse  of 
existing  community  structures  as  an  efficient  means  to  meeting  the  needs  of 
aging  individuals  and  aging  coomunities. 
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GOAL  #2  —  Bousing  policy  for  the  elderly  should  prcaote  independent  living 
aaong  older  people  fay  providing  options  in  living  arrangeaents  to  aeet  a  range 
of  needs  for  housing  and  services. 


Die  ability  to  live  with  dignity  and  independence  should  be  the  cornerstone 
of  federal  policy  for  the  aging.  Inappropriate  housing  or  the  lack  or 
su|]portive  services  can  be  obstacles  to  this  independence.  In  conjunction  with 
a  coherent  and  cooprehensive  housing  policy,  the  nation  requires  a  policy  on 
aging  to  coordinate  housing,  health,  and  social  services  to  prcaote  a 
dignified,  independent,  and  meaningful  old  age  for  all  Americans. 

As  families  and  coonunities  d)ange  over  time  and  as  individuals  physically 
age,  housing  needs  change.  Aging  individuals  must  frequently  cope  with 
pttysicai  decrements  and  social  losses  simultaneously  with  the  declines  of  their 
economic  resources.  These  losses  can  present  a  major  threat  to  the 
independence  of  older  people.  Housing  policy  must,  therefore,  address  the 
multiple  needs  of  older  individuals.  Current  policy  discussions  on  housing  and 
the  long-term  care  of  the  elderly  provide  an  opportune  moment  to  focus  on  the 
critical  need  to  coordinate  policies  on  housing,  services,  and  Icng-term  care 
if  we  are  to  adequately  address  the  needs  experienced  by  older  individuals. 

The  failure  to  coordinate  housing  and  long-term  care  policies  has  created 
two  interrelated  problems:  I)  federal  housing  policy  is,  for  the  most  part, 
targeted  to  the  fully  independent  and  has  failed  to  recognize  the  wpport 
service  needs  of  those  vho  have  prdblens  with  activities  of  daily  living  (ADL) 
and  2)  long-term  health  care  policy  has  been  too  narrowly  focused  on 
ins'citutional  care  when  lower  levels  of  in-home  assistance  would  more 
adequately  promote  independent  living,  instead  of  incorporating  services  to 
maximize  the  degree  of  independence  to  whidi  the  individual  is  capable,  recent 
changes  by  HUD  have,  in  effect,  required  resident  to  be  fully  independent  or 
leave  assisted  housing.  Little  has  been  done  to  adapt  facilities  as  residents 
age  in  place. 

Aging  in  place  is  a  prdEslem  affecting  not  only  the  elderly  resident  but 
also  family,  friends,  service  providers,  and  housing  managers.  The  average  age 
of  residents  at  many  housing  sites  for  the  elderly  is  in  the  late  70 's  and 
early  80 's  taxing  existing  focral  and  informal  services  and  placing  enormous 
burdens  on  managers  who  are  often  ill-equipped  to  handle  the  increased  need. 
In  a  recently  completed  survey,  AABA  members  were  asked  to  identify  the  two 
most  severe  problems  they  have  eiqierienced  in  the  past  few  years. 
Overwhelmingly,  the  most  frequently  cited  problems  had  to  do  with  residents 
aging  in  place. 

Though  nursing  homes  provide  an  important  function,  most  eicperts  recognize 
that  institution-based  solutions  to  long-term  care  problems  are  over-utilized 
because  options  are  unavailable.  The  most  credible  research  estimates  that  20% 
to  30%  of  the  residents  in  long-term  care  institutions  are  institutionalized 
unnecessarily.  An  even  hi^er  percentage  could  undoubtedly  live  in  a  less 
restrictive  environment  if  a  mininun  of  in-home  supportive  services  were 
provided.  The  definition  of  long-term  care  must  be  broadened  to  include 
housing  needs  as  an  important  dimension  of  meeting  the  needs  of  the  whDle 
person. 
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Ihe  impetus  £oi  linking  housing  and  services  is  not  just  more  humane; 
the  enonnous  cost  of  institutional  long- term  care  provides  a  powerful  financial 
incentive  for  providing  alternative  services  vhich  allow  older  people  to  remain 
in  lower  cost  housing.  Approximately  1.5  million  older  Americans  currently 
reside  in  nursing  homes,  a  number  almost  as  high  as  the  number  of  elderly 
residents  in  federally  assisted  housing,  the  cost  to  the  federal  goverre&int  of 
this  nursing  home  care  in  1986  was  $17.6  billion.  The  General  Accounting 
Office  (GMD)  estimated  in  1983  that  Medicaid  paid  for  approximately  45%  of  the 
cost  and  57%  to  82%  of  the  patient  days  in  nursing  hones.  Another  one  million 
older  people  reside  in  board  and  care  facilities,  most  paying  their  bills 
through  the  Supplemental  Security  Income  (SSZ)  program,  itiouig^  nursing  homes 
and  board  and  care  facilities  are  generally  ignored  in  discussions  of  housing 
policy,  these  facilities  provide  a  "hoate**  to  many  of  the  nation's  older  people. 

Escalating  costs  and  critical  shortages  of  nursing  home  beds  in  many 
seccions  of  the  country  have  created  pressure  to  initiate  innovative 
alternatives  to  institutional  long-term  care.  A  maber  of  successful  models 
linking  housing  and  long-term  care  services  to  fill  the  *j6p  between  fully 
independent  living  and  institutional  living  have  been  developed  by  government 
and  nonprofit  organizations.  The  federal  government  has  been  experimenting 
%dth  limited  in-4)ome  services  through  the  Medicare  and  Medicaid  programs.  The 
Social  Services  Block  Grant  (SS6G)  and  Title  ZZZ  of  the  Older  Americans  Act 
(GAA)  also  provide  meals  and  a  range  'jf  cooDtmities  and  in-home  services  which 
facilitates  assisted  housing  option  as  an  alternative  to  institutional  care. 

One  of  the  most  successful  models  for  developing  linkages  between  federal 
housing  programs  and  .needed  social  services  has  been  the  Congregate  Housing 
Services  Program  (CHSP) .  Recognizing  that  most  long-term  service  needs  are  for 
non-medical  services  to  assist  in  the  activities  of  daily  living  (AOL),  the 
CBSP  has  provided  nonmedical,  in-hooie  services  to  residents  of  federally 
assisted  housing  in  an  attempt  to  prevent  unnecessary  institutionalization  and 
improve  the  quality  of  life  for  residents  who  find  it  difficult  to  function  in 
total  independence.  The  results  from  an  independent  evaluation  found  that  the 
institutionalization  rate  can  be  cut  almost  in  half  by  the  introduction  of  CHSP 
services.  The  CHSP  has  also  made  it  possible  to  deinstitutionidize  many 
nursing  home  residents,  since  administrators  at  sites  with  CHSP  services  were 
six  times  more  likely  to  admit  nursing  home  residents  as  those  who  did  not  have 
such  services  to  offer. 

Noi^rofit  organizations  have  often  taken  the  lead  in  coordinating  housing 
and  levels  of  service  appropriate  to  the  needs  experienced  by  individuals.  Zn 
contrast  to  the  bureaucratic  fragmentation  of  housing  and  services 
characteristic  of  federal  programs,  nonprofit  providers  are  concerned  with 
addressing  the  physical,  social,  cnnotional,  and  spiritual  needs  of  the  whole 
person.  Based  in  religious,  labor,  fraternal,  and  other  organizations, 
noT^}rofit  organizations  have  successfully  developed  linkages  to  a  variety  of 
coflBunity  services,  public  and  private.  Nonprofit  organizations  have  pioneered 
the  development  of  a  range  of  housing  and  services  appropriate  to  the  level  of 
need  experienced  by  aging  individuals.  For  example,  nor^rofit  organizations 
developed  continuing  care  retirement  coenunities  (CCRC's)  MUch  have 
successfully  provided  the  security  of  a  coonunity  with  a  continuum  of  services 
appropriate  to  individual  needs  without  creating  an  unduly  restrictive 
institutional  environment. 
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In  sm,  federal  housing  policy  must  recognize  that  by  building  housing 
projects,  yrt  are  also  building  comnunities  of  people  with  a  variety  of  needs. 
Planning  for  the  future  needs  of  the  elderly  calls  attention  to  the  need  to 
link  federal  housing  prograas  with  service  prograns  provided  fay  all  levels  of 
govemnent.  Federal  housing  policy  should  also  pronote  linkages  to  nor^rofit 
organizations,  providing  flexibility  for  nonprofit  sponsors  to  develop 
different  mixes  of  services  consistent  with  different  philosophies  about  the 
kinds  of  conunities  they  want  to  create  and  the  differing  needs  of  the  people 
they  serve.  Though  different  nodels  have  been  effective,  the  overriding  goal 
of  the  linklage  of  housing  and  services  should  be  to  pronote  the  recovery  of 
function  and  the  aaxiaim  independence  of  the  individual. 


SFBCIFIC  raOOnBCKTIGNB: 

1.  Keeting  the  future  needs  of  the  elderly  will  require  effective  linkages 
across  federal  departwntal  lineb  to  coordinate  housingr  social  services,  and 
nedical  care.  Greater  coordination  between  HUD  and  the  Departaent  of  Health 
and  Bunan  Services  (HBS)  as  well  as  greater  coordination  with  state  and  local 
levels  of  govemnent  would  be  proaoted  by. a  BUD  Assistant  Secretary  for  Elderly 
Housing,  of  particular  imwrtance  are  increased  linkage  bebiten  the  aging 
network  of  the  Adainistration  on  Aging  (AQA)  with  elderly  housing  projects, 
including  a  priority  for  nutrition  sites  located  in  or  near  elderly  housing 
projects. 

2.  In  recognitions  of  the  distinct  needs  of  the  elderly  and  handicapped, 
separate  housing  and  siqpportive  service  prograas  should  be  developed  for  each 
group. 

3.  Local  sponsors  of  elderly  bousing  —  public,  private,  and  nonprofit  — 
should  retain  aaxiaua  flexibility  to  develop  different  approadies  to  linking 
housing  and  support  services  consistent  with  their  own  philosophies,  the  needs 
and  desires  of  their  residents,  and  available  resources.  Soae  ^onsors  aay 
wish  to  put  priority  on  providing  independent  housing,  while  other  ^xxisors  aay 
chose  to  be  entirely  devoted  to  congregate  housing  targeted  to  the  very  frail. 
Similarly,  soae  sites  aay  wish  to  ei|)loy  professional  staff  to  provide 
services,  while  other  sites  aay  wish  to  use  professional  staff  priaarily  as  a 
catalyst  to  pronote  the  developaent  of  voluntary  peer  simport  networks.  There 
are  fuccessfuZ.  models  for  each  of  these  approaches,  and  ^onsorg  should  have 
the  flexibility,  guidance,  and  resources  to  create  different  types  of 
coonunities  incorporating  different  aixes  of  housing  and  services. 

4.  Innovative  housing  and  service  arrangements  that  provide  alternatives  to 
nursing  home  care  should  be  strengthened  and  extended.  Specifically: 

—  The  hi^y  successful  Congregate  Housing  Services  Prograa  (CHSP)  should 
be  permanently  authorized  and  significantly  expanded  to  serve  low-  and 
moderate-income  elderly  and  iiandicapped  in  a  variety  of  settings. 

^  New  legislation  should  provide  the  necessary  incentives  to  pursue  a  wide 
range  of  housing  options  for  the  elderly,  including:  hone  sharing;  elderly 
cottage  housing  opportunity  (ECHO)  units;  equity^based  congregate  housing;  and 
continuing  care  retirement  coonunities  (CCRC's). 
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OQM.  #3  —  A  range  of  federal  financing  options  for  housing  and  services 
shnild  foster  a  partnership  involving  all  levels  of  govecnaent,  private  sector 
investors  and  developers,  and  nor^rofit  sponsors. 


The  Bistorical  Partnership 

A  review  of  the  history  of  American  housing  policy  reflects  the  roles  and 
responsibilities  of  three  sectors:  1)  public,  2)  private,  and  3)  nonprofit 
organizations.  Each  of  these  sectors  has  particular  approadws  to  offer  a 
partnership  with  the  other  two.  Govemnent  has  used  an  array  of  aethods  — 
including  direct  grants  and  loans,  mortgage  subsidies  and  guarantees,  and  tax 
incentives  —  to  promote  politically  favored  housing  options.  Private 
enterprise  has  responded  to  the  ebb  and  flow  of  economic  currents,  government 
policy,  and  cmsumer  demand  to  give  America  the  highest  percentage  of 
homeowners  in  the  industrialized  world.  Religious,  labor,  fraternal,  and  other 
nonprofit  organizations  h2:ve  played  an  important  role  in  providing  housing  for 
poor,  the  sick,  and  the  elderly  that  predates  the  founding  of  the  country. 

The  cooperation  of  gcvemment  and  privste  efforts  to  provide  housing 
for  elderly  and  indigent  mnobers  of  the  comounity  dates  to  the  founding  of 
American  colonies.  Colonial  communities  would  often  provide  mon^  from  the 
coonon  fund  on  an  ad  hoc  basis  for  the  housing  of  poor  and  elderly  menbers, 
often  with  relatives  or  neighbors.  As  needs  grew,  the  mid-nineteenth  century 
saw  the  growth  of  almshouses  and  "poor  farms",  many  of  which  continue  to  exist 
as  county  homes  for  the  aging.  Direct  government  involvement  in  thC'  provision 
of  housing  during  the  first  three-fourths  of  our  nation's  history  wtts  entirely 
at  the  local  and  state  levels,  laying  the  groundwork  for  substantial 
involvement  in  the  provision  of  housing  of  those  levels  of  government  to  this 
day. 

Religious  and  community  organizations  began  to  play  a  larger  role  in  the 
latter  part  of  the  nineteenth  century  throu^  the  establishment  of  homes  for 
the  aging.  Ihese  early  homes  for  Un  aging  relied  primarily  on  charitable 
donations  (often  encouraged  fay  tax  laws  and  policies)  and  the  assets  of  the 
residents  to  provide  for  the  needs  of  their  aging  members.  By  the  1920' s, 
nonprofit  homes  for  the  aging  were  among  the  largest  providerr.  of  housing  and 
services  to  the  elderly.  In  response  to  changing  needs  of  older  residents  as 
they  age  in  place,  nonprofit  homes  for  the  aging  also  pioneered  the  integration 
of  multiple  levels  of  housing  and  services  through  life  care  ol'  continuing  care 
retirement  comnunities. (CCRCs) . 

Perhaps  the  most  successful  federal  intervention  in  housing  policy  has  been 
through  the  provision  of  tax  incentives  to  promote  private  homeownership. 
Deductions  and  deferrals  of  income  taxes  for  housing  purchases  annually 
accounts  for  a  far  larger  subsidy  to  homeowners  than  the  various  forms  of 
housing  subsidies  provided  to  low-income  renters.  The  result  is  that  the  U.S. 
has  moved  from  having  a  majority  of  the  population  as  renters  prior  to  World 
War  II,  to  a  situation  where  nearly  two- thirds  of  the  population  own  tlie  homes 
in  which  they  live. 

Homeownership  is  especially  likely  among  the  elderly,  roughly  three-fourths 
of  whom  own  their  homes.  The  homes  of  older  persons  are,  however,  more  likely 
to  be  substandard  and  in  need  of  repair,  creating  special  problems  for  many 
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elderly  honwowners,  especially  older  widows  living  alone  on  fixed  incomes. 
Elderly  homeowners  are,  moreover,  more  likely  to  be  "house-rich"  and 
** income-poor,"  with  substantial  hone  equity  but  little  incoms  to  maintain  their 
homes  or  pay  for  needed  services. 

Federal  involvement  in  providing  housing  to  the  nation's  low-income  renters 
began  50  years  ago  with  the  Housing  Act  of  1937.  As  part  of  Roosevelt's  New 
Deal,  this  act  established  the  public  housing  program  where  direct  grants  are 
provided  to  local  housing  authorities  for  the  construction  of  new  housing  units 
for  low-  and  moderate-income  families.  In  1949,  the  Congress  extetjded  its 
housino  coanibaent  by  establishing  a  national  policy  of  a  "decent  ^looe  and  a 
suitable  living  envirocnsnt  for  every  American  family." 

In  the  50  years  since  the  first  federal  housing  efforts,  housing  programs 
have  greatly  ei^anded  and  evolved  to  meet  the  changing  needs  of  the  American 
population.  Perhaps  the  greatest  change  has  been  the  increasing  es()hasis  on 
addressing  the  housing  needs  of  the  nation's  elderly.  Before  1956,  only  10%  of 
federally  assisted  housing  units  were  occupied  by  elderly  residents.  By  the 
mid-1980's  this  figure  had  increased  to  over  45%  of  assisted  units  —  a  total 
of  roughly  1.5  million  units  occiq>ied  by  old^c  residents.  Ohere  are  four  major 
reasons  for  this  increasing  focus  on  hou^'ng  for  the  elderly:  1)  the 
disproportionate  poverty  of  older  people;  2)  the  ^disproportionate  likelihood 
that  older  people  lived  in  substandard  housing;  3)  the  aging  in  place  of 
long-term  residents  of  federally  assisted  housing;  and  4)  the  enactment  of 
programs  designed  to  meet  the  special  housing  needs  of  older  people. 

Recognition  of  the  special  housing  needs  of  the  elderly  came  with  the 
enactment  of  several  programs  in  the  late  1950's  and  early  1960's.  The  Section 
202  program  in  1959  and  the  Farmer's  Home  Administration  (FHA)  Secti<»)  515 
program  in  1962  both  provided  direct,  low-interest  loans  to  organizations  who 
provide  low-rent  housing  for  the  elderly  and  handicapped.  The  public  housing 
program  was  amended  in  1965  to  create  special  housing  .or  older  residents. 

Though  other  federal  programs  provide  more  assisted  housing  for  older 
people.  Section  202  has  been  viewed  as  a  centerpiece  of  federal  policy  for 
addressing  the  housing  needs  of  older  Americans.  Working  exclusively  through  a 
partnership  with  nonprofit  connunity  organizations  such  at  churches,  unions, 
and  fraternal  organizations.  Section  202  has  successfully  operated  with  only 
two  defaults  in  its  history.  As  a  loan  program,  the  net  cost  to  U.S.  Treasury 
has  been  negligible  despite  the  hundreds  of  thousands  of  older  people  who  have 
benefited. 
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in  its  history.  As  a  loan  program,  the  net  cost  to  U.S.  Treasury  has  been 
negligible  despite  the  hundreds  of  thousands  of  older  people  who  have 
benefited. 

The  Section  202  program  has  undergone  several  metamorphoses  since  its 
creation.  The  first  decade  of  the  proqram  from  1959  to  1969  successfully 
produced  approximately  45,000  units  of  housing  with  only  one  default  by  a 
sponsor.  Responding  to  the  hig^  interest  rates  of  the  late  1960's  and  to 
critics  who  charged  that  the  program  was  primarily  benefiting  middle  class 
people,  loans  through  the  Section  202  program  were  phased  out. 
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Replacing  the  Section  202  program  for  a  brief  time  wa?  the  Section  236 
program,  which  subsidized  private  loans  for  low-income  housing.  Complaints  of 
Inadequate  assistance  levels,  excessive  expense,  and  unacceptably  high  default 
rates  led  to  the  demise  of  Section  236  in  1974.  Today,  245,000  units  (46%  of 
the  Section  236  units  still  occupied)  house  approximately  318,000  elderly 
residents. 

Ihe  Section  202  program  vas  revived  by  the  Hourlng  Act  of  1974.  Ihe 
program  was,  however,  substantially  reshaped  by  linking  the  units  created  to 
the  newly  created  Section  8  rental  assistance  program.  The  purpose  of  the 
program  was  thereby  fijndamentally  redefined  frcn  being  a  program  for  the 
elderly  to  being  another  form  of  low-income  rental  assistance  with  a  special 
target  of  the  low-income  elderly  and  handicapped,  in  total,  nearly  200,000 
units  of  Section  202  housing  are  currently  occupied  by  elderly  and  handicapped 
residents. 

In  large  oart,  the  Section  b  program  was  created  in  1974  to  take  advantage 
of  the  existing  stock  of  housing  in  the  private  market  to  provide  rental 
assistance  to  those  with  low  incomes.  A  program  to  promote  the  construction  of 
new  units  added  during  the  high  interest  years  of  the  late  1970 's  was 
discontinued  in  1983  due  to  high  costs  and  administrative  probleM.  I^y, 
those  units  tied  to  the  Section  202  program  are  the  only  new  construction 
ptojects  ^^romoted  by  the  Section  8  program.  Section  8  programs  to  assist 
tenanU  in  existing  and  rdiabilitated  units  currently  provide  the  bulk  of  new 
federal  housing  assistance,  ihe  various  programs  under  Section  8  currently 
provide  assistance  for  1.9  million  uniU,  49%  of  which  (approximately  947,000 
units)  are  occupied  by  elderly  residents. 

Since  1981,  the  current  Administration  has  fundamentally  redefined  the  role  . 
of  the  federal  government  in  providing  housing  assistance  with  major 
consequences  for  the  private  sector  and  community  organizations.  Motivated  by 
the  twin  concerns  of  reducing  the  budget  and  minimizing  the  direct  federal  role 
in  the  provision  of  housing,  new  budget  authority  for  federal  housing 
assistance  has  decreased  by  roughly  70%  over  levels  enjoyed  during  the  late 
1970 's.  Targeting  of  the  remaining  aid  has  been  ti^tened  to  include  only  the 
very  low  income  (less  than  50%  of  the  local  median  income)  in  contrast  to  the 
earlier  low  income  standard  (less  than  80%  of  the  local  median  income). 

The  Reagan  Administration  has  been  coomitted  to  Mrket  solutions  to  the 
nation's  housing  problems.  Administration  analyses  claU  that  the  existing 
housing  stock  is  adequate  for  meeting  current  housing  needs  and  that  the 
private  market  is  the  most  efficient  means  of  allocating  housing  resources. 
Existing  forms  of  housing  assistance  have  been  phased  out  in  favor  of  vouchers 
to  those  who  cannot  afford  adequate  housing  due  to  income  restraints.  Vouchers 
are  advocated  for  the  dual  advantages  of  relying  on  market  negotiations  to 
minimize  costs  while  allowing  individual  recipients  the  maximum  freedom  to 
choose  the  type  and  location  of  the  housing  most  suitable  for  them  and  their 
families. 

U"\fortunately,  our  nation's  ability  to  meet  the  housing  needs  of  the  future 
has  been  greatly  weakened  by  massive  reductions  in  housing  programs  in  recent 
years.  Because  most  housing  programs  are  authorized  and  funded  for  15  years, 
expiring  contracts  and  mortgage  prepayments  by  private  developers  could  lead  to 
a  serious  crisis  in  the  provision  of  lov^rent  housing.     Contracts  for  FmHA 
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Section  515  rental  units  are  already  expiring,  and  the  first  of  the  Section  8 
subsidies  will  expire  in  the  next  few  years.  These  contract  expirations  could 
result  in  the  loss  of  hundreds  of  thousands^  of  low-rent  uniU.  Many  units 
guaranteed  and  insured  loans  under  the  Sections  236  and  221(d}  3  programs  as 
veil  as  units  subsidized  under  the  Section  8  new  construction  program  and  the 
naKK  515  program  %rill  become  eligible  for  prepayment  in  the  next  few  years, 
freeing  developers  from  the  obligation  to  rent  to  low-incomt  tenants. 

Recent  research  indicates  that  the  loss  of  existing  units  coupled  with  the 
loss  of  tax  incentives  for  the  production  of  new  units  could  result  in  a 
shortfall  of  several  million  units  of  low-income  housing  in  the  coming  decades. 
Ihe  growing  problem  of  honelessness  and  the  lack  of  appropriate  housing  and 
service  options  for  many  Americans  of  all  ages  forebode  a  serious  crisis  in 
housing  policy  in  the  near  future. 

Ihe  three  major  sectors  in  the  development  of  housing  —  public,  private, 
and  nonprofit  —  all  have  a  role  in  addressing  the  increasing  need  for  housing 
and  long-term  care  for  the  elderly.  Each  of  these  actors  has  strengths  and 
weaknesses  to  offer  in  partnership  with  the  other  two.  Government  has  the 
advantage  of  large  financial  resources  and  the  forum  for  creating  a 
comprehensive  policy.  date,  however,  the  mutual  isolation  of  housing  and 
long-term  health  care  policies  has  resulted  in  fro^wnted  bureaucracies  to  meet 
the  needs  of  the  elderly.  Housing  and  redevelopment  projects  have,  moreover, 
too  often  ignored  the  needs  of  the  communities  they  serve.  Throu^  rigid 
targeting  to  very-low-inccme  residents  and  building  concentrated  housing 
projects,  federal  housing  has  too  often  isolated  the  poor  rather  than 
integrating  them  into  the  coomunity  by  building  on  the  community's  resources. 

Partly  in  response  to  these  problems,  the  current  Administration  has  sought 
to  minimize  the  federal  role  in  favor  of  a  market  model  to  allocate  housing. 
Ihe  reduction  of  tax  incentives  and  the  elimination  of  grants,  loans,  and  other 
subsidies,  however,  as  proposed  by  the  Administration,  has  virtually  eliminated 
the  incentive  for  private  developers  to  invest  in  low-income  housing.  Though 
vouchers  may  have  the  laudable  effect  of  using  the  market  to  increase 
individual  choice,  they  do  not  create  any  new  housing  ^  particularly,  the 
specialized  housing  needed  by  elderly  and  handicapped  residents.  Host 
residents  of  elderly  housing  are  very  old  and  many  are  frail,  leaving  them  at  a 
competitive  disadvantage  if  required  to  compete  in  the  tight  housing  market  for 
low-income  housing.  Housing  vouchers  also  do  not  provide  services  needed  by 
many  elderly  residents  and  do  not  create  the  community  that  is  a  vital  part  of 
social  support,  especially  in  later  years. 

Despite  differences  in  approach,  government  and  market  oriented  approaches 
to  providing  housing  to  older  people  share  several  problems  omlnating  from  the 
fact  that  neither  approach  treats  shelter  in  the  broader  context  of  meeting  the 
individual's  social  and  service  needs.  Shelter  must  link  people  to 
cooounities.  Housing  progranp  may  provide  a  roof  over  one's  head,  but  if  they 
fail  to  build  communities  they  fail  to  meet  fundamental  human  needs. 

Housing  provided  by  nonprofit  organizations  has  the  advantage  of  building 
on  existing  communities  that  provide  an  integrated  ai^proach  to  meeting  the 
needs  of  the  whole  person  —  physical,  economic,  socibl,  and  spiritual.  But 
while  these  groups  have  created  innovative  new  models,  they  lack  the  financial 
resources  to  meet  the  housing  and  service  needs  of  the  elderly  alone. 
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Stction  202,  A  succvMful  Birtmrship 

A  tucctssful  ftdtral  housing  policy  mut  build  on  txisting  conounltiet 
thrcuoh  «  partnership  of  govtrrmnt,  private  developers,  and  coowmity 
organisativtu^*  Itw  section  202  prograa  is  a  highly  successful  aodel  of  such  a 
Partnership  <4wre  govemwit  can  foster  appropriate  housing  and  services  at 
negliQible  expense  to  itself  by  providing  loans  to  nonprofit  cownity 
oi^ganixati'-^,  Ttwse  organisations  beain  with  a  ccndtmnt  to  serving  the 
wole  ir;iividual  through  "cowunities  that  care."  iheir  program  begin  with 
the  •'^rcoonition  that  the  physical,  social,  and  ^>iritual  needs  of  the 
in^^vidual  are  all  incltided  in  the  need  for  shelter* 

Linking  of  the  Section  202  program  to  the  Section  6  rental  assistance 
prograa  has,  however,  had  several  negative,  unintended  consequences*  Aw 
enacted  by  Congress  in  1974,  the  Section  8  prograa  provided  direct  rent 
subsidies  to  private  developers*  In  order  to  conUin  cosU  and  not  coepete 
unfairly  with  nonsubsidized  rental  housing,  the  Mxiu  allowable  rentwts 
established  as  110%  of  the  local  fair  aarket  rent  (Mt),  with  exceptions  up  to 
120%  alloMtd*  Because  sponsors  are  limited  in  the  aortgages  they  seek  by  the 
renU  thvy  will  receive,  the  allowable  rent  is  used  as  a  cost  contairawnt 
aeasure  on  new  construction*  even  though  there  are  no  coaparable  renU  in  apst 
coamnities  for  Section  202  housing.  Congress  did  not  take  any  action  to 
establish  separate  rules  for  SecUon  202  sponsors*  ironically,  though  this 
calculation  ws  designed  for  the  Section  8  new  construction  program.  Section 
202  is  the  only  prograa  still  using  m's  to  limit  construction  costf. 

In  thf/  1970' s  this  did  not  create  undue  hardship  since  Section  202  projects 
were  routinely  granted  an  additional  5%  for  special  design  features  as  well  as 
the  full  20%  allowed  under  the  law*  Hore  recently,  however,  the  Jktadnistration 
has  set  a  firm  .goal  of  allowing  rents  of  no  more  than  105%  of  the  m*  One 
effect  of  this  restriction  is  that  new  Section  202  projecU  are  financially 
infeasible  in  large  parts  of  the  country*  Accordirg  to  research  by  Ihe  Conroy 
and  Kciver  Group,  a  consulting  firm  specializing  in  Section  202  projects,  only 
20%  of  the  363  established  Fair  Market  Bent  areas  in  the  country  do  not 
experience  cost  probleas  when  projects  are  limited  to  105%  of  the  TO  for  that 
area*  in  66  areas,  it  would  be  virtually  iapossible  to  build  a  Section  202 
building  without  significantly  ccaproaising  underwriting  criteria  or  without  a 
significant  contribution  from  the  sponsor  or  locality* 

Other  measures  aandated  by  HUD  since  the  linkage  to  the  Section  8  prograa 
have  also  substantially  altered  the  ncture  of  the  Section  202  prograa* 
Admissions  have  been  limited  to  very-low-inccne  residenU  because  of  Urgeting 
restrictions,  essentially  transforming  the  mission  of  Section  202  sites  from 
their  primary  focus  on  independent  living  for  low-  and  aoderate-incoae  elderly* 
cost  containaent  aeasures  have  been  rigid  and  counterproducti,ve*  For  exaaple, 
a  requirement  that  projects  include  at  least  25%  efficiency  uniU,  has  been 
aaintained  despite  protests  by  residents  and  sponsors  because  of  the 
unpopularity  of  such  uniU  with  older  residenU  and  despite  the  lack  of 
evidence  that  costs  are  reduced  by  this  aethod*  FrojecU  are  also  restricted 
to  using  5%  of  their  space  for  conaunity  spaces,  eliminating  the  possibility  of 
providing  many  services  as  residents  age  in  place* 
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rin*lly,  linking  the  Section  202  loan  program  to  the  Section  8  rental 
aiiistance  progran  has  also  created  political  probleas  by  naximizing  the 
apparent  appropriations  required  each  year.  The  Section  202/8  linkage  has 
created  a  curious  system  of  double  accounting  vhere  the  federal  goverwwnt  is 
appropriating  money  to  repay  itself.  In  additional  to  all  of  the  managemtnt 
problems  this  system  has  created,  the  political  disadvanUoe  results  from  the 
appearance  of  both  the  loan  and  iU  repayment  as  appropriations  despite  the 
fact  that  the  cost  of  the  loan  portion  has  been  virtually  zero  to  the  Treasury, 

Oie  s(»lutioo  to  these  problems  would  be  the  creation  of  a  National  Elderly 
Housing  Ti-ust  fund,  instead  of  repaying  loans  to  the  Treasury,  Section  202 
repaymenu  would  oo  into  the  trust  vhere  they  could  be  reallocated  in  new 
loans.  ihis  would  remove  the  apparent  double  cost  of  the  loan  and  its 
repaymtnt  throa^  a  renUl  subsidy.  Removing  the  trust  from  the  regular  budget 
would  give  a  clearer  picture  of  the  negligible  cost  of  the  loan  program. 

A  more  comprehensive  system  of  financing  reform  that  would  eliminate  many 
of  the  problems  caused  by  the  Section  202/8  linkage  was  passed  by  the  House  of 
RepresenUtives  in  1983.  under  this  proposal,  which  failed  to  pass  the  Senate, 
the  Section  202  loan  would  be  replaced  deferred  payment,  noninterest  bearing 
"cons taction  advances."  Housing  assistance  would  be  converted  into  a  loan 
that  would  be  forgiven  over  a  forty  year  period  t  the  sponsor  continued  to 
meet  targeting  requirements,  thus  assuring  the  continued  supply  of  housing  to 
the  elderly  poor. 

This  system  of  financing  could  be  used  to  increase  targeting  flexibilty  by 
forgiving  loans  and  providing  operating  subsidies  in  proportion  to  the  nuri^ers 
of  residents  meeting  age,  incowe,  arxJ  disability  Urgeting  requirements. 
Targeting  could  be  patterned  after  the  Housing  Development  Assistance  Grants 
(HoOM:;)  program  which  requires  either  20%  of  the  residents  to  have  very  low 
incomes  or  40%  to  have  low  incomes.  Rents  would  continue  to  be  30%  of  renter 
income,  up  to  a  reasonable  rent  ce^\ing  for  higher  income  residents. 
Facilities  serving  large  percentages  of  ery  low  income  residents  may  require 
further  rental  assistance  or  operating  subsidies  that  could  be  financed  froa 
the  Section  8  program. 

This  relatively  siaple  system  would  have  numerous  advanUges.  The  double 
iccounting  system  where  the  government  appropriates  money  both  for  the  loan  and 
for  its  repayment  would  be  eliminated,  income  integration  of  elderly  residents 
would  be  promoted,  and  rwny  near  poor  elderly  would  be  eligible  for  housing. 
The  inappropriate  and  troublesome  system  of  calculating  rents  and  construction 
costs  through  the  rair  Market  Rent  system  would  be  eliminated.  HUD's 
intervention  in  management  decisions  by  sponsors  would  be  minimized. 


Other  Financing  Options 

In  addition  to  the  Section  202  program  for  the  elderly,  the  federal 
government  has  a  range  of  financing  mechanisms  that  could  be  used  to  proK)te  a 
more  effective  partnership  among  ^lic,  private,  and  nonprofit  organizations 
needed  to  meet  the  housing  and  service  needs  of  the  fXdel^'.  Tax  policy  can  be 
a  vital  tool  to  encourage  partnerships  between  pvivrct  investors  and  noc^rofit 
providers.  Incentives  provided  by  the  tax  system  should  allow  greater  freedom 
to  nonprofit  general  partners  to  put  together  a  package  of  government  subsidies 
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and  priva'ce  investment.  Rcquirenents  on  tax  exeipt  housing  bonds  and  501(c) 3 
nonprofit  bonds  should  also  be  relaxed  to  allow  nonprofit  developers  to  put 
together  packages  of  financing  from  public*  diari table,  and  investiKnt  sources. 

Ihe  federal  govemnent  can  also  play  a  useful  role  in  helping  to  release 
the  private  hocne  equity  assets  of  individual  older  people.  By  providing  lender 
guarantees  and  consumer  safeguards,  hone  equity  can  be  converted  into  cash  to 
a«et  the  housing  and  service  needs  of  nai^  older  horn  owners  vho  are  asset 
rich,  but  cash  poor. 

Dollars  currently  spent  on  lono-tera  care  should  also  be  considered  as  part 
of  the  financing  strategy  for  elderly  housing.  Long-term  care  insurance  for 
residents  of  assisted  housing  could  be  negotiated,  with  costs  contained  by 
pooling  the  risks  of  elderly  housing  residents  and  by  the  negotiating  strength 
of  the  federal  government. 

Similarly,  the  f^ral  govemnent  should  consider  innovative  approaches  to 
integrating  housing  and  long-term  care  such  as  funding  continuing  care 
retirement  coeaunities  (CO^'s)  for  lower  income  people.  Similar  to 
contractural  arrangements  with  Social  Health  Maintenance  Org^>ni^ations 
(S/mO's),  long-term  care  an^  housing  could  be  provided  for  older  people  on  a 
continuum  of  care  by  multi-level  providers  such  as  OCRC's.  Government 
subsidies  could  supplement  private  assets  to  meet  a  continuum  of  financial  need 
as  well  as  a  continuum  of  service  needs. 


SFSCinC  FBOOMfDIMlONS: 

1.  Create  the  following  subtitles  under  the  Sectioct  202  program  to  provide 
different  financing  options: 

I.  A  national  elderly  Housing  Trust  fund  to  adftinister  a  revolving 
account  of  funds  to  finance  federal  elderly  housing  programs. 

II.  A  long  term,  low  interest  loan  connected  to  rental  subsidies  (the 
current  syst'em). 

III.  A  forgivable  loan  program  coupled  rental  assistance  or  operating 
subsidies  where  necessary,  ihe  construction  loan  ^«cxUd  be  forgiven 
over  a  forty  year  period  in  proportion  to  the  relative  nuaber  of 
residents  meeting  age,  income,  and  disability  Urgets.  At  least  20%  of 
tmits  would  be  reser/ed  for  very-loi^income  residents  or  40%  for 
low-income  residents.  Othetvise,  housing  sponsors  should  retain 
targeting  flexibility  to  encourage  the  income  integration  of  elderly 
residents. 

IV.  Grants  or  loai^  for  aodemization  and  rehabilitacion  of  older  Section 
202  and  Section  236  sites  and  for  adaptation  of  existing  sites  to  needs 
precipi tated  by  the  aging  in  place  of  residents ,  including  the 
provision  of  nearby  facilities  to  meet  supportive  service  needs. 

2.  Each  of  the  above  financing  options  should  be  available  to  the  following 
specific  programs  to  be  administered  under  Section  202: 

A.  Nonelderly  handicapped  housing. 

B.  Elderly  housing. 

C.  Rural  housing  for  the  elderly.   This  program  would  be  created  by 
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transferring  the  fWh  Section  515  program  for  elderly  housing  to  HUD 
with  appropriate  funding  transfers. 


3.  Increase  the  tax  incentives  and  decrease  tax  disincentives  for  investment 
in  lo^  and  noderate-incone  housing  as  veil  as  increase  the  flexibility  of  tax 
exempt  bonds  to  allow  the  growth  of  partnerships  between  nor^rofit  providers 
and  for-profit  investors. 

4.  Expand  the  proposed  home  equity  demonstration  program  to  free  up  individual 
assets  to  finance  housing,  support  services,  and  other  basic  needs.  ^ 
federal  government  should  play  a  role  in  encouraging  these  **reverse  mortgage" 
loans  by  safeguarding  bot  parties  to  hooe  equity  transactions.  Contwer 
protections  as  well  as  financial  guarantees  to  lenders  will  both  be  needed  to 
make  these  loans  viable. 

5.  Establish  a  demonstration  project  that  would  pool  bousing  and  long-term 
care  resources  from  the  federal  government  to  provide  a  package  of  housing  and 
long-tem  care  insurance. 

5.  In  an  effort  to  make  continuing  care  retirement  coonunities  (CCRC's)  more 
affordable  to  lower  income  individuals,  KUD  should  establish  a  demonstration 
project  to  pool  inc^ividual  assets  with  federal  housing  and  long-term  care 
subsidies  to  finance  J  continuum  of  services  through  not^rofit  CDtC's. 
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GOAL  14  —  SUD  adtainistration  should  focus  on  the  efficient  «id  cost-effective 
prevision  of  housing,  ihis  goal  is  best  accoaplished  throu^  clear  «id 
consistent  regulations  with  a  re^xsnsive  appeals  process,  ■snagiuMnt  training 
and  up-to-date  procedural  aanuals  for  aUD  officials  and  housing  «teinistrators, 
tednical  assistance  to  housing  mnagers  and  spcnsors,  and  the  efficient 
processing  of  construction  and  rehabilitation  applications* 


Ihe  role  of  the  Department  of  Housing  and  Urban  Developnent  should  be  to 
facilitate  the  development  of  housing  sxiitable  to  the  needs  of  all  Americans. 
HUD  can  accooplish  this  goal  most  effectively  tightening  its  own  procedures  and 
focusing  on  strengthening  supportive  services  to  housing  aanagers  and ^ sponsors. 
Procedural  efficiency  can  be  promoted  through  clear  regulations  that  are 
consistently  applied  across  the  nation  with'  recourse  %fhere  necessary  to  a 
responsive  appeals  process.  Technical  assistance  from  the  central  HUD  offices 
should  include  training  on  management  issues  for  HUD  officials  and  for  housing 
.managers  along  with  up-to-date  procedural  manuals  that  aid  managers  and 
sponsors.  Field  offices  should  be  an  extension  of  these  supportive  services. 
Through  familiarity  with  local  needs  and  specific  housing  projects,  field 
offices  should  be  able  to  interpret  HUD  regulations  and  provide  support  to 
sponsors  wanted  to  extend  housing  services  in  their  areas  of  jurisdiction. 

unfortunately,  recent  changes  at  HUD  have  often  transformed  the 
relationship  between  HUD  and  sponsors  from  partnership  and  support  into  an 
adversarial  relationship.  Through  an  overly  narrow  focus  or  controlling 
short-term  construction  costs,  HUD  has  increasingly  extended  its  role  to 
intervening  in  day-to-day  decisions  made  by  managers  and  sponsors.  Too  often 
this  intervention  has  been  short-sighted  and  counterproductive  to  the  goals  of 
cost-effective  and  efficient  production  of  housing.  This  intervention  is  most 
problematic  in  the  processing  of  applications  where  HOD  has  established  an 
obstacle  course  of  regulations  and  screening  steps  that  have  added  to  the 
short-term  and  long-term  costs  of  construction  and  management. 

Snort-term  costs  in  construction  have  been  added  by  adainlstrative  delays 
at  many  sites.  Despite  HUD  regulations  requiring  Section  202  projects  to  begin 
construction  within  18  months  of  funding,  HUD's  national  median  processing  time 
was  23  months  in  1983.  In  planning  and  construction,  time  delays  cost 
substantial  amounts  of  money.  Assuming  a  six  per  cent  annual  inflation  rate, 
costs  on  a  typical  $2  million  construction  job  increase  $10,000  for  every  month 
of  delay.  On  top  of  inflationary  costs  are  the  added  costs  for  the  sponsor's 
staff,  the  architect,  consultants,  attorneys,  and  others  involved  in  the 
development  of  a  project. 

Decentralization  of  the  decision  making  process  at  BUD  since  the  late 
1970 's  has  added  to  problems  with  the  expedient  processing  of  housing 
applications.  Each  application  must  go  through  several  reviews  to  meet  cost 
containment  goals  at  local,  regional,  and  national  levels.  Decentralization 
has  given  field  and  regional  offices  substantial  discretion  in  approving 
funding  proposals  with  the  result  that  the  e^roval  process  has  become 
capricious  and  counterproductive.  Local  and  regional  offices  of  HtA>  have 
routinely  intervened  into  management  decisions  actually  adding  to  the 
short-term  and  long-term  costs  of  construction  and  management.  In  the  name  of 
cost  containment,  local  and  regional  offices  have  demanded  the  use  of  cheaper 
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uaterials  that  short-sightedly  build  in  increased  naintenance  costs  over  the 
lifetime  of  the  building. 

Long-term  costs  are  increased  by  HUD-nandated  design  changes,  such  as  the 
elimination  of  sprinkler  systems r  that  do  not  conform  with  local  fire  and 
safety  codes  and  have  led  to  require  expensive  retrofitting  at  a  later  date. 
Other  required  changes  such  as  the  elimination  of  coonunity  spaces  or  elevators 
ignore  predictable  changes  in  the  resident  population  as  individuals  age  in 
place  iiid  require  greater  services  and  a  barrier-free  environment. 

BUD  has  exacerbated  the  problems  of  cost-ccntainment  and  decentralization 
by  reordering  its  management  reward  system  to  en(l)asize  cost  containment  rather 
than  processing  efficiency.  Under  pressure  to  limit  construction  costs,  local 
BUD  managers  are  perversely  rewarded  for  needless  interventions  and  costly 
delays  rather  than  actual  increases  in  productivity. 


SPBCZnC  SBOOmDOKFIONS: 

1.  Promote  cost-effectiveness  through  program  flexibility.  Target 
construction  costs  should  be  negotiated  by  HUD  and  the  sponsor  in  a  manner  that 
reserves  control  to  sponsors  over  the  best  way  to  use  available  resources. 
Specifically: 

a.  Calculate  devel(^aient  costs  on  the  basis  of  a  negotiated  constuction 
index  rather  than  the  current  system  based  on  fair  market  rates  (PKR's). 

b.  Eliminate  rules  on  the  size  and  types  of  apartments  provided, 
restrictions  on  the  size  of  public  and  shared  spaces,  and  controls  on  design 
and  construction  materials. 

2.  Managers  at  existing  projects  should  be  permitted  to  renegotiate  current 
agreements  and  roquirenents  over  the  size  and  types  of  units  as  well  as  over 
the  amount  of  space  d^ivoted  to  coonunity  uses.  Ihese  managers  should  be  free 
to  adapt  unit^  and  spaces  to  the  changing  needs  of  residents  and  the  changing 
demands  of  the  market. 

3.  Flexibility  should  be  provided  for  differential  rates  for  different  types 
of  units.  For  exaa^le,  rents  on  existing  efficiency  units  should  be  reduced  to 
25%  of  the  resident's  income  in  order  to  fill  these  units  and  address  the 
equity  prc^lems  over  requiring  the  same  rents  for  unequal  apartments. 

4.  Establish  firm  time  guidelines  for  sponsors  and  HUD  administrators.  HUD 
offices  and  individuals  should  be  rated  by  productivity  gains  in  meeting 
schedules. 

5.  Provide  training  and  specific  guidelines  for  HUD  technical  processors  to 
minimize  delays  due  to  capriciousness  in  interpreting  regulations. 

6.  Provide  clear  and  responsive  administrative  appeals  processes  for 
unfavorable  decisions  by  HUD  field  and  regional  offices  throu^  the  Assistant 
Secretary  for  Elderly  Housing. 

7.  Produce  clear,  up-to-date  procedural  manuals  and  provide  training  and 
technical  assistance  to  aid  field  offices  and  housing  sponsors  on  general 
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housing  nanageoent  issues  as  well  as  issues  specific  to  the  nanagenient  of 
elderly  housing. 

8.  Establish  a  "fast-track"  processing  system  in  which  sponsors  who  agree  to 
keep  their  developnent  costs  to  specified  maxiaums  will  have  reduced  processing 
requirenents. 
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OGNOUSIGN 


HMting  the  nation's  cota&itsient  to  "a  decent  hone  and  a  suitable  living 
environnent  for  every  American**  will  require  strong  federal  leadership  over  the 
long  haul.  The  goals  and  proposals  put  forward  in  this  statement  are  an  effort 
to  contribute  to  a  dialogue  that  should  continue  for  some  time  to  come.  We  at 
AARA  hope  that  a  clear  and  cooprehensive  housing  policy  will  emerge  frcn  these 
discussions  that  is  forward  looking  to  the  housing  needs  of  the  next  generation 
of  Americans,  fiecaiise  of  foreseeable  demogirapiiic  chemges  and  the  nature  of 
federal  housing  programs,  the  shelter  and  service  needs  of  the  elderly  must  be 
a  central  concern  of  policy  planners. 

Nonprofit  organizations  should  have  a  inportant  voice  in  these  discussions 
and  a  continuing  role  to  play  in  addressing  the  housing  needs  of  the  nation  in 
partnership  with  public  and  private  sectors.  The  historical  experience  of 
nor^rofit  organizations  in  providing  for  the  housing  and  service  needs  of  the 
elderly  spans  the  history  of  the  nation.  Noqprofit  providers  have  been  at  the 
forefront  in  develc^ing  new  and  innovative  approaches  to  the  chaining  needs  of 
succeeding  gencraticsis  of  aging  Americans,  with  a  conmitment  to  meeting  the 
needs  of  the  whole  person  —  pt^ical,  social,  psychological,  and  spiritual  — 
nonprofit  organizations  have  a  particularly  timely  message  for  those  dealing 
with  the  problems  of  the  elderly. 

As  a  representative  of  the  nonprofit  organizations  serving  tlie  housing  and 
service  needs  of  the  elderly,  AAHA  would  like  to  congratulate  the  bipartisan 
leadership  of  the  Subcoomittee  on  Housing  and  Urban  Affairs  for  creating  this 
forum  for  discussing  the  future  of  the  nation'^s  housing  policy.  After  years  of 
neglect,  this  forum  opens  a  door  that  has  been  closed  too  long  to  innovative 
and  forward-looking  approaches  to  meeting  the  housing  needs  of  all  Americans. 
AAHA  stands  ready  to  move  through  that  door  to  the  future  based  on  a  more 
effective  partnership  of  public,  private,  and  nonprofit  sectors  and  committed 
to  building  "cconunities  that  care"  for  future  generations  of  Americans. 
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PROPOSALS  FOR  CQMPRgHKKSTVE  LEGISLATIOM  TO  RgfORM  AND  kXPAHD  FEDERAL 
.HOUSING  ASSISTAKCB  PROGRAMS  FOR  OLDER  AMmCANS  


I.  IWYRODUCTION 


The  following  discussion  papers  provide  the  outline  of  the  principal 
proposals  for  comprehensive  legislation  which  the  American  Asscciation  of 
Retired  Persons  recoiaends  for  the  restructuring  of  current  federal  Dolicy  and 
programs  which  provide  housing  and  housing-related  assistance  to  elderly 
households*  ' 

The  proposals  arc  based  upon  the  premise  that  elderly  housing  aust  he 
recognized  ai  a  distinct  and  specialized  area  within  federal  housing  policy 
«LJ  J,,  iS"'?  integrated  more  closel?  with  broader  federal  policy  to 
assist  the  elderly,  particularly  in  the  area  of  long-term  care.  Given 
continued  limitations  on  federal  spending  for  the  foreseeable  future,  the  cost 
and  the  effectiveness  of  initiatives  in  elderly  housing  and  residential 
services  can  no  longer  be  evaluated  from  the  perspective  of  past  or  current 
housing  programs  alone,  but  ust  increasingly  be  assessed  in  comparison  to  the 
cost  of  alternative  forms  of  asoistance  provided  to  older  persons  through 
other  federal  programs. 

The  proposals  are  intended  to  begin  the  process  of  integrating  federal 
housing  assistance  more  closely  with  other  forms  of  assistance  provided  to 
older  persons  by  federal,  state  and  local  programs.  Emphasis  is  placed  on  the 
provision  of  supportive  services  in  a  variety  of  re^iidential  settings  and,  to 
the  extent  possible,  the  initiation  of  case  management  serv.^-es  to  as«ure 
proper  placement  of  dependent  persons  and  more  appropriate  and  cost-effective 
provision  of  needed  services.  In  addition,  the  proposals  seek  to  provide  new 
priorities   in   the  allocation  of  limited  housing  assistance  anong  the  elderly, 

?ini?L'r*ir  kN"!"^^*""  "^^^  w«  have  multiple 

functional  disabilities.  Rates  of  poverty  and  substandard  housing  conditions 
are  nigner  for  this  group  of  older  persons  than  for  any  other  segment  of  the 
population. 

The  proposals  are  further  intended  to  promote  greater  cost-efficiency  in 
existing  federal  housing  programs,  to  increase  sharing  of  program  costs  with 
state,  local  and  charitable  sources  of  funding,  to  improve  the  quality  of 
housing  provided  with  federal  assistance  and  to  improve  the  management  of 
Sistr"ion!*°"   provided    to   elderly   persons   at    all   levels  of  program 


47 


34 


II.    SDmRY  OF  liECISLATIVE  PROPOSALS 

The  proposed  comprehensive  elderly  housing  legislation  would  consist  of 
eleven  separate  proposals,  each  relating  to  a  separate  program,  initiative, 
issue  or  set  of  issues.    These  include: 

*  Major  revisions  in  three  existing  housing  assistance  programs  (The 
Section  202,  Congregate  Housing  Services  and  rental  housing  voucher 
prograas) . 

*  Three  new  initiatives  for  the  development  of  congregate  housing 
facilities  and  other  supportive  housing  arrangements. 

*  Two  mortgage  insurance  initiatives  to  assist  elderly  homeowners  use 
the  equity  in  their  homes  to  help  pay  the  cost  of  needed  health  care, 
supportive  services  or  other  living  expenses  either  while  they  remain 
in  their  homes  or  move  to  more  supportive  residential  facilities. 

*  Proposed  amendments  to  current  law  to  correct  a  number  of  long-- 
standing administrative  problems  for  existing  HUD  elderly  housing 
projects. 

*  Proposals  to  address  the  serious  problem  of  the  potential  loss  of 
thousands  of  low-income  rental  units  due  to  expiration  of  Section  8 
rental  assistance  contracts. 

*  A  proposed  reorganization  of  HUD's  administrative  structure  to  provide 
for  a  separate  division  headed  by  a  Deputy  Assistant  Secretary  for 
Housing  to  administer  elderly  housing  assistance  and  related  programs. 

AARP  is  also  in  the  process  of  developing  one  additional  program 
initiative  which  it  intends  to  submit  to  Congress  as  a  supplement  to  the 
legislative  proposal.  The  proposal  provides  an  additional  rural  housing 
demonstration  initiative  to  er'-ourage  the  development  of  supportive  housing 
through  the  use  of  manufactured  housing  units  in  mixed-use  rural  retirement 
communities. 


III.    NEV  PROGRAM  INITIATIVES 

A  key  element  in  the  legislative  proposal  is  the  restructuring  of 
assistance  under  two  key  HUD  programs,  rental  housing  vouchers  and  congregate 
housing  services  (CHSP) ,  and  the  use  of  this  assistance  to  provide  incentives 
to  encourage  innovative  housing  projec*"  development  or  renovation  by  local 
public  agencies  and  non-profit  corporations.  In  the  proposed  initiatives, 
financing  of  a  project,  together  with  land  acquisition,  planning  costs  and 
some  service  program  costs,  would  be  provided  from  local  funding  sources. 
Federal  mortgage  ir^urance,  rental  vouchers  and  CHSP  would  provide  the 
additional  assistance  needed  to  make  a  project  economically  feasible  or  to 
make  rents  affordable  for  low-income  elderly  households. 
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Rental  vouchers,  CHSP  and  other  assistance  available  under  current  federal 
programs  would  be  used  to  encourage  and  assist  the  development  of  innovative 
elderly  housing  arrangements  under  the  following  new  program  initiatives  or 
demonstrations: 

Federal/State  Congregate  Housing  Demonstration  Program 

HUD  would  be  authorized  to  negotiate  agreements  with  State  agencies  to 
assist  the  development  of  not  less  than  20  special  congregate  housing 
facilities  designed  to  serve  larger  concentrations  of  frail  elderly 
persons  than  permitted  under  the  current  CHSP  program.  Under  such 
agreements  HUD  would  provide  mortgage  insurance,  rental  vouchers  and  CHSP 
assistance  for  selected  projects,  while  state  agencies  would  provide 
project  financing  and  supplemental  financial  assistance,  as  well  as 
coordinate  state  health  care,  social  services  and  other  program  assistance 
on  behalf  of  quulified  residents.  Projects  would  be  targeted  to  lower 
income  tlderly  who  require  greater  assistance  than  currently  available  in 
assisted  housing  facilities  or  those  seeking  deinstitutionalization  from 
nursing  facilities. 

Local  "Adaptive  Reuse*'  Supportive  Housing  Initiative 

HUD  would  be  authorized  to  provide  assistance  to  local  initiatives  to 
rehabilitate  abandoned,  surplus,  donated  or  historic  properties  for  the 
purpose  of  providing  congregate  housing,  rental  housing  or  supportive 
group  homes  or  shared  housing  arrangements  for  low-income  elderly  and 
handicapped  persons.  Federal  assistance  would  be  provided  on  a 
coapetitive  basis  to  approximately  100  projects  sponsored  by  local  public 
agencies  or  non-profit  organizations  and  is  intended  to  leverage 
significant  commitments  of  funding  for  projects  from  local  public  and 
private  resources.  The  three-year  demonstration  seeks  to  encourage 
innovative  use  of  existing  properties  while  assisting  in  providing 
facilities  within  a  community  that  can  accommodate  the  transfer  of  frail 
older  persons  who  cannot  reside  at  home  without  significant  or  costly 
assistance  or  who  require  some  degree  of  custodial  supervision. 

Rural  Elderly  Housing  Rehabilitation  Demonstration 

The  proposal  provides  assistance  under  existing  HUD  and  FmBA  programs 
to  ep*:ourage  the  renovation  of  existing  properties  in  rural  communities  to 
provido  supportive  housing  facilities  for  elderly  and  handicapped 
persons.  The  proposal  creates  a  three-year  demonstration  under  FmHA's 
Rural  Housing  Preservation  Grant  Program  to  provide  flexible  matching 
grants,  and  HUD  rental  voucher  and  CHSP  assistance,  to  rural  govercaents 
for  use  in  assisting  projects  that  will  renovate  eligible  properties  to 
provide  rental  housing  and  supportive  group  housing  arrangements  that  are 
affordable  to  low  income  persons.  The  program  would  assist  approxinately 
o5  projects  selected  on  a  competitive  basis,  with  priority  given  to 
proposed  projects  that  provide  the  greatest  benefit-  to  very-low  income 
persons,  that  leverage  the  greatest  amount  of  non-federal  assistance  and 
which  achieve  needed  rehabilitation  at  the  lowest  possible  cost. 
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IV.    REFORM  or  THE  SECTION  202  HOUSING  PPOGRAM 

Another  najor  eleaent  o£  the  leaisUtive  proposal  is  >a  coaprehensive 
reforn  o£  the  Section  202  elderly  md  handicapped  housing  program.  The 
proposal  would  restructure  the  currant  construction  financing  and  subsidy 
arrangements  for  the  program  to  significantly  reduce  federal  coita,  while 
improving  the  quality  of  housing  produced  under  the  program,  providing  greater 
flexibility  in  project  design  and  management  and  improving  service  programs 
provided  for  residents. 

The  key  to  the  proposal  is  the  replacement  of  the  current  duplicative 
financing  procedure  of  providing  markot-rate  financing  and  Section  8  subsidies 
to  support  project!  under  the  program,  a  procedure  in  which  HUD  essentially 
extends  a  loan  to  the  project  and  then  pays  itself  back  through  the  costly 
Section  8  program.  Under  the  proposal,  financing  would  be  provided  in  the 
form  of  deferred-payment  loans,  which  a  sponsor  would  repay  to  HUD  after 
twenty  years,  unless  the  project  is  retained  for  use  as  low-cost  rental 
housing  for  elderly  and  handicapped  persons.  Loans  would  be  forgiven  by  HUD 
after  a  total  of  40  years  of  continued  operation  as  low  income  rental  housing. 

Since  project  operating  budgets  and  rents  would  not  have  to  accommodate 
the  sizeable  cost  of  amortized  debt  payments,  a  project's  unit  rents, 
determined  as  a  portion  of  a  project's  operating  budget,  would  more  closely 
approximate  the  rent  payments  required  of  residents  (30  percent  of  adjusted 
income).  This  eliminates  the  need  for  the  sizeable  Section  8  payments  on 
behalf  of  every  resident  in  a  facility,  and  would  require  greatly  reduced  rent 
deficit  payments  to  cover  only  the  difference  between  the  unit  rent  and  the 
rent  payments  by  residents  with  very  low  incomes.  The  result  is  a  potential 
savings  of  nearly  $1.3  billion  in  annual  long-term  budget  authority  from  what 
otherwise  would  be  required  under  the  current  program  in  long-term 
expenditures  and  costly  Treasury  borrowing  to  pay  Section  8  subsidies  over  the 
twenty  year  term   of  the  project  contracts. 

The  proposal  also  revises  the  project  selection  criteria  for  the  program 
to  provide  a  more  competitive  process  for  awarding  assistance  by  requiring  one 
or  more  major  cost-reduction  features  to  be  incorporated  in  a  project 
proposal.  These  include  use  of  less  costly  housing  rehabilitation,  provision 
of  land,  materials,  jervices,  rental  subsidies,  commitments  of  future  services 
or  other  financial  or  in-kind  contributions  to  the  project.  The  change  would 
reduce  federal  expenditures,  while  increasing  the  financial  involvement  of 
spo.nsor^,  providing  for  greater  public  support  for  a  project  and  increasing 
cost  ":iaring  with  local  public  agencies  and  charitable  organizations. 

V.    KXPIRATIOK'  OF  SECTION  8  SUBSIDY  CONTRACTS 

The  comprehensive  legislation  also  includes  proposals  tc  address  the 
potential  problem  the  loss  of  hundreds  ot  thousands  of  units  of  affordable 
rental  housing  for  low-inccae  elderly  and  handicapped  persons  as  a  result  of 
the  the  expiration  oi  20-year  Section  8  rent  subsidy  contrccts.  The  current 
.\.iministration  has  s^-atsd  that  it  does  not  intend  to  renew  thece  contracts, 
n'>r  is  it  Ukcsly  itiat  any  incoming  administration  will  be  ablo  to  obtain 
liuffici^nt  £«..;diDg  to  ren*^  thece  contracts  in  their  current  forr*. 
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The  proposals  would  persit  to  extension  of  subsidy  contracts  on  a  less 
coatly  basis  chan  the  current  Section  8  contracts.  A  differing  approach  is 
proposed  for  the  older  Section  202  and  Section  236  projects  than  for  the 
newer,  post-1974.  Section  202  project,  due  to  their  very  different  financing 
and  subsidy  arrangements  with  BUD. 

For  the  newer  Section  202  project  contracts,  which  pose  the  lOSt  serious 
long-teri  financing  problei,  the  proposal  would  require  a  debt  and  subsidy 
restructuring  siiilar  to  that  proposed  in  Part  VI  for  new  Section  202 
projects.  This  would  involve  the  forgiveness  of  outstanding  lortgsge  debt 
over  a  twenty-year  period  following  the  expiration  of  the  20-year  contracts, 
together  with  rent  deficit  payments  based  on  greatly  reduced  project  operating 
budgets.  The  result,  like  that  under  the  revised  Section  202  prograi,  is  that 
debt  can  be  forgiven  and  adequate  operating  deficit  assistance  provided  for 
substantially  less  cost  than  continuing  current  Section  8  subsidy  contracts. 


VI.    COST  ESTIMATES  N 

The  proposed  reforas  in  the  Section  202  program  would  provide  sufficient 
savings  in  annual  budget  authority  to  offset  luch  of  the  cost  of  the  combined 
proposals  in  the  coaprehensive  legislation.  The  major  cost  savings  in  the 
proposal  would  come  from  replacing  Section  8  payments  under  the  program  with 
greatly  reduced  rent  def.^it  assistance.  As  noted  above,  this  could  reduce 
annual  long-term  Section  8  costs  under  the  program  by  as  much  as  $1.3 
billion.  Even  if  the  Treasury  were  to  absorb  the  entire  cost  of  providing 
deferred-payment  loans  under  the  program  as  a  direct  expenditure,  potential 
savings  undet  the  program  could  still  amount  to  b<%tween  $700  million  and  $800 
million  each  year. 

The  cost  of  the  new  housing  development  initiatives  included  in  the 
comprehensive  legislation  would  involve  principally  expenditures  for  rental 
housing  vouchers  and  CHSP  assistance,  together  with  the  relatively  limited 
costs  o*  providing  federal  mortgage  insurance  and  program  administration. 
Rental  vouchers  assigned  to  projects  constructed  or  reno^'ated  under  the 
initiatives  would  require  approximately  $41  million  in  budyet  authority  to 
fund  five-year  contracts  in  the  initial  year  of  the  initiatives.  Subsequent 
year  funding  of  vouchers  under  the  three-year  demonstration  prograis  would 
require  and  additional  $39  million. 

As  summarized  *  in  Part  III,  expenditures  for  the  CHSP  program,  including 
assistance  to  lenew  current  contracts,  to  provide  expanded  assistance  and  to 
funa  assistance  under  the  proposed  initiatives,  would  amount  to  $64  million 
for  the  first  year  of  the  program  and  $178  million  over  three  years.  This 
figure,  added  to  the  S80  million  in  rental  vouchers  assistance  for  the 
proposed  initiatives,  would  provide  a  total  cost  in  new  budget  authority  of 
S258  million.  This  figure  could  easily  be  accommodated  within  in  first  year 
savings  in  long-tern  expenditures  under  a  reformed  Section  202  program. 
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A  iijor  iDcrtitt  in  exptnditurct  in  the  proposed  leaitlation  vould  be  the 
cost  of  doubling  the  size  of  the  current  rentil  voucher  progrtn.  This  vould 
inTolT*  ipproxiittely  $1  billion  in  new  budget  luthority  to  fund  50,000 
idditionil  fite-year  Toucher  contrictt.  The  portion  of  this  cost  attributed 
to  the  proposed  40  percent  tet-atide  for  attittance  to  elderly  households 
vould  be  approxiiately  $400  illlion  a  year.  Once  again,  hovever,  the  cost  of 
providing  20,000  nev  rental  vouchers  for  the  elderly,  together  vith  the  cost 
of  the  new  progro  initiatives,  an  expanded  CHSP  prograi  and  other  costs 
associated  with  the  proposed  lortgage  insurance  initiatives  and  overall 
prograi  ad«inistration,  could  be  accouodated  in  a  single-year  savings  fros 
changes  proposed  in  the  Section  202  prograi. 

The  potential  costs  associated  with  proposals  to  oxtend  rent  subsidy 
assistance  under  current  Section  8  contracts  is  far  lore  difficult  to  assess, 
principally  due  to  the  lack  of  adequate  data  on  the  nuaber  of  projects 
potentially  affected,  the  coBbine«*  aiount  c1  annual  Section  8  payaents  to  such 
projects  and  their  estiiated  outstanding  lortgage  balances*  Vhile  the  cost  of 
these  proposals  would  be  substantial,  even  a  broad  estimate  would  be  difficult 
without  lore  coiprehensive  data  froi  HUD. 
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PKOPOSALS  rOX  COKPKEHEXSlVg  LEGISLATION  TO  KETORK  AW)  EXPAW)  rgPERAL 
HOUSIKC  ASSISTAKCE  PKQCRAMS  FOR  QLDEK  AKEMCAMS 


PART  I.  COKCRECATE  HOUSIKC  DEVXLOPHEICT  IKITIATIVES 

A.  FEDERAL/STATE  COKCRECATE  HOUSIKC  DEKOKSTRATIOK 

B.  LOCAL  -ADAPTIVE  REUSE"  HOUSIKC  DIHOKSTjUTIOK 

PART  II.  RUUL  ELDERLY  HOUSIKC  REHABILITATIOK  DEKOKSTRATIOH 

PART  III.  REAUTBORIZATIOK  AHD  EXPAKSIOK  OF  THE  COKCRECATE 


PART  IV.  FEDERAL  KORTCACE  IKSURAKCb*  IKITImTIVES 

A.  HOME  EQUin  COKVERSIOK  KORTCACE  IKSURAI7CE  PROCRAN 

B.  HUTUAL  BENEFIT  KORTCACE  DEKOKSTRATIOK  PROCRAK 

PART  V.  REKTAL  HOUSIKC  VOUCHER  PROGRAM  CHANGES 

PART  VI.  REFORM  OF  THE  SECTIOK  202  HOUSIKC  PROGRAM 

PART  Vli,  EXPIRIKC  SEC  8  CONTRACTS  IK  OLDH  FACILITIES 

PART  VI2I.  MISCELLANEOUS  ELDERLY  HOUSIKC  PROGRAM  AMENDMENTS 

PART  IX.  ADMIKISTRATIOK  OF  HUD  ELDERLY  HOUSIKC  POLICY 


fiOUSTKC  SERVICES  PROGRAM 
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PART  r,    COHCRgCXTE  HOUSlHC  IHITIXTIVES 


FEDERXL/STXTE  COHCRECXTE  HOUSIHC  DEKOHSTRXTIOH  PROCRAX 


I.  PURPOSE 

Th«  propofil  would  provide  iffittxoce  for  tbt  dtTtlopieot  lod  optritioo  of 
sp«ciiliz«d  con0rt0ttt  bout io0  ficilitiei  dtiiffotd  to  i trvt  i  lar^e  nuaber  of 
lo«*incoB«  tldtrly  ind  diiibltd  iodividuilf  vbo  require  i  coordioited  propria 
of  fupportiTt  ftrvicef  to  iiiDtiio  i  BtxiBua  dtffrte  of  indeptodcsct. 
Xfiiftince  provided  to  eligible  boufio?  fpoofori  would  be  idaioistered  by 
defi9nitcd  stite  igenciei  reipoofible  for  coordioitio?  «ffiftioce  2roa 
federilf  ftitc  md  locil  tourcei  under  broid  ffuidelioei  eitabliibed  by  EUD, 

Tbe  propofftl  iddreftet  ttoe  oead  for  iocreiied  coordioitioo  between  federal 
boufin0»  beiltb  md  public  iffiftioce  progruif  in  aeetioQ  tbe  service  needs  of 
older  persons  in  i  Bioncr  tbit  ivoids  inipproprikte  use  of  current  resources 
and  provides  alternatives  to  unnecessary  and  costly  institutionalization. 
Such  coordination  can  best  be  acbieved  at  tbe  State  level  usinff  tbe  incentivi^^ 
provided  under  tbe  prograa  to  promote  improved  tarvetinff  and  Banaffetent  oi. 
funding  froa  various  federal  prograis. 

facilities  developed  under  tbe  deionstration  prograa  are  intended  to  serve 
larger  concentrations  of  vulnerable  individuals  tban  permitted  under  tbe 
current  CHSP  prograa.  Evaluations  of  CBSP  suggest  tbat  increased  cost 
efficiency  and  tore  adequate  application  of  tbe  congregate  bousing  concept  is 
possible  iQ  projects  witb  larger  nusbers  of  persons  at  risk 
institutionalization.  A  significant  portion  of  tbis  **at  risk**  population  is 
improperly  served  by  federal  assistance.  Tbe  CHSP  evaluations  estimate  tbat 
at  least  13  percent  of  tbe  residents  of  federally  assisted  bousing  lay  be 
potentially  subject  to  institutionalization  witbout  proper  supportive 
services.  Studies  also  indicate  tbat  as  aany  as  35  percent  of  nursing  boae 
residents  do  not  require  the  advanced  level  of  services  tbey  receive. 

Tbe  proposal  is  intended  tc  provide  special  facilities  at  an  interaediate 
level  designed  to  belp  reduce  tbe  cost  of  services  provided  to  tbo  frail 
elderl^f  i&  residential  settings,  eliainate  unnecessary  service  costs  for  tbose 
preaatu7«3«  placed  in  nursing  facilities,  and  perait  aore  appropriate 
allvcati'n  ol  botb  independent  living  and  jnteraediate  care  units. 

II.  PROPOSAL 

A.    federal  Xssistance 

1.  HUD  would  be  tutborized  to  negotiate  agreeaents  witb  State  bousing 
agencies,  bousing  finance  agencies,  or  otber  public  agencies 
designated    for   tbis   purpose,    to  provide   assistance    to  public 
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agtDcitg  ud  priritt,  non-profit  corporitioni  to  ficilitite  the 
dtTtlopitnt  tnd  oremtion  of  not  lesi  thtn  30  ipecitliftd 
congrtgitt  housing  ficilitxt«  to  itnigt  low-incoie,  ■obility- 
i«piirtd  individuili  to  rtunin  in  temi-indepindent  reiidentiil 
irrangMtAts. 

f"'  iniurtnct  for  th«  projects  under  the 

Sec.  321(d)(3)  progrtB  using  guidelines  currently  ippliceble  to 
the  deyelopaent  of  Retireaent  service  Center  projects  [current 
underwriting  guidelines  for  the  Retireient  service  Center  Pirograi 
would  hive  to  be  rewiied  to  reflect  the  100%  project  f inincing 
under  Section  221(d)(3),  reduced  tscrow  end  reserve  require.ents 
due  to  couitient  of  HUD  and  state  subsidies,  revised  low-incoae 
occupancy  requirements  and  increased  flexibility  in  providing 
health-related  service  space].  ^         ¥  v 

Additional  couitients  by  HUD  under  such  agreeients 
would  include: 

a.  Rental  housing  vouchers  for  units  occupied  by  persons  with 
incomes  below  50  porcent  of  area  aedias  incoie,  up  to  a 
laxiiUB  of  60  percent  of  total  units  in  a  ficility. 

b.  CHSP  assistance  applicable  to  approved  costs  for  services 
provided  to  qualified  residents,  (see  CHSP  proposals.  Part 
¥111/ . 


c. 


Reiiburseient  of  a  portion  (not  exceeding  69  percent)  of  the 
ad«inistrative  costs  incurred  by  the  designated  state  agency 
in  developing  and  administering  the  progras. 

B.    state  Aorgeaggti 

1.  rinancing  for  projects  assisted  under  the  de:ion8tration  prograa 
would  be  provided  by  State  housing  finance  agencies  with  tax- 
exeipt  bonds  authorized  ur.ier  sec.  103(a)  of  the  irs  Code. 

2.  Additional  couitients  by  states  under  agreeients  with  the 
Secretary  lay  include: 

a.  Coiiitient  of  funds  to  assist  project  developient  in  a  iinner 
that  will  reduce  developsent  and  long-ten  financing  costs 
(e.g.,  mortgage  subsidies,  land  acquisition,  site  development, 
planning  grants,  etc.). 

b.  Coifflitaent  by  the  State  housing  agency  of  funds  to  provide 
rental  subsidies  for  lower-incoie  residents  not  receiving  or 
not  qualified  to  receive  federal  housing  vouchers,  in  an 
amount  and  for  a  term  determined  by  the  Secretary. 
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c.  IffraauDt  by  tba  Stat«)  DepsrtUDt  od  Aging  to  providi  ritideot 
assassuDt  and  casa  Banagtaant  tarvicatf  tervica  plan 
davalopMBt  attittanca  tsd  local  farvicat  coordination  for  a 
facility  through  staff  of  tha  appropriata  araa  agancy  office, 
at  well  as  cooaitiant  to  provida  a  prior.Uy  for  rasidents  of 
an  assisted  facility  in  allocating  availabla  assistance  for 
■aals  and  services  undar  Titla  III  of  tha  Older  Americans 
Act.  Such  sarvices  would  ba  incorporated  in  State  long-term 
care  plt»<  aitli^r  in  place  or  undar  developunt  at  the  tise  of 
application  for  assistance. 

d.  Couitiant  of  funding  by  the  State  Medicaid  agency,  either 
under  regular  HCFA  guidelines  or  a  couunity  service 
"waiver^prograa,  to  provide  personal  care,  visiting  nurse  and 
other  appropriate  services  to  qualified  Kedicaid-eligible 
residents. 

e.  Agreement  by  the  State  welfare  agency  to  coordina'^e  available 
assistance  under  federal,  state  and  local  prograss  on  behalf 
of  eligible  clients  residing  in  a  project. 

C.    Eligi^Ie  Projects 

1. '   Projects   eligible    for   Federal  assistance  under  the  program  would 

provide  rental  housing  for  incoae-eligible  elderly  and  handicapped 
persons  who  require  a  coordinated  program  of  supportive  services 
within  a  semi-independent  residential  environment. 

2.  Proposed  projects  and  individual  units  would  have  to  conform  with 
standards  of  design,  fixtures  and  amenities  for  elderly  housing 
construction  required  in  regulation  for  the  HUD  Section  202 
program,  except  that  project  sponsors  may  choose  not  to  provide 
kitchen  facilities  in  individual  units  where  approved  by  the 
Secretary. 

3.  Project  construction  would  be  undertaken  in  an  economical  manner 
and  would  not  employ  elaborate  or  extravagant  design  or  materials. 

4.  Eligible  projects  must  provide  a  program  of  services  to  residents, 
provided  either  by  staff  of  the  f&cility  or  under  contract,  which 
is  appropriate  to  meet  the  needs  of  potential  residents  of  the 
project. 

a.  Service  programs  would  include  meals  (at  least  one  prepared 
meal  eacb  day),  nutrition  assisn^nce,  transportation, 
recreation  housekeeping  and,  as  needed,  personal  care  and 
health-related  services  provided  on  a  visiting  basis. 

b.  Services  would  be  provided  at  cost  to  residents,  or  at  below 
cost  where  public  or  charitable  assistance  is  made  available. 

c.  Service  programs  would  incorporate  case  management  services 
provided  either  by  staff  of  a  project  or  by  local  public 
agencies. 
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riigiblt  Project  Spoptora 

1.  Eligible  sponiors  of  conoreoate  housing  facilitie.i  under  the 
program  would  be  pvblic  agencies  and  private  non-prcfit  housing 
corporations  with  erperience  in  providing  housing  for  exierlv  und 
handicapped  persons  ud  in  providing  services  in  residential 
settings. 


2.  Eligible  sponsors  should  .l,o  have  successful  records  of 
coordinating  public,  private  and  charitable  funding  to  leet  the 
cost  of  housing  developient  and  service  delivery. 

Resident  Eligibility  and  Admissiona 

1.  Eligible  residents  would  be  well,  low-incoie  persons  over  age  62 
with  Multiple  functional  disabilities  that  inhibit  performance  of 
^!"«  ^'"y  handicapped  persons  under 
age  62  with  physical  disabilities  that  inhibit  daily  activities. 

2.  Dsteninations  of  eligibility  would  be  ude  using  the  saee 
assessient  procedures  and  eligibility  criteria  provided  in  the 
CHSP  program. 

3.  Priority  in  selecting  from  among  eligible  applicants  would  be 
provided  to  persons: 

a.  Seeking   deinstitutionalization   from   nursing  or  personal  car'* 
facilities; 

b.  At  high  risk  of  institutionalization  and  residing  in  federally- 
assisted  or  state-assisted  residential  projects; 

c.  Living     ilone   with   little  formal   or   informal   sources  of 
assistance  or  support. 

4.  A  minimum  of  40  percent  of  available  units  in  a  facility  would  be 
available  for  persons  with  incomes  below  50  percent  of  area  median 
income  (incentive  for  admission  of  additional  very  low  income 
p«rsons  would  be  provided  in  HUD's  commitment  to  provide  housing 
vouchers  on  behalf  of  such  residents  for  up  to  60  percent  of  total 
units  in  a  project) . 

5.  A  laximum  of  20  percent  of  the  units  in  a  project  would  be 
available  for  use  by  qualified  persons  with  incomes  between  80 
percent  and  110  percent  of  area  median  income,  who  would  pay 
marJcat  rate  rents  established  for  the  area  by  HUD. 
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r.  ProJtct  Stltction 

1.  Tht  HUD  Secrttary  shall  salact  froa  taong  CQspeting  state 
applicants  according  to  priorities  established  in  regulating 
relating  to  the  nature  of  the  projects  proposed,  the  adequacy  of 
proposed  progrtAt  of  services,  and  the  aaoujit  and  type  of 
assistance  coaaitted  by  State  agencies. 

2.  In  allocating  assistance  under  the  prograa  the  Secretary  would 
seek  to  achieve  adequate  regional  distribution  of  projects  while 
permitting  individual  state*  to  develop  sufficient  projects  to 
allow  efficient  allocation  and  coordination  of  resources. 

G.   Report  to  Congress 

1.  BUD  would  be  required  to  sake  periodic  reports  to  Congress 
regarding  persons  served  in  projects  developed  with  assistance 
under  the  prograa,  together  wxth  estimates  of  the  cost  of 
providing  needed  services  ta  such  persons  and  the  comparable  costs 
of  providing  such  services  in  other  residential  facilities  and  in 
intermediate  care  facilities. 

2.  For  the  purpose  of  such  reports,  HUD  would  identify  individuals  in 
federally-assisted  elderly  housing  projects  and  intermediate  care 
facilities  in  the  area  of  a  project  who  have  corresponding 
functional  disabilities  to  residents  of  the  project  to  serve  as 
control  groups  for  determining  cost  differences  in  providing 
services  to  such  persons  in  the  various  residential  and  service 
settings. 

III.    PROGRAM  SI2B  AWD  TOmL  COSTS 

The  program  would  assist  a  minimum  of  20  advanced  congregate  housing 
projects  sponsored  by  local  public  agencies  and  n.m-prof^t  corporations.  Tb^ 
total  number  of  units  assisted  by  the  program  would  range  between  2600  and 
3600,  depending  upon  the  sixe  of  proposed  projects. 

Costs  to  the  federal  gowcnment  during  the  initial  stages  of  the 
deaonstration  program  would  involved  principally  the  commitment  of  funding  for 
an  estimated  l?^3-2000  rental  housing  vouchers,  under  five<-year,  renewable 
contracts;  approximately  1000  commitments  of  assistance  under  the  CHSF  program 
<as  revised  in  proposals  in  Part  III);  and  the  administrative  costs  associated 
with  the  provision  of  federal  mortgage  insurance,  reimbursement  of  State 
agency  costs  and  general  program  oversight  and  evaluation. 
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PART  I.     CONGREGATE  HOUSING  INITIATIVES 
LOCAL  "ADAPTIVE  REUSE"  HOUSING  DEHONSTRATION  PROGRAH 


I.  PURPOSE 

The  proposal  would  authorize  HUD  to  provide  assistance  available 
in  existing  nortgage  insurance,  rental  housing  voucher  and  CHSP  programs 
(as  revised  by  these  proposals)  to  encourage  and  assist  local  initia- 
tives to  rehabilitate  abandoned,  surplus,  donated  or  historic  properties 
for  the  purpose  of  providing  supportive  residential  facilities  for 
low-  and  Boderate-incoro  elderly  and  handicapped  persons.  Federal 
assistance  would  be  provided,  on  a  coapetitive  basis,  for  projects 
sponsored  by  local  public  agencies  and  non-profit  organizations,  and 
is  intended  to  leverage  coMitaents  of  resources  for  projects  froa 
local  public  and  private  sources.  The  proposal  anticipates  significant 
local  public  involveaent  in  a  project.  such  involvement  aay  involve 
provision  of  grants,  mortgage  financing,  mortgage  subsidies,  rental 
assistance,  planning  and  architectual  assistance,  tax  abatements  or 
supportive  services  to  residents. 

The  proposed  three-year  demonstration  program  is  intended  to 
encourage  innovative  use  of  existing  properties,  while  assisting  in 
providing  facilities  within  a  community  to  accomodate  the  transfer 
of  frail  older  persons  who  either  cannot  reside  at  home  without  signifi- 
can*,  r.r  ojstly  assistance,  or  who  require  some  degree  of  custodial 
supervision.  Eligible  projects  would  include  rental  housing  for  semi- 
Independent  older  adults,  congregate  housing  facilities  and  supportive 
group  homes  or  shared  housing  arrangements.  Projects  assisted  by  the 
program  would  not  only  help  to  improve  established  neighborhoods,  but 
would  permit  long-time  residents  to  remain  in  the  neighborhood  near 
family,  friends  and  familiar  services. 

II.  PROPOSALS 

A.    federal  Assistance 

1.  The  HUD  Secretary  would  be  authorized  to  provide  assistance 

to  qualified  rehabilitation  projects  sponsored  by  public 
agencies  and  non-profit  organizations  intended  to  convert 
non-residential    properties     into    supportive  housing 
arrangements  for  elderly  and  handicapped  persons. 

2.  Assistance  would  be  providca  to  projects  selected  through 
competitive  application  under  procedures  established 
in  regulation  by  the  Secretary. 
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3.    The  Secretary  would  provide  coordinated  assiatance  to 
aelected  projects  under  the  following  prograas: 

a.  nortgage  insurance  for  qualified  rehabilitation  loans 
under  the  Section  221(d)(3)  program. 

b.  Rental  assistance  for  qualified  tenants  under  the  rental 
housing  voucher  program. 

c.  Supplemental  assistance  for  supportive  services  under 

the  Congregate  Housing  Services  Program  (CHSP)  for 
qualified  residents  in  appropriate  facilities. 

d.  Other  asaistance  as  provided  in  appropriations  and 

considered  appropriate  by  the  Secretary. 

,4.    Hortgages  insured  under  the  program  would  have  to  be  secured 
by  the  property  to  be  rehabilitated,  have  a  principal 
obligation  not  exceed  the  sum  of  the  estimated  cost  of 
rehabilitation  and  the  estimated  value  of  the  property 
before  rennovation,  and  meet  other  appropriate  requirements 
set  forth  in  Sec.  221  of  the  National  Housing  Act. 

5.  Projects  and  residents  eligible  to  receive  assistanc<w  under 
the  housing  voucher  and  CHSP  programs  must  meet  appropriate 
requirements  established  in  regulations  for  each  program. 

Eligible  Projecta 

1.  Projects  eligible  for  asaistance  under  the  program  include 

a  variety  of  residential  arrangementa  for  persona  requiring 
some  degree  of  assistance  with  the  performance  of  major 
activities  of  daily  living.    Such  projects  would  include: 

a.  tlulti-unit  rental  housing  with  services  available 

to  residents  requiring  some  assistance  with  daily 
activities. 

b.  Congregate  living  facilities  with  service  programs 

capable  of  firoviding  a  variety  of  aervices  to  most 
reaidenta  of  the  facility. 

c.  Group  homeft  or  shared  housing  arrangements  with  services 

provided  by  one  or  more  full  or  part-time  staff  and 
by  outside  service  providers. 

2.  Eligible  projects  must  have  at  least  five  separate  residential 
units  after  rehabilitation. 

3.  Both  the  project  and  individual  units  must  conform  with 

standards  of  deaign,  fixtures  and  amenities  for  elderly 
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housing  required  in  regulation  by  the  Secretary  for  rehabil- 
itation projects  under  the  Sec.  202  prograa. 

4.  Individual  units  within  a  proJe<!t  are  not  required  to  include 
kitchen  facilities  for  swiller  projects  of  shared  housing 
with  central  dining  or  shared  dining  areas.    Larger  projects 
should  include  liaited  kitchen  space,  even  where  shared 

or  congregate  dining  space  and  services  are  provided. 

5.  No  Bore  than  15  percent  of  the  total  -nace  in  a  project 
say  be  used  for  shared  or  coMMon  space  for  residents. 
In  larger  projects  the  Secretary  may  approve  additional 
coMon  space  for  use  in  providing  facilities  to  provide 
services  to  residents  and  to  persons  in  the  coaaunity  and 
for  retained  office  space  for  appropriate  public  agencies 
or  service  providers. 

Eligible  Properties 


1.  Properties  eligible  for  assistance  aust  be  suitable  for 

'.•innovation  for  residential  houisng  and,  in  th'j  estiaation 
o£  HUD,  capable  of  aeeting  both  locai  codes  and  federal 
prograa  standards  through  the  proposed  prograa  of  repair 
or  rehabilitation. 

2.  Eligible  properties  would  include,  but  not  be  liaited  to, 

structure*"  nr5.'ic;>siv  used,  in  whole  or  in  part,  for: 

a.  Public  buildings  and  Schools 

b.  Hotels,  Rooaing  Houses,  Doraitories 

c.  Coaaercial  and  office  buildings 

d.  Hosp;tals  and  aedical  facilities 

e.  Factories,  warehouses  and  terainals 

f.  Churches  and  church-related  properties 

g.  Large  private  dwellings 

3.  Eligible  projects  aust  occupy  all  of  the  property  to  be 
rennovated  or,  in  the  case  of  larger  properties  (i.e  , 
factories,  warehouses,  etc.),  aust  occupy  a  separately 
defined  portion  of  a  larger  rehabilitation  project. 

4.  Local  agencies  and  non-profit  aponsors  aay  obtain  assistance 

in  rennovating  aore  than  one  property  as  part  of  a  prograa 
to  provide  group  residences  or  shared  housing  at  several 
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locations  in  a  coaaunity.    Bach  property   ould  have  to 
a«et .standards  required  by  the  Secretary  'or  rehabilitation 
and  all  relevant  prograa  requirenents. 

5.    Projects  »ay  involve  properties  included  on  a  national* 

state  and  local  re9ister  of  historic  building  or  properties 
and  sust  conform  to  rehabilitation  requirements  and  standards 
established  by  the  Department  of  the  Interior  and  local 
historic  preservation  agencies. 


6.    Properties  assisted  under  the  program  aust  be  owned  by  the 
sponsoring  organization  or  controlled  by  the  sponsor  through 
long-tent  lease  or  other  arrangeaents  with  a  public  or 
private  entity. 

a.  Properties  aay  be  acquired  by  the  sponsor  for  purpose 
of  rennovation  either  by  purchase*  private  donation 
or  transfer  by  a  public  agency  (e.g.,  abandoned 

or  condemned  propei ties*  properties  on  local  tax  roles* 
properties  acquired  by  eminent  doaain*  etc.). 

b.  Project  sponsors  uay  acquire  control  of  a  property 
or  a  separate  portion  of  a  larger  property  through 
long-tera  lease  or  use  contracts  with  public  agencies 
or  private  organizations.    The-  tera  of  any  such  lease* 
contract  or  agreeaent  would  not  be  less  than  20  years. 

c.  Eligible  propertf.'is  Woul^  also  include  properties  owned 
by  a  public  agency  but  aade  available  for  the  project 
under  a  long-tera  manageaent  agreement  with  the  sponsoring 
agencies  or  non-profit  or9anization. 

Role  of  Local  Governments 

1.  Local  governemnts*  through  designated  agencies*  would  be 
eligible  to  participate  in  projects  assisted  under  the 
program  as: 

a.  Project  sponsors. 

b.  Co->sponsors  with  non-profit  organizations 

c.  Owners  of  property  used  in  a  project  either  through 

long-term  lease*  management  agreement  or  other  arrangement 
with  project  sponsors. 

2.  Government  agencies  would  also  be  encouraged  to  assist  projects 

through  a  variety  of  forms  of  assistance*  including: 

a.    Donation  or  transfe'"  of  property. 
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b.  Financing  of  sortgages  or  rehabilitation  loans  with 

tax-exeapt  bonds  or  other  funding. 

c.  Direct  grants  or  low- interest  or  deferred  payaent  loans 

to  assist  in  project  planning  or  rehabilitation  coats 
(using  federal  CDBO*  rental  rehabilitaton  grant  funds 
or  other  federal »  state  or  local  prograa  funds). 

d.  Mortgage  reduction  payaents. 

e.  Technical  assistance. 

-f.    Regulatory  relief*  include  tax  abateaent*  lifting  of 

zoning  restrictions  on  property  u&e  and  density,  "incentive" 
arrangeaents  in  zoning  rulings  encouraging  private 
developers  to  aake  property  available  for  ]!ow-incoae 
housing,  or  to  provide  funds  or  assistance  to  projects 
providing  low-incoae  housing. 

g.  Rental  subsidies  to  residenta 

h.  nanageaent  of  local  'agency  assistance  to  coordinate 

services  to  resident  s  of  a  project  and  to  provide 
case  aanageaent  services. 

i.  Coonitaents  to  fund  services  to  residents  in  a  project. 

3.    Local  agencies,  as  project  sponsors,  co-sponsors  or  ownars 
of  properties  to  be  rennovated>  aay  r-itr^n  T>crhion  of  larger 
projects  for  purposes  of  proviaing: 

a.  Coaaunity  facilities  serving  elderly  persons  in  the 

project  and  in  the  broader  coaaunity  (e.g.,  senior 
centers,  nutrition  sites,  etc.). 

b.  Office  space  for  agencies  or  prograas  serving  elderly 

persons  (e.g.,  office  on  aging,  etc.). 


E.    Eligible  Residents 


1.  Eligible  residents  aust  be  age  62  or  older,  or  be  physically 
handicapped. 

2.  Eligible  residents  aust  hLve  incoaes  below  110  percent  of 

the  aedian  incoae  for  the  area  in  whCch  a  project  is  located. 

3.  A  ainiaua  of  50  percent  of  units  aade  available  in  a  project 
aust  be  occupied  by  persons  with  incoaes  below  50  percent 
of  area  aedian  incoae. 
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4.  Not  More  than  20  percent  of  the  total  unita  in  •  project 
My  be  occupied  by  perions  with  inco»et  between  80  percent 
and  110  percent  of  area  Median  income. 

5.  Resident!  eligible  for  rental  atti stance  undj»r  ttu^houtino 

voucher  progroM  aust  have  inco«es  not  exceeding  50  percent 

of  arei  Mdlan  incoM. 

6.  Eligiblity  for  CHSP  aiiiiitance  would  be  limited  to  incoae- 
qualified  residents  of  appropriate  projects  who  are  determined 
to  have  Multiple  functional  disabilities  under  procedures 
established  in  regulation  for  the  CHSP  prograM, 


F.  Service  ReguireMenta 

1.  Eligible  projects  Must  provide  a  package  of  services  to 

residmtfl^  provided  either  by  staff  of  the  facility  or  through 
contract,  which  is  appropriate  to  Meet  the  needs  of  potential 
residents  of  the  project. 

2.  Service  packages  wou  ^  include  Meals  and  nutrition  asaintance* 

transportation,  recreation  und  housekeeping  assistance 
and.  as  needed,  personal  care  and  health -related  services 
provided  on  a  visiting  basis. 

3.  Services  MUst  be  provided  at  coat  to  residents,  or  below 

cost  where  public  or  charitable  assistsnce  is  ^fvJdrd. 

4.  Service  prograsa  would  incorporate  case  sanageMent  services 

provided  either  by  staff  of  a  facility  or  by  local  public 
agencies. 

5.  Additional  coMrtercial-style  services  (e.g..  laundry,  beauty/ 

barber  shops,  convenience  shops,  etc.)  may  also  be  incorpor- 
ated within  a  project  as  appropriate. 

G,  Project  Selection 

1.    In  aolecting  froM  among  coMpeting  applications  for  assistance 
the  Secretary  would  take  into  consideration,  sMong  other 
things: 

a.  AssessMents  of  need  for  supportive  housing  arrangeMents 
among  elderly  persons  residing  in  areas  where  projects 
are  to  be  located. 

b.  Experience  of  project  sponsors  in  providing  housing 
and  housing-related  services  to  elderly  persons. 
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c.  The  decree  to  wh«ch  project*  assist  low- Income  P«r>^.is. 

particularly  persons  with  very  low  incomes. 

d.  Innovative  use  of  existing  properties  and  original 
Materials. 

e.  The  degree  co  which  rennovation  is  achieved  at  the 

lowest  possible  c«.st  per  unit. 

f.  The  degree  of  participation  and  support  for  the  project 
provided  by  local  governments. 

g.  The  adequacy  of  proposed  service  plans  and  service 
coaaitsents  by  the  sponsors  and  other  providers. 

h.  The  aaount  of  non-federal  sssistsnce  provided  from 

state,  local  and  charitable  sources  of  assistance. 

i.  Coaaitaents  to  continue  service  to  low-incoae  residents 

beyond  the  ainiaal  requireaents  of  the  program. 

2.    The  Secretary  would  atteaptr  to  the  extent  possible,  to 
provide  the  broadest  possible  distribution  of  assistance 
aaong  type  of  projects  and  among  geographic  regions. 


H.    Additional  Reguireaents 


1,  Projects  assisted  under  the  progrtJi  would  continue  to  serve 

low-  and  aoderate-incoae  elderly  and  handicapped  persons 
for  not  less  than  15  years  (or  for  a  longer  period  as  may 
be  required  to  qualify  for  assistance  under  state  or  local 
prograas) . 

2.  Resident  participation  In  the  operation  of  projects  assisted 
under  the  prograa  would  be  encouraged  through  creation 

of  resident  councils  and  by  other  actions. 


III.     PROGRAfi  SIZE  AND  COST 

The  Secretary  would  be  required  to  assist  approximately  40  projects 
each  year  under  the  prograa.  and  not  less  than  100  projects  over  the 
three-year  deaonstration. 

While  anticipated  projects  uil)  vary  widely  in  size,  the  average 
size  of  projects  assisted  by  the  prograa  is  likely  to  be  between  35  snd 
45  units  per  project.    Between  £0  percent  and  60  percent  of  the  units 
aade  available  in  rennovated  projects  are  likely  to  be  occupied  by  persons 
eligible  to  recieve  assistance  under  the  rental  voucher  program,  since 
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thlc  1«  the  principal  Incentive  offered  by  the  pro9ru  to  encourage  local 
financial  participation. 

Tha  proportion  of  realdenta  potentially  qualified  for  CHSP  aaalatance 
would  be  auch  lower*  but  would  depend  upon  the  delivery  option  aelected 
for  tha  CHSP  prograa.    Aaalatance  provided  in  th<d  fora  of  a  voucher  would 
hava  wider  application  avong  varloua  real dent la 1  arrangeaenta  and  would 
produce  greatwr  demand  than  the  alternative  deficit  pay»«nt  approach 
that  would  apply  principally  to  congregate  faclUtlea. 

Coat  a  to  tha  federal  govemment  during  the  initial  atagea  of  the 
deaonatretion  program  would  thua  Involve  principal)    th^  coaaltaent  of 
between  800  and  900  rental  vouchera  per  year,  betwaen  300  and  500  unit 
cowiltMnta  for  CHSP  aaalatance  and  the  alnlaal  adalnlatratlve  coata 
asaoclated  with  the  provlalon  of  conaltaenta  of  federel  Mortgage  Inaurance 
and  general  prograa  overalght. 
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PART  II.     RURAL  ELDERLY  HOUSING  REHABILITATION  DEI10NSTRATI0N  PROGRAfl 


I.  PURPOSE 


To  provida  assistance  under  existing  progrsMS  sdiiinistered  by  the 
Fsr»ers  Ho»e  ftdainistrstion  (FitHA)  snd  the  Depcrtwent  of  tx>usin«  snd 
Urban  Development  (HUD)  to  encoursge  the  rennovstion  of  existing 
structures  in  rursl  cosnunitiss  to  provide  supportive  housing  facilities 
for  elderly  and  handicapped  persons.  The  proposal  creates  s  thrae-yssr 
demonstration  program  under  FaHA*s  Rural  Housing  Preservation  Grant 
program  to  provide  flexible  matching  grants  to  rural  govsmments  to 
be  used  to  help  reduce  the  cost  of  rshabilitating  eligible  proper tiea 
to  provide  rental  housing  that  Is  affordable  for  lover  income  perso:ta. 
Eligible  projects  under  the  program  would  include  a  variety  of  supportive 
housing  arrangements  sponsored  by  local  public  agencies  and  nonprofit 
orgsnixations,  including  rental  projects,  congregsta  housing  facilities 
and  smaller  group  homes  and  chared  housing  arrangements.  Additional 
assistance  would  be  available  to  qualified  residents  in  projects  assisted 
by  the  program  under  HUD* a  rental  housing  voucher  and  Congregate  Housing 
Services  Program  (CHSP), 

The  demonstration  program  is  intended  to  revive  the  original  intent 
of  FmHA*a  rural  housing  preservation  program  of  promoting  a  competitive 
grant  program  designed  to  encourage  innovative  rehabilitation  of  rural 
properties  for  low-income  housing  at  the  lowest  possible  cost  and  with 
the  grestsst  possible  degree  of  locsl  financial  participation.  The 
propossl  would  rsvise  the  current  program  to  give  greater  attention 
to  rennovation  of  surplus  tvon^residential  properties*  including  schoola« 
commercial  buildings  and  medical  facilitiea,  to  provide  specialised 
rental  facilitiea  for  the  elderly  and  handicapped.  It  would  alao 
encourage  project  aponsors  to  provide  a  coordinated  plan  of  aervicea 
for  reaidcnta  and  require  extended  coMitments  to  maintain  projects 
as  rents 1  housing  for  lower  income  persons. 

The  program  would  aasist  approximately  65  projecta  during  the 
demonstration  period  ulthr  funds  set*sside  for  allocation  by  FmHA'a 
national  office.  Priority  would  be  given  to  propoaed  projecta  that 
provide  th<d  greateat  benefit  to  low- income  peraons*  particularly  peraona 
with  very  low  incomes,  that  leverage  the  greateat  amount  of  nrn«-federal 
aaaiataqnce  end  which  achieve  neceaaary  rehabilitation  />t  the  loweat 
poasible  coat. 
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ZI.  PROPQgAL 


1.  Section  533  of  the  Houain?  Act  of  1949  would  be  anonded 
to  authorise  the  Secretary  of  Agriculture  (hereafter  "the 
Secretary")  to  aet  aaide  funding  under  the  Rural  Houaing 
Preaarvatlon  Grant  Prograa  to  conduct  a  three-year  deaon- 
atration*  in  cooperation  with  HUD,  to  encourage  the  r«nnovation 
of  axiating  atructuraa  in  rural  cominitiea  to  provide 
•up^rtiva  houatng  arrangettenta  for  elderly  and  handicapped 
peraona. 

2.  Not  laaa  than  15  percent  of  funding  appropriated  for  the 
Rural  Houaing  Prejarvation  Grant  progra»  for  each  of  three 
consecutive  fiacal  yaara  would  be  v^t-aaide  for  allocation 
by  th?  Secretary  under  the  deaonstration  prograa. 

a.  Aaaiatance  would  be  provided  to  not  leaa  than  20  projects 
in  any  fiacal  year,  and  not  leaa  than  65  projecta  during 
the  deaonatration  program. 

b.  Assistance  would   be  made  svailablo   by   the  Secretary 
to  projects  selected  through  s  netional  coapetition 
under  spplicstlon  and  selection  procedures  established 

in  regulstioD. 

c.  Funding  reserved  for  the  deaonstration  prograa  would 

be  exespted  fro«  the  regional  sllocition  forvu^la  provided 
in  section  533(c)(1)  and  would  reaain  availsble  until 
exp«ndad  for  purposes  of  the  deaonstrstion  prograa. 
(subssction  (c)(1)  would  permit  unused  fun^s  for  the 
grant  prograa  to  be  shifted  to  the  Sec.  50/  ^om  repair 
program. ] 

3.  Asoistanca  provided  under  the  deaonstrstion  »«ould  be  a«de 
svsi labia  in  the  form  of  grants  to  units  of  locsl  government 
(cvunty,  town,  village  or  coabinatlons  thereof)  for  use  In 
providing  fiD&Aclsl  asaistsnce  to  qi^lified  housing  renovation 
or  rehabilitation  projects  sponsored  by  local  public  agencies 
or  private  non«profit  corporations  (or  co-sponsored  by  a 
loc^l  public  agency  and  a  non-profit  corporation). 

4.  Assistsnca  provided  by  grant  recipients  to  cjuslified  projects 
would  be  designed  to  reduce  the  cost  of  renno^stion  to  provi^'e 
rental  unite  that  are  affordable  to  low-  and  moderato-incoae 
p«raons»  and  may  include i 

a.    Direct  grants 
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b.  Low- interest  loans 

c.  Interest  reduction  payments   

d.  Other  coaparable  financial  assistance. 

5.    Projects  selected  by  the  Secretary  to  receive  grants  under 
the  deaonstrstion  pro9raB  would  be  eligible  for  additional 
assistance  with  funding  set-aside  under  HUD's  rental  housing 
voucher  prograa  and  Congregate  Housing  Services  Prograii 
(CHSP),  subject  to  the  following  conditions: 

a.  Assistance  made  available  under  the  rental  voucher  program 
would  be  allocated  only  for  units  occupied  by  persons 
with  very  low  incoMs  (below  50  percent  of  area  aedian 
incoae)  and  only  in  projects  where  the  PaHA  Secretary 
deteraines  that  assistance  provided  to  the  project  is 
insufficient  to  reduce  rents  to  a  level  that  is  affordable 
to  tenants  with  very  low  incoaes. 

b.  CHSP  aasistance  would  be  available  to  participating 
projects  on  behalf  of  qualified  residents  only  where 

a  projects  aeets  all  appropriate  ra<iuireaents  established 
in  regulation  for  th^  CHSP  prograa. 

1)  .    Qualified  residents  would  be  incoae  eligible  persons 

who  are  deterained  to  have  aultiple  functional 
disabilities  under  assessaent  procedures  set  forth 
in  regulation  for  the  CHSP  prograa. 

2)  .  Aasistance  aade  aqvsilable  to  qualified  residents 

in  projects  assisted  under  the  deaonstrstion  would 
be  liaited  to  residents  occupying  not  aore  than 
30  percent  of  the  total  units  aade  available  in 
a  project. 

c.  Aasistance  available  under  both  prograas  would  be  provided* 
under  contract  with  HUD.  for  a  period  of  five  years. 

Such  aasistance  would  be  subject  to  renewal  for  up  to 

ten  additional  years,  upon  application  to  the  HUD  Secretary. 


Eligible  Projects 


1.    Eligible  projects  under  the  deaonstration  prograa  would  be 

thotfe  which  propose  to  renovate  existing  properties  to  provide 
a  variety  of  supportive  housing  arrangeaonts«  including 
congregate  housing  facilities*  intended  for  use  by  elderly 
or  handicapped  persons  who  require  soae  degree  of  supervision 
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or  aasistance  with  activities  of  daily  living,  but  are  otherwise 
able  to  care  for  theaselves. 

2.  For  purposes  of  the  demonstration  program,  "supportive** 
housing  arrangements  would  include: 

a.  Congregate  housing  fa'jilities  providing  rental  units 
that  may  or  may  not  hav<v  ki'  ;hen  facilities;  that  provide 
et  least  one  prepared  meal  a  day  in  a  central  dining 
«resr  and  which  offer  a  program  of  services,  either 

on  site  or  through  contract,  to  meet  the  need  for  additional 
services  by  residents. 

b.  Rental  housing  facilities  with  structural  features  and 
limited  services  intended  to  provide  emergency  assistance 
and  basic  support  for  elderly  r**    nandicapped  residents. 

c.  Smaller  group  h<wes  or  shared  housing  arrangements  with 
limited  supportive  aervices  available  through  staff 

in  residence  or  by  outside  service  providers. 

3.  Eligible  projects  must  have  at  leaat  five  separate  residential 
units  after  rennovation  or  rehabilitation  and  may  include 
common  or  shared  space  for  use  by  all  residents. 

4.  Proposed  projects  and  individual  units  must  conform  with 
standards  of  design,  fi:tturea  and  amenities  for  elderly 
housing  required  in  regulation  for  rehabilitation  projects 
under  the  HUD  Section  202  program^  except  where  specific 
exceptions  may  be  granted  by  the  Secretary. 

5.  Projects  assisted  under  the  procrram  must  involve  rennovation 
or  rehabilitation  which  is  undertaken  in  an  econoveical  manner 
and  which  does  not  involve  elaborate  or  idxtravagant  design 
or  materials  (except  that  apecial  fixtures  or  equipment 
required  for  use  by  frail  elderly  or  handicapped  persons 
would  not  be  considered  elaborate  or  extravagant). 

6.  Eligible  projects  must  provide  a  minimal  level  of  services 
for  residents  required  in  regulation  by  the  Secretary  as 
appropriate  for  the  type  of  housing  to  be  developed. 

Eligible  Properties 

1.    For  purposes  of  the  demonstration  program,  properties  eligible 
for  rennovation  or  rehabilitation  with  assistance  under 
the  program  would  include  both  existing  residential  properties 
and  non-residential  proir>rties  capable  of  rennovation  for 
residential  rental  housing  for  elderly  and  handicapped 
P«)rsons. 
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2.  Properties  to  be  assisted  onder  the  prcirMT  «ust  be  suitable 
for  conversion  or  rehabilitation  for  residential  rental 
bousing  and,  in  th*  estimation  of  the  Secretary,  capable 

of  Beetin9  both  local  coc»es  and  federal  prograa  standards 
through  the  proposed  progran  of  rennovation  or  rehabilitation. 

3.  Non-residential  pror»erties  to  be  converted  to  residential 
facilities  aay  include  structures  previously  used,  in  whole 

or  in  part,  aa  public  buildings,  schools,  churches,  couercial 
or  office  buildings,  hotels  or  aotels,  huapitals  or  Medical 
buildings  and  other  'structures  considered  appropriate  for 
the  purposes  of  the  prograa  by  the  Secretary. 

4.  The  Secretary  may  approve  projects  involving  sore  than  one 
property  as  part  of  a  single  application  to  provide  group 
residences  or  shared  housing  at  more  than  one  location  within 
a  couunity  or  jurisdiction.    Each  property  would  have  to 
■eet  eligibility  requireaents  and  rehabilitation  standards 
required  under  the  prograa. 

5.  Projec*:s  may  involve  pronerties  included  on  a  national, 
state  or  local  r^^giater  or  historical  buildings  or  properties 
tind  aust  confom  to  rehabilitation  requi resents  and  standards 
established  by  the  Department  of  the  Interior  and  local 
historic  preaerv.ation  agencies. 

6.  Properties  assisted  under  the  prograa  aust  be  owned  by  the 
^sponsoring  public  agency  or  non-profit  organi2ation  or  controlled 
by  the  sponsor  through  long-tera  lease  or  other  arrangement 

with  a  public  or  private  entity. 

a.  Properties  aay  be  acquired  by  the  sponsor  either  by 
purchase,  private  donation  or  transfer  by  a  public  agency. 

b.  Project  sponsors  aay  acq^iire  long-tera  control  of  a 
property  through  lease  or  use  contracts  with  public 
agencies  and  private  entities.    The  tera  of  any  such 
lease  or  contract  would  not  be  less  than  15  years. 

Proqraa  Reguireaents 

1.    To  be  eligible  for  grant  a&sistance  under  the  deaonsfcration 
prograa  a  unit  of  local  governaent  aust  agree: 

a.    To  provide  financial  or  other  assistance  for  a  proposed 


project*  separate  froa  financial  assistance  provided 
with  grant  funds  received  under  the  prograa,  that  is 
designed  to  rcJuce  the  cost  of  project  rehabilitation 
or  rennovation  in  order  to  further  reduce  unit  rents 
to  levels  that  are  affordable  to  low-  and  aoderate- 
incoae  residents. 
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1)  .  Such  assistance  May  include  dii'ect  financial  assistance 

in  the  for«  of  granta,  low-interest  or  deferred 

payaent  loans,  intereat  s\ibsidiea  or  unit  rent  subsidies; 

contributions  of  property,  Materials  or  servicea; 

regulatory  relief,  including  tax  abatement;  and 

and  other  foras  of  asaistance  acceptable  to  th^ 

Secretary. 

2)  .  The  eaount  of  aasistance  to  be  provided,  including 

the  aaount  of  direct  funding  and  the  eatiaated  vali  ^ 
of  donated  property,  services  or  regulatory  actions, 
■ust  be  at  least  equal  to  the  aaount  of  granf  r<sAistance 
received  under  the  progra«. 

b.  7o  assist  in  the  provision  of  services  within  a  project 
through  coordination  of  prograa  assistance  available 

to  qualified  residents  through  local  agenciea. 

c.  To  supervise  rennovation  or  rehabilitation  of  a  v'^ject, 
including  providing  for  all  neceasary  inspectiom.,  and 
to  Monitor  coMpliance  with  other  prograM  requireMents 
by  project  sponsors. 

2,    Sponsors  of  projects  asaisted  under  the  prograM  Must  agree: 

a.  To  Maintain  assisted  properties  as  rental  housing  for 
use  by  lower- i  ncoMe  elder 1 y  and  hsnd  i capped  pe r sons 
for  ^  -tri'Kl  of  not  leas  than  15  years  (or  for  a  longer 
t^rAod  au  way  be  requireo  for  eligibility  for  assistance 
undttr  state  or  local  prograMS). 

b.  To  pass  on  to  residents  in  the  fom  of  reduced  rents 
the  reduction  in  project  developMent  costs  resulting 
froM  assistance  received  under  the  prograM. 

c.  To  Maintain  the  prograM  of  services  to  residents  proposed 
in  project  applications  for  a  i^riof!  of  15  years,  except 
wh^re  otherwiae  provided  by  the  Secretary. 

Eligible  Residents 


1.    Eligibility  to  occupy  unit^  in  projects  assisted  under  the 
deaonstration  prograM  would  be  liMited  to  peraons->-> 

a     Ago  62  or  older,  or  persons  under  age  62  who  are  physically 
handicapped. 

b.    Are  capable  of  living  independently  with  the  support 
provided  by  services  generally  available  to  residents 
of  a  project. 
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c.    With  incoaes  h«low  110  percent  of  the  eedian  incoae 
for  thf»  area  in  which  a  project  is  located. 

2.  A  Minimts  of  40  percent  of  units  Made  available  in  a  project 
Bust  i>e  occupied  by  persons  with  incomes  below  50  percent 

of  area  Median  incoae. 

3.  Not  core  than  20  percent  of  the  total  units  available  in 
a  project  may  be  occupied  by  persons  with  incomes  between 
80  percent  and  110  percent  of  area  Median  incone. 


Project  aelection 

1.    The  Secretary  would  issue  proposed  regulations,  not  later 

than  90  days  following  the  effective  date  of  enacting  legislation, 
providing  for  a  competitive  gran,  program  administered  on 
a  national  basii  by  F«HA  in  cooperation  uith  HUD. 

Units  of  local  government  seeking  assistance  under  the  program 
must  submit  applications  describing  the  proposed  project, 
the  project  sponsor,  anticipated  sources  of  funding  and 
other  information  required  by  the  Secretary. 

3.  In  evaluating  the  merits  of  competing  applications  for 
assistance  the  Secretary  would  be  required  to  take  into 
consideration,  among  other  things: 

a.  Assessaer.ts  oiT  need  for  supportive  housing  arrangements 
among  elderly  and  handicapped  persons  in  the  area  to 

be  served  by  proposed  projects. 

b.  Experience  of  project  sponsors  in  providing  housing 
through  conversion  or  rehabilitation  and  in  providing 
residential  services  to  frail  or  disabled  persons. 

c.  Innovative  use  of  existing  properties  and  original  materials. 

d.  The  adequacy  of  proposed  service  plans  and  service 
commitments  by  project  sponsorn  and  other  service  providers. 

«.  Comnitment  by  project  sponsors  to  continue  service  to 
low- income  persons  beyond  the  minimal  requirements  of 
the  program. 

4.  The  Secretary  would  assign  priority  among  eligible  project 
proposals  on  the  basis  of: 

a.    Th<.  extent  to  which  projects  assist  low-income  persons, 
particularly  persons  with  very  low  incomes. 
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b.  The  degree  to  which  the  prograa  of  rennovatlon  or  rehabil- 
itation is  achieved  at  the  lowest  possible  per  unit 

cost. 

c.  The  extent  of  participation  and  support  for  the  project 
provided  by  local  governsental  agencies. 

d.  The  amount  of  non-federal  assistance  provided  fro*  st«.te, 
local  and  charitable  sources  of  sssistAnce. 

5.     In  selecting  fro«  among  coapeting  applications  the  Secretary, 
to  the  extent  possible,  would  provide  for  the  broadest  distri- 
bution of  assistance  aaong  types  of  Jurisdictions  (county, 
city,  town,  etc.),  aaong  geographic  regions  and  w>ng  types 
of  facilities  eligible  for  assistance. 


111.     PROGRAM  SIZE  AND  COST 


A.  Anticipated  funding  for  the  desonstration  program  under  the 

FsHA  rural  preservation  grant  program  would  amount  to  $1.5  million 
each  fiscal  year,  or  $4.5  million  for  the  three-year  progr«im. 
Appropristions  for  t*'*  program  are  currently  $10  mi  lion  and 
are  not  expected  tc  y  jresse  measurably  in  the  near  future. 
The  proposal  sets  aside  15  percent  of  this  amount  annually. 

B.  Projects  assisted  under  the  program  would  rjr^e  in  size  from 
fi-e  units  to  approximately  50  units,  with  the  sverage  project 
provi.-^ing  between  18  and  24  units.    Assuming  that  the  Secretary 
provid^-^  assistance  to  an  sversge  of  20  projects  each  year, 

the  total  number  of  units  made  available  under  the  program  would 
total  between  360-460  units  per  year  (or  approximately  1000- 
1400  units  over  three  years). 

C.  Assistance  provided  to  selected  projects  from  fuz^lsig  set  aside 
under  the  FsHA  grant  program  would  average  $75,000  per  project. 
However,  the  Secretary  would  have  authoiity  to  provide  greater 
or  lesser  amounts  of  assistance  based  upor.  the  size  of  proposed 
projects  and  the  proposed  program  of  rennovation.    The  amount 
of  assistance  provided  would  be  matched  (at  /i  minimum)  with 
assistuice  provided  locally. 

D.  Assistance  provided  under  HUD's  housing  voucher  program  would 
be  made  available  to  an  estimated  35-40  percent  of  the  units 
provided  in  assisted  projects.    With  a  current  average  cost 

per  voucher  of  $4100  per  year  (which  is  probably  ^ore  than  would 
be  needed  in  sost  projects),  annual  costs  for  vouchers  provided 
would  be  between  $615,000  and  $830,000  per  year.    When  computed 
over  the  five-year  voucher  contract  period,  total  budg<4t  authority 
for  housing  vouchers  under  the  program  would  amount  to  between 
S3  million  and  S4Billion  each  year. 
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Assistance  provided  by  HtiO*8  CHSP  pro^raa  would  average  less 
than  20  percent  of  residents  in  all  projects,  amount ing  to  between 
70  and  100  persons  assisted  each  year.    Assuaing  an  average 
cost  per  year  of  32160  for  assistance  to  qualified  persons  under 
CHSP  (see  CHSP  cost  est'aates*  Part  V),  assistance  provided 
under  the  demonstration  program  would  average  between  $150*000 
and  S200*000  per  year.    Total  budget  authority  (computed  for 
five-year  contracts)  would  amount  to  approximately  3760*030 
and  31  million  annually. 
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PART  III.    REAUTHORIZATION  AND  EXPANSION  OP  THE  CONGREGATE 


HOUSING  SERVICES  PROGRAH  (CH3P) 


I.  PURPOSE 


To  reauthorise  the  Congregate  Housing  Services  Prograa  (CHSP)  in  a 
Mnner  that  builda  upon  the  experience  and  data  of  the  CH3P  deaonstration 
prograa*  permits  an  **interia'*  expansion  of  assistance  in  anticipation 
of  broader  application  in  future  years  and  provides  assistance  to 
participants  in  the  congregate  housing  initistives  proposed  in  the  broadti. 
legislstion.  This'  proposal  seeks  to  preserve  the  current  structure  of 
ths  CHSP  program*  aa  a  HUD-sdmini stared  suppleaental  asaiatance  program 
for  qualified  residents  of  federallyaaaiated  elderly  houaing  facilitiea* 
while  chair; ir^«  only  the  manner  in  which  aaaiatance  ia  provided  to  make 
it  more  flexible  andl  to  reduce  adminiatrative  coata. 

The  propoaal  rejecta  other  approadMra  that  would  make  major  atructural 
or  adminiatrative  changoa  in  CHSP,  particularly  that  of  converting  it 
to  a  Stateadminiatered  matching  grant  program.  Such  an  apr<  Mch  might 
reault  in  the  piogram  being  rcOuced  again  to  a  demonatratit  .  atatua  or 
merged  with  other  aaaiatanca  into  a  broader  houaing  block  grant  that  may 
be  adminiatered,  in  many  inatancea,  in  a  manner  that  ia  leaa  attentive 
to  the  aervice  needa  of  frail  older  pcraons. 


II.    FORW  OP  ASSISTANCE 

CHSP  would  continue  to  provide  aaaiatance  to  eligible  HUD-^aaaiated 
feci  lit  i«a  to  help  defray  the  coat  of  providing  aervicea  to  qualified* 
functionally-^ impaired  residenta.  The  form  of  aaaietance  «iould  be  changed 
in  t.  tianner  intended  to  atreamline  adminiatration.  If  a  broad  national 
program  of  aervice  aaaiatance  ia  anticipated*  the  derailed*  almoat 
peraonaiixed  approach  in  which  aaaiatance  haa  been  pruvided  under  CHSP 
in  the  paat  muat  be  made  mose  efficient  and  automatic.  Alao*  participating 
facilitiea  i^eed  to  predict  levela  of  aaaiatance  under  the  program  over 
a  longer  period  of  time.  Thia  could  be  achieved  through  either  of  two 
forms  of  aaaiatance:  s  aervice  deficit  payment  attributable  io  the  aervice 
coata  of  qualified  reaidenta.  or  a  reaidential  service  voucher  provided 
on  behalf  of  qualified  reaidenta. 

A.    Option  It  Service  Deficit  Payment a 


I 


Aaaiatance  would  be  provided  by  (fUD  to  eligible  facilitiea 
to  pay  coata  of  aervicea  providfd  to  qualified  reaidents 
which  are  not  net  from  other  revenue  aourcea  (reaident  fee 
paymenta,  public  programs  aaaiatance,  inaurance*  contribution' 
etc.). 
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2.  The  aaount  of  assistance  provided  would  be  deterMined  annually 
based  on  projected  service  budgets  submitted  to  HUD. 

3.  Assistance  woold  be  provided  in  an  amount  corresponding  to 
the  excess  cost  above  anticipated  revenue  attributable  to 

a  qualified  resident,  up  to  a  aaximui  amount  established  by 
the  HUD  Secretsry. 

4.  In  determining  maxiaua  payments  under  the  program,  the  HUD 
Secretary  would  take  into  consideration  potential  fee  payments 
by  qualified  residents  and  anticipated  payment  from  funding 

by  public  and  charitable  sources  in  compliance  with  program 
requirements  (see  below). 


B.    Option  2;  Residential  Services  Vouchers 


1.  Assistc  ice  would  be  provided  as  a  set  payment  directly  applicable 
to  the  cost  of  providing  services  to  qualified  residents. 

2.  The  amc**nt  of  assistance  provided  with  each  voucher  would 

be  established  at  the  outset  of  the  program  (the  ''base  rate") 
using  data  on  average  costs  of  service  delivery  under  CHSP. 
In  establishing  the  base  rate,  HUD  would  take  into  consideration 
average  anticipated  fee  payments  by  participating  residents 
and  estimated  payments  from  other  public  and  private  funding 
sources. 

3.  The  base  rate  for  the  program  would  be  adjusted  annually 
according  to  a  nationally  recognised  index  of  service  costs 
selected  by  the  Secretary  and  would  be  used  boCh  for  new 
contracts  and  adjustment  oi  existing  contracts. 

4.  Total  assistance  provided  to  a  facility  would  equal  the  value 
of  the  voucher  multiplied  by  the  number  of  qualified  residents. 


III.    AnOUNT  OF  ASSISTANCE 


A.  The  term  of  the  assistance  provided  under  contracts  by  HUD  would 

be  five  years  under  either  form  of  assistance  and  would  be  renewable 
upon  application  by  the  housing  sponsor. 

B.  The  HUD  Secretary  would  establish  in  regulations,  as  a  percentage 


of  residents  in  a  facility,  minimum  and  maximtm  numbers  of  qualified 
residents  that  can  receive  assistance,  taking  into  consideration 
the  minimum  number  ot  participants  necessary,  together  with  other 
sources  of  payment,  to  a88»-e  the  availability  of  services  and 
cost-efficient  provision  ot  services,  as  well  as  the  need  to  preserve 
the  overall  atmosphere  of  independent  living  in  a  facility. 
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C.    The  nmbtr  of  residents  SMieted  in  •  facility  tfould  be  determined 
by  HUD  end  eatsbliehed  in  a  contract.    Aaaiatance  would  be  aaaigned 
to  a  facility  on  behalf  of  qualified  reaidanta  and  could  be  trana. 
f erred  to  another  eligible  reaidant  in  the  event  of  death  or 
transfer  of  an  original  participant.    Any  funda  not  uaed  on  behalf 
of  an  eligible  reaident  would  be  refunded  to  HUD. 


III.    RESIPEffT  ELIGIBILITY 


A.  Reaident  eligibility  would  be  eatabliahed.  aa  under  the  current 

CHSP  prograa,  by  dateminationa  of  profeaaional  aaaeaanent  coMitteea 
that  an  ir^ividual  (who  la  qualified  b>  'ncoae  for  reaidency  In 
a  facility)  la  Incapable  of  performing  multiple  peraonal  activitiea 
of  daily  living  and  ia  in  need  of  aaaiatance  (current  CHSP  policy 
require  three  or  aore  areaa  of  functional  incapacity). 

B.  The  HUD  Secretary  viould  eatabllah  atandardixed  aaaeasment  foraa 
and  procedurea  for  making  deterainatlona  of  eligibility  and  provide 
guidelinea  for  the  ccapoaltion  'of  profeaaional  aaaeaament  coMitt':ea 
cona latent  with  current  CHSP  practice. 


C.    Preferencea  for  allocating  aaaiatance  among  eligible  reaidenta 
or  applicanta  may  be  eatabliahed  and  would  include: 

1.  Peraona  in  greateat  need  of  aaaiatance  due  to  determinations 
of  multiple  functional  diaabilitiea; 

2.  Peraona  living  alone  without  aourcea  of  informal  support  from 
a  apouae  or  relativea;  and 

3.  Peraona  with  very  low  Sncomea. 


IV.    ELIGIBLE  FACILITIES 


A.  Eligible  facllitiea  include  public  and  non-profit  aponaorcd  HUD- 
aaaiated  facilltlea  for  the  elderly  and  ha»iicapped  (thoae  aaaisted 
undcrr  HUD' a  public  houalng.  Sec.  202,  Sec.  236,  Sec.  231.  Sec.B 
a*^  Sec.  221(d)(3)  prograaa)  having  a  aign if leant  portion  of  their 
reaident  population  determined  to  bo  potentially  Incapable  of 
independent  living  without  appropriate  aervlcea. 

B.  Eligible  facilltlea  would  alao  be  .f^equlred  to: 

1.    Eatabllah  a  voluntary  profeaaional  aaaeaament  procedure  and 
caae  management  ayatem  either  separately  or  in  cooperation 
loith  local  area  agenciea  on  aging  or  other  agency  or  organization. 
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2.  Provide  a  coaprehenaive  aervice  plan  c«P«ble  of  seetin?  the 
aarvica  neada  of  reaidenba  wifch  varying  lavctla  of  functional 
disability. 

3.  Obtain  additional  aaaiatance  froa  State  and  lo^sal  a9«nci«ia 
and  charXtabla  antitiaa  to  halp  raduc«  th«  coat  of  providir^ 
aarvicaa  to  raaidanta.    Tha  Sacratary  ahall  aatabliah  alnlauB 
accapUbla  lavela  of  auch  matching  aaaiatanco,  taking  into 
account  direct  payMnta,  aervicea  and  in-kind  contributiona. 
and  shall  give  priority  in  allocating  aaaiatance  to  facilities 
with  divaraifled  and  innovative  aervice  progrsaa  and  financing. 


V.     SERVICE  PROORAHS 


Congregate  services  prograas  in  fscilities  sssisted  under  the  prograa 
■ust  provide  one  prepared  »eal  a  day,  aevan  daya  a  week,  and  »uat  provide 
aaaiatance  to  reaidents  in  preparing  or  aecuring'  additional  food  ade<|uate 
for  proper  nutrition.    Prograsa  «uat  aiao  provide,  aa  required  by  reaidenta, 
aaaiatance  in  houaekeeping,  peraonal  care,  transportation  and  other  s'srvices 
essential  to  independent  living. 


V£.     RESIDENT  SERVICE  FEES 


A.  Bach  facility  shall  establish  a  schedule  of  fees  for  maIs  and 
aervices  that  is  reasonable  and  doea  not  exceed  actual  coats. 
The  Secretary  ahall  eatabliah  aaximiB  feea,  aa  a  percentage  of 
income,  that  CH8P  participonta  can  be  chat-ged  for  aeala,  peraonal 
care,  houackeeping  and  other  aervicea,  and  for  all  combined  aervicea. 

B.  Reaidents  not  receiving  CHSP  aaaiatance  may  purchaae  all  aervicea 
offered  in  the  facility  at  the  full  fee  minua  any  aaaiatance  for 
which  they  qualify  or  any  aaaiatance  applicable  to  all  reaidenta. 

C.  The  Secretary  ahall  encourage  coat  reduction  sctivitiea  to  reduce 
feea  for  all  reaidenta.  including  uae  of  aurplua  ccModities 
programs,  group  purchaaing  arrangementa,  competitive  bidding  of 
contracta  and  uae  of  volunteera. 

D.  The  Secretary  ahall  periodically  review  aervice  feea  in  aasisted 
facilitiea  to  determine  if  they  are  reaaonable  and  If  aaitistance 
ia  properly  uaed. 
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VII.    PROORAfl  SIZE 

The  propossl  provides  peraanent  reauthor last Ion  of  CHSP.  while 
projectiny  authorixation  levela  for  an  "interim**  prograa  of  three  yeara. 
Initial  year  funding  would  include  replacement  of  exiating  contracta  in 
the  63  current  CHSP  pro9raaa,  allocation  of  aaaiatance  for  facilit'ea 
developed  under  the  various  congregate  houaing  initiativea  in  the  proposed, 
legialation  and  proviaion  of  aaaistance  applicable  to  ao»e  2000  reaidenta 
( alight ly  More  than  the  nusber  aerved  in  the  current  CHSP  prograa)  for 
expanaion  to  new  prograu  in  exiating  HUD-aaaiatod  facilitiea.  In  the 
.lucceeding  two  yeara  the  annual  level  of  aaaiatance  would  decline  ao»ewhat, 
hut  increaae  increaentally  in  tana  of  available  aaaiatance  for  new  CHSP 
prograaa  in  sxiating  facilitiea.  The  aaount  of  new  aaaiatance  propoaed 
for  theae  yaara  reuina  limited  ir*  anticipation  of  continued  budgetary 
limitations  and  only  grodual  expanaion  in  HUD's  ability  to  proceaa  larger 
aaounta  of  aaaiatance. 

Propoaed  allocation  of  expanded  CHSP  aaaiatance  can  be  auMiarized 
aa  followa: 


First  Year  Allocations 


a.  Replaceaent  of  current  contracts 

b.  Aaaigned  to  DeiK>natration  Progress 

c.  Expansion  for  New  Programs 


2000  units 
2000  units 
2000  units 


Total 


6000  units 


Second  year  Allocationa 


a.  Assigned  for  Continuing  Demonstrationa 

b.  Expansion  for  New  Prorama 


1000  units 
3000  units 


Total 


4000  units 


Third  Year  Allocations 


a.  Assigned  for  Continuing  Desonstrations 

b.  Expansion  for  N^w  Prograaa 


1000  units 
5000  units 


Total 


6000  units 


Total  for  Three  Yeara 


16.000  units 
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VIII.    P5K)0RAW  COST 


Data   from  HUD'a  CHSP  evaluation  eatlmate  the  aver4:9e   federal  share 
of  the  coat  of  providing  aervlcea  under  CHSP  aa  belny  SC«.80  per  day  per 
participant  (S204  per  month).      HUO'a  mnalyala  crltlclaaa  expanaea  under 
the  program  aa  exceaalve,  particularly  In  the  areaa  of  meala  and  admln- 
latratlon.       In   reaponaa,    HUD   revlaed   program   requlrementa   laat  aprlng 
to  reduce  tha  number  of  required  meala  from  two  to  one  per  day.  Conalderlng 
thla  change,    and  the  atronger  reoulrementa   for  aupplemental  aources  of 
fund  ng  to  reduce  federal  coata.    It   la  conceivable  that  average  payment 
levela  to  facllltl.a  under  either  a  deficit  payment  or  a  voucher  approach 
would    «  below  thla  overage  level.      If  the  amount  of  aaalatance,  per 
participant,  were  eatlmated  at  S6.00  per  day  (S180  per  month)  for  qualified 
•tlclpanta   In  a   program    Initiated   next   year,    the   Initial  year  coats 
the  program  could  be  sUMarUed  aa  followa: 


600O  unlta  of  aaalatance    g  S2160  a  year 

Annual  coat  S12.96  million 

Contract  Authority  (5  Yeara)  S64.a0  million 

Aasumlng  a  3  percent  Inflation  adjuatment  In  the  amount  of  v.he  payment 
allocated  for  each  participant  In  eac^  of  the  two  following  years,  program 
could  be  eatlmated  to  bo: 


Second  year— 4000  units  of  aslatance  g  $2224.80  a  year 

Annual  coat  s  5,90  million 

Contract  Authority  (5  Yeara)  S44.50  million 

Third  year— 6000  unlta  of  aaalatmnce  g  S2291.54  a  year 

Annual  coat  S13.75  million 

Contract  Authority  (5  Yeara)  S68.7S  million 

Total  Contract  Authority  (3-Year  Proqramli  $178.05  million 


Note  on  D<>llvery  Options:  While  the  approach  of  providing  deficit  paymenta 
for  coata  of  aervlcea  provided  to  qualified  realdents  la  cloaeat  to  the 
method  currently  employed  in  the  CHSP  program.  It  la  potentially  the  moat 
coatly.  Like  the  pre.1984  method  of  relmburalna  for  coata  of  Medicare 
aervlcea.  It  eaaentlally  mgrtm  to  pay  for  any  uncovered  coata  up  to  a 
aet  limit,  offering  little  Incentive  for  coat  control.  The  fixed  payment 
method  of  a  voucher  may  provide  Incentlvea  for  many  provldera  to  reduce 
coata  or  aeek  additional  aourcaa  of  funding,  for  provldera  with  low  coata 
It  could  offer  a  reward  for  efficiency  which,  hopefully,  would  be  converted 
into  additional  aervlcea  to  realdenta  (however,  thla  la  not  aiwaya  guaran-. 
teed  with  fixed-payment  programs).  The  voucher  approach  haa  the  added 
political  advantage  of  appearing  to  build  upon  HUO'a  experience  with 
houaing  vouchera  and  providing  a  format  acceptable  to  Republicans. 
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yXRT  IV.    mERXT.  KORTCACE  IHSURXHCe  IHITIATIVES 
HOKE  EQUITY  CONVERSION  HORTCACE  INSURXWCE  PEHONSTRATION  PROGRAM 


I.  PURPOSE 

Hoae  tquity  convtrsion  would  totblt  oldtr  hoMeoim«rs  to  convert  the  tquity  in 
tbtir  hoses  into  additional  cash  resource!  while  they  continue  to  reside  in 
their  own  dwellings.  Besides  periitting  the  elderly  to  live  in  familiar 
surroundings,  home  equity  conversions  can  potentially  finance  home  maintenance, 
in-home  health  care  or  other  needed  supportive  services. 

Boae  equity  conversion  mechanisms  have  been  used  on  a  limited  basis  in  the 
past,  but  there  is  uo%  substantial  interest  in  the  concept  aaong  older 
homeouners.  However,  ItL^ars  have  been  unwilling  to  offer  such  mechanisms  as  a 
regular  financial  service  ^ause  they  ure  considered  new  and  untested. 
Conventional  long  term  mortgages  once  faced  the  sane  problem,  but  became 
generally  accepted  once  federal  mortgage  insurance  was  provided. 

The  proposed  home  equity  convei^ion  mortgage  insurance  program  would  encourage 
financial  institutions  and  older  homeowners  to  use  this  innovative  mortgage 
concept  by  extending  federal  mortgage  insurance  protection  to  lenders  to  protect 
them  frnm  loss  in  instances  where  borrowers  outlive  the  equity  in  their  homes. 
It  would  also  provide  numerous  safeguards  for  elderly  borrowers  including  full 
disclosure  by  lenders,  required  counseling  on  the  various  alternative  options 
available  and  potential  risks  and  annual  mortgage  statements. 

II.  PROPOSAL 

The  proposed  program  is  identical  to  the  home  equity  conversicn  provision 
included  in  H.K.  4  and  S.  825,  which  are  now  under  consideration  by  the 
Bouse/Senate  Banking  Conference  Committee.  It  would  establish  an  insurance 
demonstration  under  the  Federal  Bousing  Administration  (FBA)  which  would  be 
authorixed  to  insure  up  to  2,500  hoae  equity  conversion  mortgages  through 
Septeaber  30,  1991  on  homes  that  do  not  exceed  EUO's  Section  203(b)(2)  mortgage 
.limits.  Insurance  coverage  would  be  limited  *•)  $67,500  in  most  areas  and 
$90,000  in  designated  high-cost  areas. 

The  proposal  would  protect  participating  elderly  '  omeowners  from  being  forced 
to  leave  their  homes  by  provisions  which  would  defer  their  repayment  obligation 
until  either  after  their  death  or  the  voluntary  sale  of  their  hoae.  Potential 
borrowers  under  the  program  would  be  provided  inform*  ^  n  on  possible 
alternative  options  to  hoae  equity  conversion,  including  oth4«,  housing,  social 
service,  health  and  financial  options.  Full  disclosure  of  all  financial 
implications  of  iLw  mortgage  transactions  wo.Od  also  be  required,  including  any 
tax  conse(iuences,  any  adverse  consequences  for  their  estate  or  heirs,  and 
potsibilities  for  assistance  or  relief  from  federal,  state  or  local  programs. 
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III.  noonx  COST 

Tht  propoial   would   bt  largely  ■elf-fintncing.     The   cost    to   the  federal 

?nIIIrU!r^  1  ^*  principally  to  program  ad.inistration.  Possible 

y^^'v^   ^*  *  ^^'^^i"'         preiiums  paid  by 

participating  elderly  hoiieoimers.  j 
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PART  IV>    FEDERAL  HORTGAGg  IWSURAMCE  INITIATIVES 


KUTUAL  BENE/IY  XORTGAGE  INSIIRAMCE  DEMONSTRATION  PROGRAM 


I.  PURPOSE 


The  progru  provides  federal  ■ort9a9e  insurance  for  purchases  by 
low->incoae  hoaebuyers  of  qualified  single-faaily  dwellings  of  frail 
elderly  owners  under  teras  negotiated  to  be  Mutually  beneficial  in  Meeting 
the  initial  financial  obligations  of  ho»eownership  for  the  younger  ho«e-> 
buyer  and  the  long-tera  housing  and  health  care  needs  of  the  elderly 
owner. 

Hutual  Benefit  Hortga^es  (MBMs)  would  be  negotiated  between  an  owner 
and  buyer',  with  the  advice  and  assistance  of  an  approved  local  public 
agency  or  non-profit  organization,  to  permit  a  beneficial  structuring 
of  the  principal  financial  asset  of  the  elderly  owner  in  a  nanner  best 
suited  to  meet  future  housing,  health  and  service  needs.  Since  «ost 
hoseownerj  sssisted  under  the  prograa  would  have  uultiple  functional 
disabilities*  the  negotiated  procedure  offers  protection  frOM  fraud  or 
loss  of  equity  in  the  sale  of  ^eir  hose,  particularly  in  cases  where 
the  owner  has  diainisbed  capacity  or  lacks  .assistance  froM  faaily.  At 
the  sa»e  time,  HBHs  permit  a  structuring  of  payments  intended  to  assist 
younger  homebuyers  by  providing  lower  payments  in  the  initial  years  of 
a  mortgage  when  anticipated  income  is  Icwer,  or  when  additional  income 
is  needed  to  make  repairs  to  the  property  at  the  time  of  occupancy. 
Since,  insured  Mortgages  would  be  ownevf inanced,  both  parties  to  the 
transaction  would  benefit  from  the  elimination  of  financing  fees,  interest 
points,  legal  fees  and  other  potential  costs  of  traditional  financing 
arrangements. 

HUD  would  be  authorised  tinder  the  program  to  provide  assistance  to 
low- income  homebuyers  where  it  is  determined  thai  total  homeownersh ip 
coats  sre  excessive.  Assistance  could  be  provi'ied  under  one  of  two  options, 
either  a)  through  the  current  Section  235  homeownersh ip  assistance  program, 
or  b)  under  a  specisl  fund  established  by  HUD  for  the  p'lrpose  of  the 
demonstration  to  provide  supplemental  assistance  when  necessary  payments 
exceed  40  percent  of  the  homebuyerk  income.  HUD  would  also  be  authorized 
to  advance  pa>T^nts  to  the  elderly  owner  if,  during  the  active  term  of 
the  mortgage,  the  owner  should  require  additional  income  to  meet  inct'ea^  id 
service  or  health  care  needs.  Assistance  provided  to  younger  homebuyers 
would  be  funded  by  the  Treasury,  while  payments  advanced  to  elderly  ownera 
wouH  be  recovered  in  later  payments  or  upon  disposition  of  the  property 
at  the  death  of  the  owner  or  "re financing  of  the  mortgage. 

Uhile  offering  elderly  owners  the  ability  to  structure  mortgage  payments 
to  meet  their  futuri*  income  needs,  with  the  optional  benefit  of  accelerated 
payments  from  HUD  c.ould  their  needs  increase,  the  program  provides  the 
elderly   owner/sellet*   with    a    federal    guarantee    that   mortgage  payments 
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will  be  Made  and  any  unsued  equity  from  the  sale  of  their  hr-  ,culd 
be  available  to  their  heirs  after  their  death.  The  arrangement*  offers 
the  governaent  a  Means  of  assisting  in  structuring  the  asaets  of  frail 
ilderly  persons  in  a  manner  best  suited  to  meet  long.ter.  care  needs, 
thus  avoiding  a  quick  "spend-down"  or  transfer  of  asaets  to  qualify  for 
federal  aasistance.  The  program  is  intended  to  permit  the  federal 
government  to  assist  both  hosieownership  among  low-income  families  and 
extended  care  among  the  elderly  at  a  fraction  of  the  cost  of  avaUable 
assistance  programs.  The  proposal  offers  the  additional  benefit  to  federal 
policy  of  encouraging  the  mos^  efficient  use  of  the  stock  of  existing 


1.  HUD  would  be  authorized  to  insure  mortgages  executed  by  local 
public  agencies  or  non-profit  organizations  cn  behalf  of 
qualified  elderly  homeowners  selling  a  personal  residence 

to  eligible  low-  and  moderate- income  homebuyers. 

2.  Mortgages  insured  under  the  program  would  be  held  jointly 

by  HUD  aiid  the  owner,  as  co- mortgagees,  with  financing  provided 
by  the  owner. 

3.  Mortgages  insured  under  the  program  may  not  involve  a  principal 
obligation  in'^extieas  of  the  maximum  dollar  amount  established 
for  single-family  dwellings  under  Sec.  203(b)(2)  of  the 
National  Housing  Act. 

4.  The  local  agency  or  non-profit  organization  iicvld  structure 
the  rortgage  and  proceas  applicationa  for  mortgage  insurance 
and  homeownership  assistance  under  guidelines  established 

in  regulation  by  HUD. 

a.  Eligible  local  agencies  would  include  housing  authorities, 
offices  on  aging,  social  services  6vencies  or  other 
agencies  designated  for  purposes  of  the  program. 

b.  Eligible  non-profit  organizations  would  include 
qualified  low-income  housing  or  elderly  advocacy 
organizations,  sponsors  of  HUD-assisted  elderly  housing 
facilities  or  othsr  organiisations  with  experience 
providing  housing-related  assistance  to  elderly  or 
low-income  persona  or  with  HUD  mortgage  inaurance 
programs. 

5.  The  agency  or  non-profit  organization  would  act  as  the  agent 


housing. 


II.  PROPOSAL 


A.    flortqage  Insurance  Authority 
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of  the  elder^  /  hoaeoimer/seller  in  negotiatin?  the  teras 
of  a  Bortgage  to  assure  protection  of  the  owner* a  financial 
interests,  but  would  also-- 

a.  Seek  to  proaote  the  interests  of  the  ho«eb''!/er  in  obtaining 
the  Bost  beneficial  teras  possible  under  tM,  mortgage; 

b.  Counsel  both  the  owner  and  the  buyer  of  the  financial, 
tax  and  other  implications  involved  in  the  mortgage  trans- 
action, as  well  as  the  possible  benefits  an<A  dissdvantages 
of  various  options  and  arrangements. 

6.  The  agency  or  non-profit  organis;>tion  would  reaain  responsible 
for  aonitoring  the  Mortgage  agrf  ;aent,  would  be  responsible 
for  disposition  of  the  property  in  the  event  of  a  default 
and,  under  certain  circumstances,  may  retain  responsibility 
for  collecting  and  transferring  payaent  under  the  mortgage. 

7.  Uhere  a  prcperty  ia  in  deteriorated  condition  and  requires 
re'nabilitation  to  meet  established  standards,  the  Secretary 
would  also  be  authorized  to  insure  mortgages  execute  by 
the  public  agency  or  non-profit  organiza^^'on,  with  terms 
structured  by  agreement  with  the  el^ei'XV  jomeowner, where 
thA  agency  or  organizations  intenda  co  make  needed  repairs 
to  the  property  and  then  resale  it  to  a  qualified  low-incoae 
homebuyer  (a  process  similar  to  that  currently  r>rovided  in 
the  Sec.  235  program,  in  Sec.  235(J)]. 

a.  The  terms  provided  \.'  >^  {ualil'ied  homebuyer  would  be 
structured  similarly  to  the  original  terms  negotiated 
with  the  elderly  owner. 

b.  Any  additional  payments  to  be  paid  by  the  nomebuyer  to 
cover  the  cost  of  repair  to  the  property  would  be  incorpor- 
ated in  the  mortgage  payment  and  paid  to  the  agency  or 
non-profit  orgcnization,  whicht  in  turn,  would  make  payment 
to  the  origin&X  oNner  in  compliance  with  the  terms  of 

the  mortgage. 

B.    Liigible  Properties 

1.  Mortgages  insured  under  the  program  must  be  secured  by  properties 
which  are  either  mingle- family  dwellings  or  condominium  units 
with  on  appraised  sales  price  not  exceeding  90  per  cent  of 

thi  median  sales  price  for  exist ir<7  housing  in  the  area, 
as  determined  by  HUD. 

2,  Properties  must  meet  standards  established  by  HUD,  or  aust 
be  capable  of  meeting  such  standards  at  reasonable  cost  to 
qualified  homebuyer s. 
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3.  Properties  Must  be  owned  outright  by  the  owner,  or  have  MiniMal 
outstanding  liens  that  can  be  satisfied  with  the  d^mpayaent. 
HUO  would  be  authorized  to  uake  payaents  to  satisfy  such  liens 
where  the  Secretary: 

a.  Waives  the  requirement  of  a  downpay»ent  by  the  buyer; 

b.  Determines  that  the  amount  of  outatanding  debt,  after  applic- 
ation of  the  Jownpay»ent,  is  ainiMal; 

c.  Oeteraines  that  the  elderly  hcreowner  requires  the  inco«e 
fro»  the  downpaywent  to  ?rr  ror  iMediate  housing  or  health- 
related  expensen. 

Paywents  advanced  by  HUD  to  pay  outatandj'n?  debt  on  a  property 
would  be  recovered  either  by  reduction  in  mortgage  payments 
to  the  owner  or  upon  later  disposition  of  the  property. 

4.  Owners  of  properties  to  be  converyed  with  mortgages  insured 
under  the  program  must: 

a.  Be  at  least  62  yeara  of  age; 

b.  Have  bren  determined  to  be  funcvionally  unable  to  perform 
one  or  more  basic  activities  of  daily  living  (aa  determi.ied 
under  guidelinrs  establiahed  for  the  CHSP  program). 

c.  Require  placement  in  a  more  supportive  resldetial  environment 
[to  include  congregate  housing  farilities,  assisted  living 
or  supportive  group  living  arrangements,  and  extended  care 
facilitiea  (but  not  akilled  nuraing  facilities)]. 

5.  Priority  among  elderly  property  owners  who  apply  for  assistance 
under  the  program  could  be  given  to  pro pert iej  owned  by  persons: 

a.  At  high  risk  of  institutionalization,  but  not  receiving 
adequate  supportive  '^rvlces  in  the  home; 

b.  Who  are  without  a  spouse  or  immediate  family  to  offer  direct 
support  or  to  help  arrange  personal  and  financial  affairs; 

c.  Who  have  multiple  functional  disabilities  and  are  over 
75  years  of  sge. 


Eligible  Homebuyers 

1.     Individuals  ar  families  qu/^illfied  to  purchaoe  homes  with  mortgages 
assisted  under  the  program  must  have  incomes  below  120  percent 
of  ax***  median  income  and  are  determined  by  KUD  t.>  be  an  acceptable 
riaU  for  mortgage  insurance  purposes. 
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2.    iPriority  aaong  eligible  hoaeboy^rs  would  be  given  to  individuals 
or  families  who  ere  involuntarily  displaced  fros  rental  units 
due  to  conversions,  who  are  first-tiM  hoaebuyers,  or  who  have 
not  owneJ  a  hone  in  three  years. 


Ter»s  of  Sale 


1.  Total  payment  due  under  the  mortgage  contract  [the  **anorti2ed 
rate"]  would  be  the  a»ortized  value  of  the  principal  obligation 
over  a  30-year  tent  at  a  rate  of  interest  determined  by  KUD 

to  adequately  reflect  the  Mortgage  market. 

2.  Actual  payaentff  under  the  mortgage  would  be  negotiated  between 
the  property  owner  and  the  buyer,  with  adjustment  either  higher 
or  lower  than  the  amortized  rate  to  meet  the  needs  of  the  owner, 
the  buyer,  or  both  parties. 

a.  Payments  above  the  amortized  rate,  either  initially,  at 
a  later  time  or  throughout  the  mortgage  term,  would  be 
permitted  where  HUD  determines: 

1)  .    The  elderly  owner  requires  higher  income  than  provided 

at  the  amortized  rate;  ^ 

2)  .    The  buyer  is  capable  of  paying  higher  payments; 

3)  .    Additional  payments  would  be  reflected  in  a  reduced 

term,  lower  subsequent  payments  or  contributions  to 
equity. 

b.  Payments  below  the  amortized  rate,  either  in  tlvs  initially 
period  of  the  mortgage  or  with  a  greduat^dd  achedule  over 

a  lonaer  period,  could  be  provided  to  accommodate  the  ^ower 
initial  income  of  younger  buyers  or  to  accommodate  the 
need  to  make  immediate  repairs  to  the  property. 

3.  Particlpatir:;  public  agencies  and  non-profit  organ i set io.->s 
would  assise  owners  and  buyers  in  structuring  payment  terms 
that  will  provide  the  greatest  possible  benefit  to  both  the 
owner  and  the  buyer,  while  seeking  to  protect  the  interests 
of  both  parties. 


4.    The  Secretary  may  require  downpayments  as  part  of  the  terms 

of  sale  of  insured  properties,  which  would  not  exceed  5  percent 
of  the  purchase  price,  but  may  waive  thir  requirement,  with 
the  agreement  of  the  owner,  when  the  income       a  potential 
homebuyer  is  below  60  per^'ftnt  of  median  incofc<e,  ur  where  the 
property  requires  immediate  and  extensive  repairs. 
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5.  The  mortgage  may  include  a  five-year  ban  on  resale  or  refinancing 
of  a  property  converyed  with  an  inaured  sortgage  without  the 
consent  of  the  owner/seller. 

6.  The  mortgage  would  bo  assuaable  upon  resale  by  another  qualified 
hoaebuyer . 

7.  If  the  property  is  sold  or  refinanced  at  any  tiae  in  which 
the  unpaid  balance  of  any  payments  below  the  aaortized  rate 
reaain  outstanding,  the  aaount  of  deferred  payments,  plus  any 
interest  (so-called  negative  amortization)  would  be  added  to 
the  principal  ataount  due  on  the  property  to  the  owner/seller, 

Mortgage  Procassing  and  Cloaing  Costs 

1.  The  cost  to  local  agencies  and  non-profit  organizationa  of 
adsinistering  the  prograa,  and  any  costs  associated  with  Mortgage 
preparation  and  processing,  shall  be  reimbursed  by  HUD,  under 
guidelines  published  in  regulation,  in  an  <taount  not  exceeding 

60  percent  of  total  coats  incurred  by  such  agency  or  organization. 

2.  Closing  costs  attributed  to  the  /.slier  (including  asseasaent 
fees,  inspecticna,  pos'sible  realty  fee»i,  etc.)  would  be  paid 
fi-oa  the  downpayaent  or  other  funds  of  the  owner,  or  aay  be 
paid  by  HUD  and  recovered  in  later  payaents  or  upon  dispoaition 
of  the  property. 

3.  Closing  costs  attributed  to  the  buyer  (including  taxes,  title 
fees,  insuran^re,  property  inspections,  etc.)  >;ould  b^  pv»»\d 

by  the  buyer.    Participating  local  agencies  or  non-prof ic 
organizations  could  provide  asaistance  in  seeting  such  costs. 

Aaai stance  to  Hoaebuyers 

1.  HUD  would  be  authorised  to  provide  aaaiatance  to  qualified 
hoaebuyers  under  the  program  where  ^he  Secretary  deteraines 
that  payaents  und^r  the  amortized  rate,  or  unAar  any  lower 
negotiated  payment  schedule,  are  exceasive  for  the  potential 
homebuyer. 

2.  Assistance  provided  by  HUD  could  be  made  available  under  one 
of  two  possible  options: 

a.    The  current  Section  235  homeownership  assiatance  program 
[Sec.  2?5  provides  direct  payments  to  holders  of  mortgages 
on  beh':ilf  of  qualified  hoaebuyers  in  an  amount  not  exceeding 
the  lesser  of  either  a)  the  balance  of  tc  al  monthly  homeowner- 
ship  costs  (principal,  interest,  insurance,  taxes,  mortgage 
insurance  premixim)  after  aubatraction    '  20  percent  of 
homebuyer's  monthly  income,  or  b)  the  diffarence  between 
payments  dua  undar  the  mortgage  and  an  alternative  payment 
where  the  mortgage  is  calculated  at  an  interest  rate  of 
one  percent. I 
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b.    A  special  ho.^eowner8hip  assiatance  fund  created  for  the 
purposes  of  che  denonstration  progras*  under  which: 

1)  .    Assistance  would  be  provided  when  total  hoaeownership 

costs  (principal*  interest*  taxes,  insurance.  Mortgage 
insurance  preMiiw)  exceed  40  percent  of  the  buyer's 
incoae. 

2)  .    Assistance  would  consist  of  suppleaental  payments 

to  the  elderly  owner /seller  on  behalf  of  the  hoaebuyer 
up  to  the  SMOunt  of  ths  payvent  due  under  the  nortgage 
after  application  of  40  percent  of  the  hoaebuyer's 
Monthly  incoMe. 

3)  .    Assistance  would  be  provided  for  S  years  and.  with 

hud's  approval*  could  be  renewed  for  an  additional 
S  years. 


Advance  Payaents  to  Elderly  Owners 

1.  If  after  the  aale  of  a  property,  the  elderly  owner  should  require 
«idditional  incoMe  above  the  aaount  provided  in  Monthly  payMents 
under  the  Mortgage  to  pay  for  increased  care  or  service  costs « 
HUD  would  be  authorised  to  advance  payments  to  'the  owner  for 
such  purpose. 

2.  The  Secretary  shall  deteraine  the  level  of  additiomil  |*ayaent8 
to  be  aade  to  the  owner  necessary  to  aeet  regular  costs  of 
care  or    jrvices.  or  to  aeet  any  eaergency  needs  of  the  owner. 

3.  Any  payaents  advanced  to  the  owner  would  be  recovered  by  HUD 
either  in  later  payaents  on  the  aortga^e  once  thfr  balance  due 
the  owner  is  exceeded «  or  upon  disposition  of  the  property 
upon  resale  or  refinancing. 

Hortgage  Payaents  to  Elderly  Ownera 

1.  The  portion  of  all  payaents  received  by  Elderly  owners  that 
represents  interest  on  the  Mortgage  (and  that  portion  of  any 
additional  payaents  advanced  by  HUD  representing  interest) 
would  be  considered  iccoae  to  the  owner  and  would  bn  taxable 
under  appropriate  provisions  o^  the  IRS  Code. 

2.  The  owner's  reaaining  equity  in  the  hoae*  represented  by  future 
payaents  on  the  aortgage  debt^  would  not  be  counted  as  an 
asset  for  purposes  of  deteraining  eligibility  for  assistance 
under  HUD  progreas  and.  to  the  extent  provided  in  agre^aents 
with  other  federal  agencies*  for  eligibility  for  assistance 
under  other  federal  prograas. 
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3.    The  aaount  of  any  pay»ent  ne9otiated  under  an  insured  ■ort9a9e 
could  nifh  be  reduced  below  the  aaortiaed  rate  to  a  level  that 
would  qualify  the  owner*  through  such  reduction  in  potential 
incoae  froM  the  sa\e,  for  benefits  under  Medicaid.  SSI  or 
a  state  income  assistance  prograa. 


Property  Disposition 

1.  In  the  event  of  ti.^  death  of  the  elderly  homeowner.  HUD  would 
be  authorised  to: 

a.  Continue  to  hold  the  mortgage  and  to  pern it  payiMnts  under 
the  Mortgage  to  continue  to  be  aade  to  the  owner's  heirs. 

b.  To  sell  the  ■ortga9e,  with  continued  payments  being  sade 
to  the  owner's  heirs. 

c.  To  perait  the  buyer  to  refinance  the  Mortgage,  with  the 
outstanding  balance,  after  adjustment,  paid  to  the  owner's 
heirs. 

2.  HUD  would  be  authorized  to  recover  any  funds  advanced  to  the 
elderly  owner*  or  paid  on  behalf  of  the  owner  at  the  time 

of  the  sale  of  the  property #  before  any  continued  monthly 
payments,  or  a  lump-sum  settlement  of  the  mortgage,  would 
be  paid  to  the  owner's  heirs. 

3.  If  the  owner  designates  no  heirs,  or  no  heirs  can  be  identified, 
then  HUD.  as  co- mortgagee,  would  be  entitled  to  continue  receivi 
payment  unaer  the  mortgage. 


Program  Implementation 

1.  The  program  is  intended  as  a  three-year  demonstration  of: 

a.  The  potential  benefits  for  both  buyer  and  seller  of  mutual 
benefit  mortgage  arrangements. 

b.  The  potential  sevings  possible  under  mutual  benefit  mortgage 
arrangements  in  comparison  to  assistance  provided  in  other 
forms  tro  low-income  homebuyers  and  physically-impaired 
elder)  persons. 

2.  The  HUD  Secretary  would  be  authorized  to  insure  up  to  ;nOO 
mutual  benefit  mortgages  under  the  program  in  any  fiscal  year. 

3.  The  Secretary  would  have  discretion  as  to  the  nanner  in  which 
assistance  would  be  made  available  under  the  denonstration» 
providing  such  assistance  either: 
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a.  Through  agenciei  and  non-profit  organisations  located 
in  aetropclitan  areai  throughout  the  nation  lelected  by 
HUD  on  the  baiii  of  coapetitive  application. 

b.  Through  agencies  and  non-profit  organisations  located 
broadly  throughout  r.^t  less  than  five  states  selecte^J 
by  HUD  as  spproprista  for  the  purposes  of  the  progran. 

4.  HUD  would  be  required  to  publish  proposed  regulations  for 
the  prograa  within  six  Months  after  the  date  of  enactnent. 
Final  rules  would  be  published  within  nine  Months  of  enactsient. 

5.  HUD  would  be  required  to  submit  to  Congress,  at  the  beginning 
of  the  fiscal  year  following  the  date  of  enactMent,  a  report 
describing  the  sctions  undertaken  by  the  Department  to  establish 
the  deaonstration  prograa*  the  rationale  for  the  nethod  selected 
to  provide  assintance  under  the  prograa,  and  all  actions 

to  be  undertaken  to  provide  public  notice  of  the  availability 
of  assistance  undor  the  prograa. 

6.  HUD  would  be  required  to  subait  annual  reports  during  the 
deaonstration  period  providing  information  regarding: 

a.  The  nuaber  and  types  of  aortgage  arrangeaents  Insured) 

b.  The  aacunt  of  hoaeownership  assistance  provided; 

c.  Assessaents  of  the  savings  realist  by  both  elderly  owners 
and  low-incoae  hoaebuyers  under  autual  benefit  coi^tgage 
arrangeaents. 

d.  Estiaates  of  the  benefit  of  autual  benefit  aortcreoe 
arrangeaents  in  proRot^.ng  hoaeownership  aaong  younger 
low-incoae  faailies;  and 

e.  As^essaent  of  potantial  long-tera  savings  to  federal 
asssitance  programs  for  the  fdderly. 

7.  Upon  the  conclusion  of  the  deaonstrax^ion,  HUD  would  be  required 
to  continue  aonitoring  aortgage  agreeaents  *in%ier  the  program 
and  to  provide  periodic  reports  to  Congress. 

III.    Sumaary  of  Program  Costs 

The  principal  costs  to  the  federal  government  under  the  pro'/osed 
dsBonstrat ion  prograa  can  be  sumoarised  aa  follows:  ' 

A.    Hoaeownerhip  assistance  provided  to  qualified  hoaebuyers  (in  aaounts 
intended  to  aako  up  the  difference  between  40  percent  of  the  hoae- 
buyer*8  I.^cone  and  the  negotiated  pciyment  on  the  mortgage). 
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PayMnts  advanced  to  Elderly  owners  In  need  of  additional  income 
above  the  aaount  provided  In  payaents  under  the  iMort9a9e  froa 
future  payments  under  the  r«ortgage  (this  would  involve  the  cost 
of  carrying  any  advance  pa^-aents  «ade,  or  »ny  feo  payaents  aade 
at  the  tiae  cf  the  loan  closing,  until  they  Jir<5  recovered  in  later 
payaents  on  the  aortgsge  or  upon  disposition  of  the  property). 

Reiaburseaent  of  eligible  adalnistrative  expenses  of  participating 
local  agencies  and  non-profit  organizations  <up  to  60  percent 
of  such  costs). 

Adainistratf ve  costs  associated     *-h  issuance  of  federal  aortgage 
insurance  (not  offset  by  aortgage  insurance  preaiuas)  and  with 
general  prograa  administration  ai.^  oversight. 
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PART  V.    REKTAL  HOUSIHC  VOUCHER  PROCRAM  CHANCES 


!•  PDRPOSE 

Tht  propcfil  would  expind  ind  rtstructure  the  current  HUD  rentil  bousing 
voucher  progria  to  iiprove  illocition  of  rental  subsidy  issistince  to  qualified 
elderly  renters  ind  to  assist  tbe  elderly  in  using  sucb  issistince  to  obtiin 
bousing  thit  is  botb  idequite  ind  ippropriite  to  tbeir  needs.  Tbe  proposil  is 
intended  to  iddress  tbe  principil  concerns  of  idvocites  for  tbe  elderly  tbit 
tbe  current  rentil  voucber  progru  is  oriented  principilly  towird  younger 
households,  thit  it  provides  little  incentive  ^o  expind  tbe  stock  of  iffordible 
rentil  bousing  or  to  mke  needed  iiproveaenvj  in  existing  units,  ind  tbit  it 
offers  little  belp  to  cider,  less  lobile  persons  in  finding  bousing  tbit  is 
botb  Bore  iffordible  ind  sore  suitible  to  tbeir  needs. 

Mijor  cbinges  in  tbe  current  rentil  voucber  progru  vould  include  i 
doubling  of  tb)  nusber  of  '*free  stinding"  vouchers  iviilible  to  issist  low*- 
incoae  renters  eicb  yeir,  i  specific  set-iside  of  issistince  for  elderly 
persons  ind  joint  idoinistrition  ind  iMocition  of  voucber  issistince  set-iside 
for  elderly  households  by  public  housia?  igencies  ynd  Arei  Agencies  on  Aging. 

II.  PROPOSALS 

A.  The  proposil  luthorizes  in  expinded  bousing  voucber  issistance 
prograa  thit  vould  provide  it  leist  100,000  new  uncoanitted,  or 
"free  stinding"  rentil  housing  vouchers  innuilly  to  quilified  low 
incose  households. 

1.  Tbe  luthorizition  would  not  include  vouchers  illocited  by  tbe 
HUD  Secretiry  for  speciil  purposes,  including  displiceaent 
issistince,  subsidy  repliceaent,  deaonstrition  progrias  ind 
ether  uses  estiblished  by  Congress  or  the  Secretiry« 

2.  Rentil  vouchers  provided  under  the  progrta  would  hive  a  tern  of 
five  yeirs  ind  could  be  renewed  upon  ipplicition  to  HUD. 

3.  Rentil  voucher  piyaents  would  be  idjusted  innuilly  to  reflect 
increises  in  generil  rentil  costs* 

6«  Of  the  totil  taount  of  new  uncoaaitted  rentil  vouchers  lutborized  in 
iny  fiscil  yitkt,  not  less  thin  40  percent  would  be  reserved  for 
issistince  to  elderly  individuils  or  to  households  beided  by  persons 
over  ige  62  [This  is  ipproxiaitely  the  level  of  rentil  issistince 
currently  received  by  elderly  persons  ind  households  under  current 
HUD  progrias] . 

1«  The  set-iside  of  rentil  vouchers  for  elderly  boveebolds  would 
ipply  to  regionil  ind  locil  illocitions  of  voucher^  is  well  is 
to  the  n*.  .ionil  progrin  (ilthough  the  Secretiry  \fould  hive 
liaited 
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authority  to  adjust  allocttions  tmoDg  areas  with  unusually  high 
or  lov  concentrations  of  eligible  elderly  households). 

2.  Regional  and  local  allocation  of  vouchers,  including  the  aaounts 
set  asida  for  elderly  assistance,  would  not  include  project- 
based  vouchers  allocated  directly  by  HUD  to  individual  housing 
facilities  as  inrt  of  special  project  development  programs  or 
demonstration  pi^grams,  or  for  replacement  of  expiring  rental 
subsidy  contracts. 

The  rental  vouchers  set  aside  to  »«fi8t  elderly  households  in  each 
locality  would  be  jointly  admiiiisteied  by  public  housing  agencies 
and  Area  Agencies  on  Aging,  ot  where  such  agencies  do  not  exist  by 
equivalent  local  agencies  designated  for  this  purpose. 

1.  Public  housing  agencies  would  continue  to  exercise  general 
responsibility  locally  for  the  administration  of  housing  voucher 
programs  and  for  processing  all  documentation  with  3UD. 

2.  Vith  regard  to  vouchers  set  aside  to  assist  the  elderly, 
however,  public  housing  agencies  would  cooperate  with  area 
agencies  in  providing  information,  placewent  and  other 
assistance  necesjary  to  assure  that  elderly  persons  receive 
appropriate  housing  assistance  under  the  program.  Specific 
areas  of  responsibility  retained  by  public  housing  agencies  in 
this  regard  would  include: 

a.  Maintaining  a  list  of  available  low-rent  housing  suitable 
for  occupancy  by  older  persons,  with  information  indicating 
any  special  features  or  available  services  appropriate  for 
older  persons. 

b.  Providing  inspections  of  availaMe  rental  properties  and 
periodic  inspections  of  properties  occupied  by  assisted 
tenants  to  assure  program  compl:  nee  by  property  owners. 

c.  Processing  applications  for  assistance  (or  renewals)  and  all 
other  required  documentation  with  BUD  area  offices. 

3.  Area  Agencies  on  Aging  would  assist  in  the  administration  of 
rental  voucher  assistance  reserved  for  elderly  households 
through  the  following  activities: 

a.  Prc/iding  initial  interviews  with  elderly  persons  applying 
for  assistance,  assisting  in  tut  preparation  of  applications 
for  assistance,  submission  of  necessary  income  verificat:ion 
information  and  providing  general  counseling  to  potential 
applicants  regarding  housing  assistance  and  related  services 
available  within  the  area. 

b.  Providing  assesrments  of  the  physical  capabilities  of 
elderly  epplicants  #nd  any  required  structural  or  supportive 
service  requirements. 
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c.  Rtcouending  placesent  of  elderly  applicants  is  the  most 
suitable  onits  available  to  accomodate  special  housing  or 
service  requiresents. 

d.  KaiDtclDiDg  waiting  list  of  eligible  elderly  applicants 
organized  by  housing  ueed  and  priority  (as  permitted  by  HUD) 
to  assure  tistly  and  proper  placement  when  vacancies  occur. 

4.  Staff  of  local  Area  ;igencies  would  exercise  such 
responsibilities  as  consultants  to  the  local  public  housing 
agencies  and  as  representatives  of  elderly  clients  applying  for 
assistance.  Vbile  public  housing  authorities  retain  local 
authority  for  overall  administration  of  the  program,  they  would 
be  obligated,  to  the  extent  possible,  to  accept  recommendations 
of  area  agency  staff  in  matters  reciting  to  priorities  for 
assistance,  housing  placement,  servicw  requirements  and  other 
recommendations  relating  to  elderly  applicants. 

5.  Activities  undertaken  by  area  agencies  involving  voucher 
assistance  would  be  part  of  broader  agency  prcgrams  providing 
housing  information  and  assistance  to  older  persons  in  the 
community. 

a.  Procedures  for  authorizing  area  agencies  to  provide  services 
under  the  program,  ani  to  receive  reimbursement  for  such 
services,  would  be  established  in  regul?*.ion  by  the 
Secretary  in  consultation  with  the  Secretary  of  SSS. 

b.  The  Secretary  would  provide  for  trailing  and  technical 
assistance  in  BUD  progress  and  procedures  for  participating 
Area  Agency  staff. 

6.  The  Secretary  would  establish  in  regulation  a  mei(:od  of  dividing 
fee  payments  for  the  administration  of  voucher  assistance  for 
elderly  households  between  the  two  pftrticipatin^/  agencies. 

The  rental  voucher  program  would  continue  to  give  priority  for 
ass^,5tance  to  persons  with  incomes  below  50  percent  of  area  median 
iLCom»^.  Hcvuver,  in  allocating  assistance  set  aside  for  elderlif 
households  within  this  priority,  additional  priority  would  be  given 
to  persons  witL  multiple  functional  disabilities  that  inhibit 
performance  of  daily  activities  and  to  persons  who  live  alone  with 
limited  assistance  or  support  of  family  or  friends. 

Housing  considered  appropriate  for  elderly  persons  sssisted  under 
the  program  would  be  units  determined  to  be  safe  and  well  maintained 
and  which  provide  appropriate  access  and  security  for  older  persons. 

1.  Such  units  would  include  single-family  ilings  or  separate 
parts  of  single-family  dwellings,  multi-unit  rental  facilities, 
group  housing  or  shared  housing  arrangements,  single  room 
occupancy  hotels  and  other  units  considered  appropriate  by 
public  housing  agencies. 
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2.  Eligible  uDits  vould  include  units  in  feder.^lly^assisted  housing 
projects  Dot  subject  to  rent  assistance  contracts  (e.g.,  Section 
231,  221(d)  projects,  etc.)  or  unassisted  units  in  projects 
receiving  limited  assistance  under  rent  subsidy  contracts  (e.g.. 
Sec.  236  projects). 


IIX.    PROGRAM  COSTS 

Estinated  costs  of  provit  ^ng  an  expanded  rental  housing  voucher  prograo 
of  100,000  vouchers  annually  would  be  approxiaately  twice  the  cost  of  HUD's 
current  prograc  providing  approximately  50,000  vouchers  in  the  current  fiscal 
year. 

The  average  amount  of  assistance  provided  with  each  voucher  has  been 
estimated  for  the  current  fiscal  year  as  $4,100  per  year  ($20,500  over  the  five* 
year  contract  period).  Current  year  costs  of  providing  50,000  vouchers  for  the 
five-year  contract  period  amount  to  $1,025  billion.  At  curreat  year  estimates, 
the  proposed  100,000  voucher  program  would  cost  approximately  $410  million  per 
year,  or  $2,050  billion  for  the,  five-year  contract  period. 

Administrative  fees  paid  to  public  housing  agencies  and,  under  the 
proposal  to  Area  Agencies  on  Aging,  would  also  be  twice  the  $25  million 
appropriated  annually  for  administration  of  the  voucher  program,  cr  roughly  $50 
million  each  year  (S250  million  during  the  five-year  contract  period). 
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PART  VI,    RgrORM  OF  THE  SECTION  202  HOUSIHG  PROGRAM 


!•  PgRPOSE 

Tbe  Section  202  housing  progrui  for  the  elderly  tod  hindictpped  has  been 
the  federal  governaeot*!  lost  successful  housing  initiative.  It  has  provided 
approximately  350,000  units  of  decent  and  affordable  housing  for  low-income 
elderly  and  handicapped  persons  in  more  than  3000  projects  located  in  all 
parts  of  the  country.  The  program  has  experienced  only  one  default  in  the 
nearly  thirty  years  since  in  inception  in  1959  and  has  few  projects  in 
serious  financial  difficulty. 

As  the  federal  government's  only  remaining  major  housing  construction 
program,  the  Section  202  program  has  come  under  increasing  criticism  ts  being 
too  costly  in  its  provision  of  both  construction  financing  and  costly  rental 
subsidies.  Federal  cost  containment  requirements  have  made  the  housing 
provided  under  the  program  increasingly  unattractive  to  potentiail  resid«ats 
and  federal  regulation  has  made  projects  burdensome  to  administer.  The  need 
for  basic  changes  in  this  important  housing  program  is  generally  recognized. 

As  currently  structured,  the  Section  202  program  involves  a  costly  and 
duplicative  financing  mechanism  through  which  HUD  extends  to  project  sponsors 
a  conventional,  amortized  loin  for  the  full  development  cost  of  a  project, 
tlien  pays  off  the  full  principal  and  interest  payments  with  Section  8 
subsidies.  Ir  essence,  HUD  is  both  making  the  loan  for  a  project  and  paying 
itself  back.  fbis  redundant  payment  scheme  absorbs  a  significant  amount  of 
budget  authoritr  in  HUD*s  budget  in  the  year  it  Authorizes  a  project  and  then 
requires  unnecessarily  high  annual  expenditures  (and  Treasury  Lorrowing)  to 
provide  Section  8  subsidies  over  twenty  years. 

HUD  has  never  attempted  to  address  this  financing  problem  directly. 
Instead,  it  has  sought  to  cut  costs  for  the  Section  202  program  by  such  means 
as  reducing  the  size  of  units  and  the  quality  of  project  construction, 
manipulating  rent  schedules  and  annual  rent  increases,  underfunding  project 
operations  and  reserves  and  attempting  to  sell  project  mortgages.  Vbilc 
reducing  costs  slightly,  these  actions  have  undermined  the  financial 
viability  of  many  projects,  reduced  resident  satisfaction  and  threatened  the 
long-term  availability  of  valuable  housing  assets  for  low-income  elderly  and 
handicapped  households. 

Tbe  proposal  would  continue  to  provide  eligible  housing  sponsors  with 
development  financing  in  the  form  of  direct  HUD  loans,  but  under 
significantly  altered  terms.  Payment  on  the  loan  would  be  deferred  for 
twenty  years,  after  which  it  would  either  be  repayable  with  interest  to  the 
government  or  forgiven  over  an  additional  twenty-year  period  in  which  the 
sponsor  agrees  to  continue  serving  low-income  elderly  and  handicapped 
persons.  There  would  no  longer  be  need  for  the  sizeable  Section  8  payments, 
since   rental    charges   would   not    reflect    the   major  cost  of  debt  financing 
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(which  is  often  as  luch  as  75  percent  of  Section  8  payaents  aade  to  Section 
202  projects).  Instead,  HUD  would  provide  jrating  deficit  payibnts,  where 
necessary,  to  cover  the  difference  between  rent  paysents  (which  would 
continue  to  be  30  percent  of  incoie)  and  a  significantly  rsduced  unit  rent 
based  on  project  operating  costs.  This  would  represent  a  substantial  savings 
annually  froa  what  would  otherwise  have  been  required  to  pay  Section  8 
subsidies  over  twenty  years. 

The  re font  proposal  is  also  designed  to  address  the  design  and  operating 
probleas  that  have  plagued  Section  202  projects  in  recent  years,  encouraging 
aore  innovation  in  design  and  services,  as  irell  as  providing  increased 
aanageient  flexibility.  It  also  proposes  to  reduce  federal  expenditures  by 
encouraging  cost-reduction  activities  and  greater  cost  sharing  by  state  and 
local  agencies  and  charitable  organizationi;,  by  providing  increased  eaphasis 
on  housing  rehabilitation  and  by  encouraging  greater  financial  involveaent  by 
potential  project  sponsors. 

The  proposal  continues  the  current  orientation  of  the  Section  202  program 
of  providing  housing  for  elderly  persons  who  are  capable  of  living 
independently  and  of  assisting  only  non-profit  housing  sponsors.  It  also 
continues  the  current  priority  of  serving  principally  very-low-incoae  elderly 
and  haadicapped  persons. 

II.  PROPOSALS 

A.   Project  Financing 


1.  The  HUr)  Secretary  would  bs  authofized  to  enter  into  contracts 
with  qualified  non-profit  housing  sponsors  to  provide 
construction  financing  assistance  in  the  fora  of  deferred-payaent 
loans  f?r  approved  project  developaent  costs.  Such  costs  would 
not  included  funding  for  costs  attributed  to  other  financing 
sources  in  the  project  application  (see  below.  Project 
Solectiot) . 

2.  Loans  for  project  financing  would  be  for  a  tera  of  20  years, 
during  which  no  payaent  would  be  required  of  the  housing  sponsor. 


3.  At  the  expiration  of  the  20-year  tera,  the  Secretary  would  be 
authorized  to  forcive  l/20th  of  the  outstanding  balance  of  the 
loan  for  every  year  in  which  the  sponsor  agrees  to  aa in tain  the 
project  '  for  use  by  low-incoae  elderly  and  handicapped  persons  and 
to  continue  jother  contract  agreeaents  required  by  the  Secretary. 
The  debt  would  be  forgiven  in  its  entirety  at  the  end  cf  40 
years. 

4.  If  after  the  expiration  of  the  20-year  tera  of  the  loan  a  sponsor 
chooses  to  repay  the  loan  and  convert  the  project  to  other  us' 
other  than  rental  housing  for  low-incoae  elderly  and  handicapped 
persons,  ths  sponsor  would  be  required  to  pay  to  BUD  an  aaount 
equal  to  the  full  aaortized  value  of  the  outstanding  balance  of 
the  loan,  pluc  "negative**  aaortization  on  interest  on  deferred 
debt  payaents. 
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B.  Operating  Budget  ind  Unit  Rents 

1.  The  Secretary  would  be  required  to  approve  an  initial  annual 
operating  budget  for  each  project  assisted  under  the  program. 

2.  The  annual  operating  budget  would  incorporate  all  **necessary  and 
reasonable**  costs  of  operating  and  maintain  a  project,  including 
contributions  to  operating  and  replacement  reserves. 

U«  Unit  rents  would  be  established  for  each  project  on  the  basis  of 
a  proportional  distribution  of  annual  operating  costs  among  all 
units.  Adjustments  wou'id  be  made,  as  currently,  for  larger  units 
or  for  any  unitt  having  special  service  features. 

4.  Unit  rents  would  be  adjusted  annually  to  reflect  the  most  recent 
data  available  on  rents  and  operating  costs  in  the  market  area. 
In  approving  rent  increases,  the  Secretary  would  also  consider 
the  level  of  increase  generally  anticipated  in  the  incomes  of 
qualified  elderly  residents. 

C.  Tenant  Kent  Payments  and  Excess  Revenue 

1.  Eligible  residents  of  a  project  would  continue  to  pay  30  percent 
of  adjusted  income  for  rent  as  currently  required. 

2.  Rent  payments  by  tenants  that  exceed  the  unit  rent  (as  determined 
on  a  per  unit  allocation  of  the  operating  budget)  would  be 
retained  by  the  project  sponsor  for  the  purpose  of: 

a.  Offsetting  deficits  elsewhere  in  the  project  (other  unit 
rents,  vacancies,  unanticipated  costs,  etc.),  or 

b.  Funding  additional  operations  or  replacement  reserves  as 
permitted  by  the  Secretary. 

3.  In  projects  where  total  rent  payments  consistently  exceed  the 
project's  operating  budget,  particular 1.^  as  a  result  of  cost- 
efficient  management,  the  Secretary  could  waive  the  30  percent 
income^-to-rent  requirement  for  tenant  rent  payments  to  permit 
lower  rent  payments  by  residents  of  the  project. 

D.  Operating  Deficit  Assistanct 

1.  The  Secretary  would  be  authorized  to  enter  into  contracts  with 
project  sponsors  to  provide  operating  deficit  payments  to 
projects  in  which  total  rent  payments  are  insufficient  to  meet 
annual  operating  costs,  and  the  resulting  deficit  is  not  made  up 
by  other  sources  of  revenue  (see  below.  Project  Selection)* 

a.  The  amount  of  operating  deficit  assistance  would  be 
determined  by  the  Secretary  and  would  be  attributable,  on  a 
per  unit  basis,  to  \mits  occupied  by  tenants  income  incomes 
below  50  percent  of  area  median  income. 
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b.  The  Secretiry  would  hive  the  option  of  providing  idditionil 
operating  deficit  isfiftance  for  units  occupied  by  persons 
with  incoaes  between  50  percent  and  80  percent  o:  ledi&n 
incoie  for  projects  in  areas  determined  by  the  Secretary  to 
be  high  cost  areas  or  which  have  very  low  area  ledian  incoae, 
or  where  warranted  by  overall  project  finances. 

c.  The  total  uiount  of  deficit  assistance  provided  could  not 
exceed  the  anticipated  operating  deficit  for  the  year. 

d.  operating  deficit  payient  contracts  would  be  renewed  annually 
and  nay  consist,  at  the  Sectetary's  discretion,  of  payients 
■ade  either  on  nn  annual,  periodic  or  Monthly  basis. 

2.  For  projects  experiencing  ainiaal  operating  deficits,  the 
Secretary  aay,  in  lieu  of  providing  subsidy  payients,  perait 
adaission  to  the  project  of  elderly  or  handicapped  persons  with 
incoaes  between  80  percent  and  110  percent  of  aedian  incoae 
capable  of  paying  aarket  rate  rents  established  by  ths  Secretary. 

a.  Eligible  residents  aust  be  deterained  to  required  the 
services  or  aaenities  provided  in  the  project  to  aaintain  an 
independent  life-style. 

b.  Adaission  of  tenants  in  this  incoae  category  could  not  exceed 
10  percent  of  the  total  units  in  a  project. 

Tenant  Eligibility  and  Adaissiods 

2.  Eligible  residents  of  an  assisted  project  aust  have  adjusted 
incoaes  below  80  percent  of  area  aedian  incoae,  except  where 
otherwise  peraitted  by  the  Secretary  (see  above  Sec.  D  (2)). 

2.  Hot  less  than  70  percent  of  the  total  nuaber  of  units  in  • 
project  would  be  occupied  by  persons  with  incoaes  below  50 
percent  of  area  aedian  incoae. 

3.  The  Secretary  would  be  required  to  encourage  adaission  of  a 
larger  proportion  of  very-low-incoae  residents  by  aaking 
available  sufficient  operating  deficit  assistance  to  cover  all 
units  occupied  by  such  residents,  up  to  100  percent  of  the  total 
units  in  a  project. 

4.  Additional  priority  in  adaission  of  incoae<-eligible  elderly  and 
handicapped  persons  would  be  provided  to: 

a.  Persons  with  aultiple  functional  disabilities  who  require  the 
services  available  in  thn  facility  to  aaint^in  an  independent 
living  style;  or 

b.  Persons  living  alone  with  little  or  no  public  assistance  or 
informal  support  froa  family  or  friends. 
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Project  $i2a  and  Dagian 

1.  Application  for  affistanct  would  be  lade  by  eligible  sponsors  for 
a  specific  nuaber  of  units  considered  appropriate  to  accouodate 
the  potential  resident  population  identified  in  a  larket  survey 
(but  not  lore  tbtn  the  total  units  assigned  under  the  progrtB  for 
tbe  larket  area).  Distinctions  would  be  lade  in  tn  applicttion 
between  single-occupancy  and  double-occupancy  units  (instead  of 
tbe  current  designation  aaong  efficiency,  one^bedrooi  and  two* 
bedrooB  units) . 

2.  HUD  would  establish  an  overall  size  liiitation  for  a  selected 
project  bas»d  on  tbe  approved  number  of  single-occupancy  and 
double-occupancy"  units,  plus  couon  space  amounting  to  10  percent 
of  tbe  total  proposed  floor  space  of  a  project. 

3.  HUD  would  also  establish  overall  cost  limitations  for  tbe  project 
based  upon  per  unit  coaitruction  or  rehabilitation  costs  for  the 
area  attributable  to  single-occupancy  and  double-occupancy  units 
and  multiplied  by  the  total  number  of  approved  units. 

4.  Vithin  the  broad  size  and  cost  limitktions  established  by  HUD, 
the  project  sponsor  would  have  flexibility  to  adjust  the  style  or 
size  of  units  included  in  the  project  as  determined  desirable  to 
potential  residents  in  a  market  survey,  except  that  all  units 
approved  double  occupancy  must  be  one-bedroom  units.  If 
determined  to  improve  marketability,  the  sponsor  could  provide 
increased  nuubers  of  efficiency  units,  one-bedroom  units  or 
intermediate-size  units.  Additional  common  space  above  the  10 
percent  level  could  also  be  provided  by  reducing  the  size  of  all 
or  some  units  or,  alternatively,  a  sponsor  could  seek  to  enlarge 
all  or  soma  units  by  reducing  common  space. 

5.  The  Secretary  would  encourage  innovative  and  attractive  design 
and  allocation  of  space,  except  that  such  design  must  incorporate 
special  construction  (!esign  and  service  features  required  by  the 
Secretary  as  necessary  to  meet  the  needs  of  tho  elderly  and 
handicapped  and  must  not  incorporate  elaborate  or  extravagant 
design  features  or  materials. 

6.  The  Secretary  would  also  be  required  to  encourage  construction  or 
rehabilitation  in  accordance  with  life-cycle,  cost-effective 
energy  conservation  performance  standards  established  by  the 
Secretary  to  ensure  the  lowest  total  development  and  operating 
costs  over  the  estimated  life  of  the  facility. 

Project  Cost  Limitations 

1.  In  estimating  unit  cost  limitations  to  determine  overall  cost 
limits  for  a  project  to  be  developed  under  tbe  program,  the 
Secretary  would  take  into  consideration: 

a.  The  special  design^  construction  and  operating  features 
required  to  be  incorporated  in  housing  for  elderly  and 
handicapped  tenants. 
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b.  A  retsoDtble  estiaate  of  the  necessary  costs  of  designingf 
developing  and  laintaining  a  project  in  the  sarket  area. 

c.  Tbe  cost  of  Meeting  energy  conservation  performance  standards 
required  by  the  Secretary. 

2.  Unit  cost  liiitations  eitablisbed  for  projects  serving  elderly 
and  handicapped  bouiebolds  would  be  distinct  from  unit  cost 
deterainatioai  applicable  to  other  types  of  bousing  assisted  by 
HUB. 

3.  The  Secretary  would  be  required  to  adjust  unit  cost  limitations 
eitabliihed  for  the  program  not  less  than  annually,  to  reflect 
changiti  in  the  general  level  of  construction  costs  as  measured  by 
a  recognized  national  index  oi  construction  costs  [Boeckh ' s 
Index,  Dodge  Conitruction  Index,  etc.]  selected  by  the  Secretary 
for  thii  purpose,  or  by  a  broad  index  of  national  construction 
costs  established  by  the  Secretary  for  this  purpose. 

project  Selection 

1.  In  selecting  from  anong'  eligible  project  applications,  the 
Secretary  would  give  priority  to  project  proposals  incorporating 
one  or  more  of  the  following  ccst-containment  features. 

m.  Proposals  to  provide  housing  through  rebabilitaxioa  of 
existing  structures  where  the  Secretary  determines  that 
program  standards  can  be  achieved  through 'rehabilitation  at 
Icrer  cost  than  new  construction. 

b.  Proposals  that  eliminate  or  significantly  reduce  the  cost  of 
land  acquisition  for  a  project  either  by  means  of  donations 
of  land,  purchases  at  substantially  below  market  value,  or  by 
long-term  le»se  either  from  «  public  agency  or  from  private 
owners  under  ''incentive"  zoning  arrangements  required  by 
public  agencies. 

1)  .  Any  land  provided  or  obtained  must  be  deeded  outright  to 

the  project  sponsor,  or  in  the  case  of  a  public  agency, 
may  be  leased  at  no  cost  or  minimal  cost  to  the  sponsor 
for  a  term  of  not  lass  than  40  years. 

2)  *  Land   made   available  under  incentive  zoning  arrangements, 

under  which  developers  convey  use  of  a  property  for  low- 
income  housing,  must  be  leased  to  the  sponsor  at  no  cost 
for  a  term  of  not  less  than  50  years. 

c.  Proposals  to  provide  a  rental  subsidy  fund,  with  financing 
provided  either  by  the  sponsor,  state  or  local  programs  or 
other  charitable  sources,  or  a  combination  of  such  sources, 
to  assist  rent  payments  (up  *"i  the  unit  rents)  of  low  income 
residents  in  a  project.  Subsidy  commitments  would  be  for  a 
minimum  proportion  of  units  and  for  a  duration  which  the 
Secretary  would  establish  in  regulation. 
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d.  Proposils  that  provide  grants  or  other  assistance  to  the 
■ponsor  froft  public  agencies,  foundations  or  otber  charitable 
sources  to  fund  project  developient  costs  (including  project 
planning,  design,  site  prepatttion,  legal  fees,  etc.)  which 
the  Secretary  determines  are  sufficient  to  reduce  federal 
long  ten  financing  and  deficit  subsidy  costs  for  the 
project. 

e.  Proposals  involving  coaaitient  of  funds  and  services  by  the 
spo&sor,  other  charitable  sources  or  public  programs  to 
provide  a  prograa  of  services  within  the  project  for  the 
benefit  of  low-incoae  residents. 

1)  Services  provided  lust  be  in  addition  to  those  required 
to  be  incorporated  in  the  structure  and  routine  operation 
of  the  project. 

2)  Services  aay  include  transportation,  recreation, 
housekeeping,  seals,  personal  care  or  other  services  that 
Bay  be  required  by  residents  either  on  a  temporary  or  a 
continuing  basis. 

3)  Commitments  of  funding  and  in-^kind  services  must  be 
sufficient  to  meet  minimal  requirements  for  such  services 
(both  in  terms  of  amount  and  duration)  tsttblished  by  the 
Secretary. 

2.  All  applications  for  assistance  #ould  have  to  incorporate  at 
least  one  cost-reduction  feature  in  the  project  proposal  to 
be  considered  for  assistance  under  the  program.  Highest 
priority  would  be  given  to  project  proposals  incorporating 
more  than  one  cost-reduction  feature. 

3.  Cost  reduction  priorities  would  not  replece  existing 
priorities  for  the  Section  202  program  established  by 
Congress  or  the  Secretary. 

4.  The  Secretary  could  waive  the  requirement  of  incorporating 
cost-containment  features  in  areas  with  significant  demand 
for  low-cost  rental  housing,  which  have  been  underserved  by 
the  Section  202  program  in  the  past  or  which  the  Secretary 
determines  to  have  limited  public  or  charitable  sources  of 
assistance. 

III.    PROGRAM  SIZE  AND  COST 


The  urogram  envisioned  by  the  pioposal  would  be  approximately  the  sane 
size  as  che  current  Section  202  program  in  terms  of  providing  12,000  units  o.* 
specially  designed  housing  for  relatively  Independent  low-incoae  elderly  aoJ 
handicapped  persons. 
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GivtD  the  coit-reductioD  and  cost-sharing  InceDtives  in  the  proposal,  it 
if  likely  that  annual  budget  authority  for  the  progrts  would  be  considerably 
below  the  $592,661,000  provided  for  Section  202  in  current  year 
appropriations.  A  conservative  estisate  of  the  potential  savings  in  long- 
term  construction  financing  under  the  proposal  would  be  froi  15  percent-20 
percent  of  current  budget  authority,  asounting  to  between  $90  ■illion-S120 
Billion  annually.  The  actual  level  of  prograo  saviLgs,  however,  would  depend 
upon  decisions  to  be  lade  by  potential  project  sponsors  and  the  general 
availability  of  non-federal  resources. 

Considerable  savings  would  also  be  realized  in  the  change  fros  Section  8 
subsidies  to  deficit  assistance  payments.  Deficit  assistance  payments  would 
apply  only  to  units  occupied  by  residents  with  very-low  incomes  (except  where 
otherwise  permitted  by  HUD)  and  would  only  cover  the  difference  between  what 
the  tenant  pays  (30  percent  of  income)  and  an  operating  unit  rent,  which  in 
many  instances  would  be  25*-30  percent  of  the  level  of  rents  subsidized  with 
Section  8  payments. 

Deficit  9^'istance  payments  could  reduce  per  unit  subsidy  costs  from  the 
current  aver  Section  8  payment  in  Section  202  projects  of  $556.50  per 
month  ($6,6..  per  year)  to  as  little  as  $100-$150  per  month  ($1,200-$1,800 
per  year)  for  very  low  income  tenants,  with  payments  declining  substantially 
as  resident  adjusted  income  exceeds  $5,000  a  year. 

On  this  basis,  it  is  possible  to  project  expenditures  for  subsidy 
a.isistance  as  approximately  $16  million  per  year  for  the  entire  program*  and 
$320  million  during  the  twenty-year  contract  period.  This  represents  a 
substantial  reduction  in  cost  from  the  $80  million  in  Section  8  subsidies 
provided  each  year  under  current  Section  202  contracts,  which  amounts  to  $1.6 
billion  in  total  expenditure  over  the  twec^y-year  contract  period. 

The  proposal  is  des^aned  to  produce  overall  savings  under  the  Section  202 
program  of  approximately  $1  billion  in  combined  financing  and  rental  subsidy 
assistance  over  the  twenty-year  contract  term  of  the  program.  Thin  level  of 
projected  savings  assumes  that  the  Treasury  will  absorb  i  large  portion  of 
the  construction  financing  provided  tinder  the  program  to  projects  which 
maintain  the  low-income  character  of  the  project  for  the  full  40-year 
Veriod.  The  propositi  has  the  additional  benefit  of  providing  relatively  low 
subsidy  assistance  payments  that  would  be  less  costly  to  continue  after  the 
expiration  of  the  twenty-year  initial  contract  period  than  the  sizeable  cost 
that  will  be  required  to  replace  Section  8  contracts  under  the  current 
Section  202  program  that  will  begin  to  expire  in  the  mid-1990s* 
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PART  VII.    EXPIRING  SECTION  6  SUBSIDY  CONTRACTS  IN  NON-PROFIT  HOUSINO 


I.  PURPOSE 


To  provide  for  the  renewtl  of  expiring  Section  6  rental  aaalatance 
contracta  in  non*profit  aponaored  facilitiea  for  aldarly  and  handicapped 
peraona  in  order  to  preserve  luch  houaing  for  uaa  by  low  and  moderate 
Incoae  realdenta.  The  proposal  providea  differing  renewal  approachea 
for  older  and  newer  (peat- 1974)  facilitiea  l>aaed  on  the  Mrked  difference 
in  their  aubaidy  arrangeaenta  with  HUD.  For  the  former ,  the  approach 
la  one  of  ainialsing  potential  coat  to  the  federal  governaent  of  continuing 
aaslatance  while  providing  additional  funding  to  help  upgrade  facilitiea 
In  need  of  repair.  For  newer  projectat  the  propoaal  atteapta  to  aeet 
the  aubatantial  potential  coat  of  renewing  aubaidy  contracta  in  a  aannrr 
dealgned  to  ainlaite  long  term  federal  expenditurea  and  borrowing  coata. 


II.  ISSUES 


It  ia  unlikely  that  Co«igreaft  will  authorise  sufficient  funding  to 
extend  all  expiring  Section  t  rent  aubaidy  contracts  In  their  current 
fors.  To  do  ao  would  be  to  add  aignif leant ly  to  the  amount  Congreas 
borr.vv^e  annually  to  fund  govern*ent  operations.  One  alternative  %Muld 
be  to  continue  the  current  adainiatratior/a  policy  of  allowing  contracta 
to  expire*  offering  five-year  houaing  vouchera  where  necessary  snd  as 
available.  The  approach  ia  clearly  the  leaat  coatly  option  for  the 
Treasury  and  »ay  provide  aufflcient  funda.  in  the  abort  teni.  for  aose 
older  Sec.  236  and  Sec.  202  projecta  where  the  loan  ratea  are  low,  where 
only  a  portion  of  the  unite  were  actually  aubaidised  and  where  **Mrk')t 
rate**  rentera  had  been  peniitted.  Howevsr*  thia  approach  would  be  cleanly 
inade^ati  for  newer  projecta  that  era  heavily  dependent  on  Section 
6  subsidies. 

The  financisl  snd  tax  incentives  proposed  in  H.R.  4  to  encourego 
owners  of  sssisted  projects  to  retsin  units  for  low-iocoM  uss  clesrly 
iaprscticsl  for  non -profit  sponscrs  of  Sec.  202  elderly  proXetcts.  The 
finencisl  incewtivss  proposed  are  wholly  Inadequste  to  replace  the  current 
rentsl  subsidiss,  whils  the  tsx  credits  and  other  tax  incentives  cannot 
be  uaed  by  non-profita  (alnce  ayndication  of  a  jproperty  la  prohibited 
under  Sec.  202). 

Non-profit  projecta  retire  aoae  for*  of  continued  subsidy  to  pemlt 
continued  operation  for  low  Income  tenanta  beyond  the  20«yaar  coMltMnt* 
period.  Some  projecta  My  require  additional  asslsteace  (or  deferral 
of  lo«n  repaysents)  to  penilt  repairs  needed  to  Mlnteln  the  property 
in  sound  condition. 


FACILITIES  FOR  THE  ELDERLY  AND  HANDICAPPED 


58 


i 


93 


III.  PROPOSALS 


2. 


3. 


ring  Sec.  6  Contracts  in  Older  Elderly  Hoyln<y  Projecta 


Assistance  would  apply  to  expirirKT  Section  8  rental  assistance 
(conversion)  cot^trscts  in  older  Section  202  and  Section  236 
projects  which  hold  losn  contrscts  or  aortys^e  subsidy  contracts 
at  low  interest  rates  (Sec.  202,  3^-3.5%;  Sec.  236.  subsidiiced 
to  IX).  have  a  United  proportion  of  renters  payiny  "asrket* 
rents,  and  have  a  fixed  porcentsye  of  units  receiving  Section 
d  rental  assistsnce. 


With  rezpect  to  such  projects,  the  Secretary  would  be  required 
to  provide  rents I  housing  vouchers  for  each  unit  subsidized 
under  exist in9  contrsct  a9ree««nts. 

Such  vouchers  would  be  sssigned  to  the  project,  not  to  individual 
tenants,  for  s  tern  of  five  yesrs,  and  would  be  renewable  «t 
the  owners  request  and  continued  eliyibility  of  the  project 
for  ten  sdditional  years.  Th«  vauchars  sssi^ned  to  the  project, 
and  sny  renewsls,  would  not  be  included  in  the  rentsl  voucher 
allocation  set-sside  fcr  elderly  assistsnce  for  the  nsrket 
area  in  which  the  project  is  included  (see  Housing  Voucher 
propossls*  Part  VI). 

The  Secretary  would   slso  be  required   to  provide  additional 
aaaiatance  to  qualified  projecta  experiencing  lon^-ter*  operating 
deflcitis  that  are  not  corrected  with   the  aaa£atance  provided 
by   rental    vouchera.    or    thoaa    in  aarioua   ne«d  of  atructural 
repair  or  iaprovewant.     Such  aaaSatance  mmy  be  provided  through 
any  of  the  following  actiona,  or  any  cottbinstiona  of  actiona: 

a.  Provida  operating  deficit  aaaiatsnca  under  Sec.  20l  of 
1978  Houaing  and  Comunity  D«valop*ent  Act  Aaendaenta. 
providing    operating    deficit    aaaiatance    for  "troubled" 

'mjit'ifaaiiy  rental  project.  (Sec.  202  aligibility  for 
auch  aaaiatance  would  be  provided  in  aiacellaneoua  elderly 
houaing  asendMnta*  Part  III). 

b.  Aaaign  additional   houaing  vouchera  to  the  project  beyond 
thoae  required  to  replace  unite  under  exiating  contracta. 
The  Secretary  would  be  authorized  to  provide  auch  aaaiatanc* 
on  an  annual  baais*   for  perioda  of  lesa  than  five  yeara. 

c.  Defer  all   or  a  portion  of  «  project's  annual  mortgage 
payment ,  wher*  project  Mortgages  ar«  held  by  KUD  (principally 
Sec.  202  projecta). 
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Pcrait  projects  wi;:h  units  occupied  by  Umta  paying  Mrket 
rata  ranta   to  rata  in  th«  "exosaa  ravenua*  fro*  such  rent 
P«)rMnta  abova  tha  baaa  rent  for  unita  (rather  than  returning 
thia  a^Hint  to  HUD). 


5.  To  qualify  for  «uch  aaaiatanca*  and  to  reMin  elivlble  for  auch 
aaaiatanca,  project  aponaora  mumt  agree  to  maintf  \  the  low- 
end  aoderate<-inco«e  charecter  of  the  project,  continuing  to 
aarve  all  exiating  reaidanta  and  freeing  to  retain  the  nix 
eaong  eligible  tenant  income  groupa  that  had  been  provided 
in  prior  contract  agr  ,e«enta. 


Expiring  Sec.  8  Contrecta  in  Poat-1974  Sec.  202  ProJecte 


1.  Aaaiatance  would  epply  to  expiring  Section  8  rentel  eaaiatance 
contrectfi  for  projects  epproved  by  the  Secretery  under  the 
reviaed  Sec.  202  program  (poat  1974)  in  which  all  project  unita 
are  eaaiated  with  Section  8  eaaiatance. 

2.  Uith  ^.ipect  to  auch  projecta,  tha  SecreUry  would  be  required, 
upon  appropriete  epplicetion  by  project  apockaore.  to  forgive 
debt  repayaante  on  tha  inaured  aortgage  loan  for  eny  year  in 
which  a  aponaor  agreea  to  Maintain  the  project  for  uaa  by  low* 
end  •oderete^incoM  tenanta.  the  aw>unt  to  bo  forgiven 
annually  would  bo  oquel  to  1/20  of  the  ouUtanding  belence 
of  the  oortgikTO  et  the  tioo  of  epplicetion. 

3.  the  Secretary  would  bo  further  re<|uSred  to  oontrect  with  auch 
aponaora  to  provide,  in  piece  of  the  full  Section  8  aubaidy 
(which  covered  debt  repayoent  in  edditioa  to  »oat  operating 
maintenance  and  reaerva  coata)  an  operating  aubeidy  repreaenting 
tha  difference  between  reeident  rent  pay»enta  {30%  of  incooe 
«ec  provided  in  Section  8)  and  e  amaller  "opereting*  rent  for 
the  unit. 

a.  .Operstiog  rente  would  bo  eatabliahed  for  each  St  by  «he 
Secrotery  upon  epprovel  of  an  annual  opereting  budget 
aubaittod  by  the  project. 

>.  For  projects  with  contrecta  dated  prior  to  October  1.  1981. 
•he  Secretary  would  continue  to  permit  reeidence  by  eligible 
tenanta  capable  of  paying  market .  rente,  which  would  be 
eatablia^ed  by  the  Secretary.  The  Mount  of  opereting 
deficit  paymentii  provided  to  the  project  woold  bo  reduced 
by  any  excesa  revenue  frtm  auch  rent  peymenta  above  the 
opereting  •^nt  ettributabla  to  tha  unitm. 
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c.      0perahin9  budget   deficit   p«y»ents  would  continue  to  be 
p«id    for   any   year    in  which  a  project's  Mortgage  debt 
pay»ents  are  forgiven  by  the  Secretary. 

4.  To  qualify  for  assistance,  and  to  remain  eligible  for  assistance, 
a  project  sponsor  eust  agree  to  maintain  the  low-  end  soderate- 
incoae  character  of  the  project  by  continuing  to  serve  all 
existing  residents  in  the  project  end  to  aaintaln  the  ssm 
mix  asong  eligible  tenant  income  groups  required  in  prior  contract 
agreesents. 


tNote;  The  proposal  would  have  the  Treasury  absorb  the  cost  of  the 
aeortized  mortgage  debt  repayment,  either  initially  for  tha  entire  debt 
or  the  annual  amount  for  each  year  a  project  is  eligible*  and  to  provide 
a  greatl*/  reduced  subsidy  payment  representing  a  portion  of  the  operating 
budget  for  the  project.  In  technical  terms,  the  cost  to  the  government 
would  be  similar  as  under  Section  8- -the  cost  of  debt  repayment  plus 
operations.  However*  the  proposal  carries  the  advantage  of  reducing 
the  higher  administrative  and  borrowing  costs  over  time  involved  with 
the  much  larger  Section  d  payments.  This  would  represent  even  greater 
aavinga  should  rising  interest  rates  significantly  increase  tha  cost 
of  Treasur*/  borrowing  in  future  years.  ] 


C.    Section  202  Oper>«ting  Assistance  Fund 


1.  The  Secretary  shall  establilsh  a  continuing  fund  to  provide 
operating  deficit  payments  for  eligible  Section  202  projects 
receiving  assistance  under  Part  B. 

2.  Funding  for  the  Operating  Assistance  Fund  would  be  provided 
from  monthly  payments  on  HUD-hsld  mortgages  for  all  Sec.  202 
projects  with  Section  S  contracts  that  have  not  reached  their 

•  20-year  expiration.    The  fund  would  be  established  with  mortgage 
payments   for   the   flr^*:  month  of   the   fiscal   year  following 
enactment  of  authorising  legislation. 

3.  Amounts  contained  in  tha  Operating  Assistance  Fund  would  be 
used  only  for  the  following  purposes: 

a.  .oeyment  of  operating  deficit  subsidies  for  projects  with 
expired  Section  6  assistance  contracts,  as  provided  in 
Part  B;  and 

b.  Provision  of  short-term,  below-market  interest  rate  loans 
for  property  improvement  to  project  sponsors  receiving, 
operating  subsidies  from  the  Fund»  wftiere  the  Secretary 
determines  that  sufficient  excess  funds  exist  for  this 
purpose.  The  Secretary  would  parser ibe  in  regulation 
the  terms  and  conditions  for  the  loans. 
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I  Note:     The  purpose  of  the  Operating  Assistence  Fund  is  *-o  set  aside 
funding  in  advance  to  provide  continuing  subsidy  essistar.ce  for 
Sec.  202  projects.    This  would  reaove  the  uncertainty  about  the  availability 
of  continued  subsidy  assistsnce»  peniit  long-tera  planning  and  iaproveaent 
of  projects   and  encourage  aost   project  sponsors  to  continue  serving 
lower 'incoM  elderly  persons  for  an  extended  period  beyond  the  expiration 
of  the  Section  6  contract. 

The  propossl  hss  the  added  advantage  for  housing  policy  of  removing 
extended  subsidy  coMiitaents  froM  estiaates  of  "new**  funding  for  HUD 
prograas  in  annual  budgets  and  appropriations  which  could  be  subject 
to  across-the-board  cuts  in  budgets  or  appropriations  resolutions. 
Funding  of  the  annual  subsidy  agreeaents  would  constitute  a  technical 
transfer  between  funds*  rather  than  requests  for  new  funding.  This 
%iould  perait  expenditures  on  behalf  of  existing  siibsidy  coaaitaents 
in  future  years  without  visibly  increasing  the  nuaber  of  new  increaental 
units  assisted  by  HUO»  thus  asking  both  new  assistance  and  subsidy 
replaceaent  prograas  less  vulnerable  to  reduction. 

The  approach  does  have  the  problea  of  requiring  HUD  to  set-aside 
funding  that  would  otherwise  be  used  in  the  budget  as  a  receipt  to  off- 
set obligations  due  on  Treasury  borrowing  to  fund  the  HUD  aortgage  or 
other  operations.  This  would  provide  a  technical  addition  to  current 
deficits  for  the  purpose  of  reducing  expenditures  and  likely  deficits 
in  the  aid-to-late  19908.  While  this  aay  be  logical,  the  problea  of 
reducing  current-year  deficits  aay  preclude  it.  An  option  aight  be 
to  divide  repayaents  equally  between  the  Operating  Assistance  Fund  and 
HUD's  repayaent  account  to  spread  the  cost  out  over  a  longer  period. 
This  approach  aight  require  additional  Treasury  payaents  to  suppleaent 
the  Fund  in  future  years. I 
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pw  yiii,  mscmjufgoos  kldexly  Eousiyg  phoguk  akbidmewts 


I*  PUKPOSg 

A  nuabtr  of  strious  probltu  in  lUD's  proctsslna  of  ntw  projects  or 
tdainistrttioD  of  txistina  facilities  for  the  elderly  end  handicapped  lust  be 
addressed  in  any  coiprehensiTe  elderly  housing  legislation.  The  proposed 
aaendnents  to  change  existing  prograss  or  BUD  procedures  are  intended  to 
rectify  long-standing  problems  relating  to  calculation  of  rent  increases, 
adaission  policies,  unit  preferences,  tenant  rent  payments,  project  repair 
and  project  cancellation  policies*  liendments  to  enhance  the  standing  and 
qualifications  of  administrators  of  elderly  housing  facilities  are  also 
proposed* 

IX*  PROPOSALS 

A-   Changes  in  Calculation  of  Fair  Market  Rent  Increases 

The  proposal  addresses  the  problems  for  owners  ot  Section  202 
projects  created  by  lUD's  manipulation  of  the  fair  market  rent 
calculation  process  as  a  basis  for  adjusting  rents  (and  corresponding 
Section  8  payments)  and  its  delay  in  providing  fair  market  rent 
adjustment  factors  for  updating  rents* 

It  would  amend  Section  8(c)(1)  to  require  annual  updating  of  fair 
market  rents  based  on  the  most  accurate  data  available  to  HUD  and 
adjusted  forward  to  remain  current  for  the  fiscal  year* 

It  would  also  amend  Section  b (c)(2)  to  require  a  separate 
schedule  of  fair  market  rents  and  adjustment  factors  for  elderly 
housing  facilities  which  would  take  into  account  any  additional 
''actual  and  necessary**  costs  of  operating  and  maintaining  facilities 
^  with  special  features  required  to  meet  the  needs  of  elderly  and 
handicapped  residents* 

B*   Admission  Restrictions  on  Low  Income  Persons 

The  proposed  amendment  would  change  current  law  to  prevent  BUD 
from  restricting  all  new  admissions  in  assisted  housing  projects  with 
Section  8  contracts  dated  after  October  1,  1981,  to  persons  with  very 
low  incomes  (incomes  below  50  percent  of  area  median  income). 

It  would  continue  to  give  priority  for  admission  to  very  low 
income  persons,  but  would  permit  admission  of  low  income  persons 
(incomes  between  50  percent  and  80  percent  of  area  median  income)  in 
Section  202  projects  and  other  facility-based  programs  up  to  a  limit 
established   for  each  program  by  the  Secretary.   Total  admissions  of 
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low  incoit  ptrsoDS,  vhen  coibined  for  til  HUD  ttsistance  progrtBS, 
would  main  btlow  the  5  perctnt  Itvel  requirtd  in  1981  Itgislttion. 

C.  riexiblt  Optr»ting  Aiiiitance  for  Oldtr  Stction  202  Proitcti 

^  Tht  aatDditnt  would  lakt  Station  202  projtcts,  which  «re  tt  Ittst 

15  yttrs  old,  tligiblt  for  optrttin?  deficit  tssistance  under  the 
Section  201  "Troubled  Projects**  operttin?  subsidy  assistance 
proffraB.  Assistance  under  Section  201  is  provided  in  aaounts 
deterained  by  BUD  to  be  necessary  to  help  restore  financial  soundness 
or  to  Maintain  the  low-  and  loderate-incoae  character  of  a  project. 
Currently  Section  202  projects  do  not  qualify  for  BUD  assistance 
either  for  operating  assistance  or  for  lajor  repair  or  renovation. 

D.  Reduction   in   Tenant   Rent  Favsents  for  Klderly  Peraoni  in  Efficiency 
Units 

The  aaendient  addresses  the  increasingly  difficult  larketing  and 
financial  problems  for  Section  202  facilities  created  by  BUD's 
ainiiuB  requirements  and  clear  priority  for  efficiency  units. 
Elderly  residents  express  resentment  at  paying  the  same  rent  (as  a 
percentage  ^of  income)  for  efficiency  units  as  for  larger  one*-bedrooB 
.  units  and  either  delay  entering  a  facility,  where  possible,  to  obtain 
a  one-bedroom  unit  or  move  to  one-bedroom  units  as  soon  as  possible 
after  initial  assignment  to  an  efficiency. 

The  amendment  would  reduce  rent  payments  in  elderly  projects  with 
Section  8  rental  assistance  from  the  current  30  percent  of  incoae  to 
25  percent  of  income  for  elderly  or  handicapped  residents  occupying 
efficiency  units.  The  reduction  in  rent  would  apply  to  all  persons 
occupying  efficiency  units,  not  just  to  persons  moving  into  such 
units  after  enactment* 

The  proposal  seeks  to  provide  some  element  of  choice  for  elderly 
residents  between  putting  more  of  their  income  into  housing  (in  the 
form  of  a  larger  unit)  or  retaining  a  larger  portion  for  other  uses. 

E.  Clarification  of  Section  8  Shared  Housing  Assistance  Provisions 

The  amendment  would  change  Section  8(p)  to  clarify  that 
assistance  provided  for  shared  housing  arrangements  cannot  be 
construed  as  providing  a  basis  for  requiring  sharing  of  units  by 
unrelated  individuals  in  multifamily  elderly  housing  projects,  or  for 
creating  any  priority  for  admission,  either  to  such  projects  or  to 
any  type  of  unit  within  such  projects,  by  unrelated  persons  willing 
to  share  a  unit. 

F.  Linitation   on  Recapture    of    Funding   Reservations   for   Section  202 
Projects 

The  amendment  addresses  the  problem  created  in  recent  years  by 
HUD'S  inconsistent  application  of  a  1984  policy  mesoranduD  requiring 
cancellation  of  Section  202  funding  reservations  for  projects  where 
construction  had   not  begun,  or  could  not  soon  begin  within  18  months 
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of  tht  initial  funding  reitrvation.  At  the  timt  EDO  inttltuted  thit 
policy  avtragt  proctiaing  tiae  for  Section  202  project!  «as  24 
■ontbs,  vitk  Much  of  the  delayi  attributable  to  proceaaing  probleia 
in  lOD'a  regional  officea,  Theae  probleaa  continue  to  atall 
proceaaing  of  projecta  and  threaten  cancellation  of  projecta  even 
though  aponaora  aay  have  already  couitted  conaiderable  funda  to  the 
project. 

The  aaendaent  would  prohibit  ECD  froa  cancelling  any  Section  202 
project  reaervation  prior  to  30  aontha  following  the  date  of  the 
initial  funding  reaervation  and  would  provide  autoaatic  extenaiona 
beyond  that  tiae  where  the  cauae  of  a  delay  can  be  attributed  to 
HUD*a  action  (or  inaction)  or  to  legal  action  involving  a  project. 

Elderly  Houaing  Project  Adainiatratora;  statue  and  Training 

The  propoaala  are  intended  to  elevate  the  atatua  of  elderly 
houaing  project  adainiatratora  aa  a  diatinct  area  of  apecialty  within 
HUD  project  aanageaent,  to  aaaure  proper  recognition  of  the 
apecialized  functiona  and  qualificationa  required  of  adainiatratora 
working  with  frail  elderly  and  handicapped  peraona,  and  to  anhance 
the  overall  capability  of  elderly  project  adainiatratora  through 
increaaed  education  and  training  opportunitiea* 

1*  mm  would  be  required  to  aaintain  a  aeparate  deaignation  for 
Section  202  project  adainiatratora  (aeparate  froa  independent  fee 
agenta)  and  eatabliah  aeparate  accreditation  atandarda  and 
procedurea  for  theae  adainiatratora «  HDD  would  be  further 
required  to  provide  training  opportunitiea  to  perait  current 
project  adainiatratora  to  aeet  theae  atandarda* 

2«  K0D  would  be  prevented  froa  iapoaing  liaita  on  the  level  of 
coapenaation  paid  to  adainiatratora  of  elderly  projecta  which  are 
baaed  aolely  on  eatiaatea  of  coaparable  aanageaent  coata  if 
contracted  for  with  an  independent  fae  agent  or  aanageaent 
coapany*  In  deteraining  the  reaaonablene^a  of  auch  coapenaation, 
HDD  would  have  to  aaaeaa  whether  auch  coapenaation  ia  adequate  to 
attract  and  retain  the  quality  of  full-tiae  aanageaent  needed  to 
adainiater  the  project  and  having  appropriate  experience  in 
aaaiatisg  elderly  and  handicapped  peraona* 

3*  IDD  would  be  required  to  accept  the  coata  of  education  or 
trtiaisg  in  broader  iaauea  of  aging,  long-tera  care  and  aervice 
proviaion,  is  addition  to  training  in  houaing  aanageaent,  as 
allowable  adainiatrative  expenditurea  for  elderly  houaing  project 
adainiatratora  and  key  ataff,  except  that  total  education, 
training  and  related  coata  aay  not  exceed  two  percent  of  a 
project* a  annual  budget* 
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Pm  IX.<  ISMINISmTION  OF  HUD  ELDERLY  BOUSING  POLICY 


I.  pm^PosE 

To  provide  within  HUO's  tdBinistrative  structure  and  procedures  a  separatioD 
of  supportive  housing  arrangeients  for  populations  with  special  needs  froi  other 
areas  of  departiental  activity  in  recognition  of  the  distinct  and  specialized 
character  of  such  housing  arrangeients  and  of  the  need  for  staff  experienced  in 
■eeting  the  housing  and  service  needs  of  elderly,  physically  disabled  and 
■entally  impaired  individuals. 

The  proposal  initiatives  the  process  of  enhancing  the  position  of  elderly  and 
handicapped  housing  prograas  within  HUD  and  of  integrating  lore  closely  all 
current  departmental  programs  and  future  initiatives  directed  toward  providing 
supportive  living  arrangeients  for  elderly,  handicapped  and  hoieless  persons. 

The  proposal  also  begins  the  process  of  integrating  EUO  assistance  for  the 
functionally-iipaired  elderly  lore  closely  with  assistance  provided  under  other 
federal  'and  state  prograBs  by  leans  of  isproved  consultation  and  coordination 
with  other  federal  agencies  and  regular  consultation  with  panels  of  experts.  For 
this  purpose,  the  proposal  creates  a  national  advisory  council  of  recognized 
experts  in  the  fields  of  gerontology,  physical  and  lental  disability  and  housing 
policy  to  assist  HUB  in  developing  and  analyzing  program  assistance  for  elderly 
and  handicapped  persons. 

n.  PROPOSALS 

A.    OFFICE  OF  ELDERLY  AWD  SUPPQRTIVi:  HOUSING 

1.  There  would  be  created  within  HUD*s  Office  of  the  Assistant  Secretary 
for  Bousing-FHA  Couissioner  a  new  Office  of  Elderly  and  Supportive 
Housing  (hereafter  referred  to  as  '*the  Office"). 

2.  The  Office  would  be  headed  by  a  new  Deputy  Msistant  Secretary  for 
Elderly  and  Supportive  Housing,  who  would  be  appointed  by,  and 
responsible  directly  to,  the  Assistant  Secretary. 

3.  The  Office  would  be  generally  responsible  for  all  programs  and 
activities  within  the  Department  pertaining  to  housings-related 
assistance  to  elderly,  handicapped  and  homeless  persons. 

4.  The  Office  would  have  staff  meBbers  recouiended  by  the  Deputy 
Assistant  Secretary,  and  approved  by  the  Assistant  Secretary,  with 
expertise  in  providing  housing  for  elderly  and  handicapped  persons  or 
providing  services  in  residential  settings.  Such  staff  would  include 
■embers  at  the  regional  offices  of  the  Department  to  assure 
coordination  of  housing  and  service  prograas  at  the  regional  level. 
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5.   Tht  Offict  would  have  the  following  reiponiibilititi: 

«.  To  tdainiiter  exiiting  tiiiittnct  progrtss  within  the  Oeparti^nt 
:  L.  «"erly,  handicapped  and  hoitleii  and  any  new  prog-jai 
initiatiTei  or  deionitrationi  authorised  by  Congreii  or  the 
Secretary. 

b.  To  coordinate  aiiiitance  provided  in  other  departmental  prograai 
that  provide  asiistance  to  elderly,  handicapped  and  hoieleis 
perioni  (including  public  housing,  housing  voucher*,  lortaaae 
iniurance,  etc.). 


c. 


To  coordinate  luch  prograai  or  initiative!  with  related  housing, 
services  or  other  assistance  prograss  administered  by  other 
Federal  agencies  or  by  state  and  local  agencies. 

d.  To  provide  for  training  and  technical  assistance  for  HUD  elderlv 
project  managers  and  personnel  in  issues  relating  to  the  care  of 
older  persons,  including  resident  physical  and  lental  assessment 
procedures  and  case  management  procedures,  and  provide  for 
training  in  HUD  programs  and  procedures  for  staff  of  Area 
Agencies  on  Aging  and  other  agencies  who  are  involved  in  HUD 
program*. 

e-    To  make  recommendations  to  the  Assistant  Secretary  concerning 

research  activities,  demonstrations  and  evaluations  which  are 
undertaken  or  should  be  undertaken  by  the  Department. 

f .  To  represent  the  Assistant  secretary  with  respect  to  issues  or 
matters  affecting  elderly,  handicapped  or  homeless  housing  before 
other  government  agencies,  industry  groups,  membership 
associations,  the  Congress  and  the  public. 

g.  To  coordinate,  on  behalf  of  the  Department,  the  making  of  an 
annual  report  to  congress  relating  to  housing  for  elderly, 
handicapped  and  homeless  persons  (see  below,  part  B) . 

^'   I^^i^^'?!^^  llderly  and  supportive  Housing 

would  be  designated  by  the  Assistant  Secretary  within  60  days 
following  the  effective  date  of  enacting  legislation. 

AKWUAL  REPORT  TO  COWGRESS  OK  gLDERLy  AWD  SUPPORTIVE  BOOSIWg 

1.  The   HUD   Secretary  would   be   required  to  submit  to  Congress,  by  the 

1     ?  25   December  of  each  year,  an  annual  report  on  housing  for 
elderly,  handicapped  and  homeless  persons. 

2.  Annual  reports  are  to  include,  but  not  be  limited  to,  the  following: 

a.  A  description  of  all  programs  and  actions  (with  corresponding 
costs)  undertaken  by  the  Department  in  the  proceeding  fiscal  year 
with  respect  to  assistance  provided  to  elderly,  handicapped  and 
homeless  persons.  ' 
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c. 
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X  df script ion  of  additional  actions  undtrtaktn  or  scheduled  to  be 
undertaken  (with  estimated  costs)  in  the  current  .fiscal  year. 

c.  An  analysis  of  the  effectiveness  of  such  programs  or  actions  in 
reducing  institutionalization  or  promoting  deinstitutionalization 
among  elderly  and  handicapped  persons;  in  reducing  rates  of 
homelessness;  and  in  providing  cost  savings  for  other  federal 
progiMU. 

d.  An  assessment  of  market  conditions  pertaining  to  suitable  housing 
alternatives  for  elderly  and  handicapped  persons,  including 
estimates  of  availability  and  demand  for  such  housing. 

e.  Kecommendations  for  legislation,  regulations,  research  or  other 
needed  actions  pertaining  to  housing  and  assistance  programs  for 
elderly,  handicapped  and  homeless  persons. 

MATIQWAL  ADVISQKY  COUWCIL  OM  KLDHLY  AM)  SDPPORTIVg  HOUSING 

1.  The  BUD  Secretary  shall  establish  (as  provided  in  Sec.  7(1)  of  the 
BUD  Act  of  1965)  an  Advisory  Council  on  Xlderly  and  Supportive 
Housing  to  assist  in  the  development  of  departmental  policy  and 
initiatives  relating  to  housing  assistance  for  elderly,  handicapped 
and  homeless  persons. 

2.  The  Advisory  Council  would  consist  of  not  less  than  ten  persons,  at 
least  half  of  which  should  be  representatives  of  organizations 
representing  the  housing  and  broader  assistance  interests  of  elderly, 
handicapped  or  homeless  persons.  Additional  members  should  include 
individuals  with  recognized  expertise  in  fields  of  gerontology, 
physical  or  mental  disability,  housing  development  and  finance, 
service  delivery  and  social  welfare  policy. 

3.  The  Advisory  Council  would  evaluate  current  departmental  programs  and 
regulations,  and  would  propose  or  analyze  recommendations  for  policy 
changes  or  program  initiatives. 

4.  The  Assistant  Secretary  would  solicit  recommendaticus  for  individuals 
or  organization  representatives  to  serve"  on  the  Advisory  Council,  and 
vould  be  required  to  designate  members  to  the  Advisory  Council  not 
later  than  120  days  following  the  effective  date  of  enacting 
legislation. 
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AFL-CIO  Proposed  Housing  Program 


1*  Housing  for  homeless  families 

In  order  to  meet  growing  needs  for  shelter  by  homeless  families  with  children,  who  are 
often  housed  in  hotels,  at  great  public  expense,  an  alternative  method  that  would 
probably  provide  more  suitable  shelter  at  less  public  cost  is  proposed. 

That  would  be  a  program  of  federal  grants  equal  to  50  percent  of  cost  of  federally 
approved  low-cost  shelters,  with  states  to  contribute  at  least  25  percent  of  the  cost 
and  the  balance  to  come  from  local  governments.  The  shelters  would  have  to  include 
low-cost  private  units  with  bathroom  and  minimal  cooking  facilities. 

2.  Low-rent  housing  needs 

(a)  Preservation  of  present  stock  of  public  and  private  low-rent  housing 

There  are  approximately  one  million  rental  housing  units  in  privately  owned 
projects  whose  use  is  currently  restricted  to  low-rent  occupancy,  with  federal 
subsidies,  under  a  contractual  agreement  which  will  expire  in  coming  years. 
Contract  expirations  will  occur  between  now  and  1995  for  about  332,000  such 
units  that  were  built  under  Federal  22i(d)(3)  and  other  Below  Market  Interest 
Rate  and  Section  236  programs.  There  are  another  725,000  units,  under  Section 
8,  that  have  contract  expiration  dates  ranging  between  1995  and  2025.  Many 
project  owners  may  find  it  profitable  to  discontinue  low-rent  occupancy  after 
the  restricted  use  contract  term  expires,  in  order  to  modernize  and  rent  the 
apartments  at  high  rents,'  or  convert  the  units  to  condominiums;  or,  where  the 
land  has  become  valuable,  to  sell  the  property  to  someone  who  would  demolish  it 
and  rebuild  for  commercial  use.  In  order  to  keep  these  projects  in  low-rent 
housing  use  to  the  greatest  extent  possible,  the  Congress  should  authorize 
extension  of  contracts  for  subsidized  occupancy  restricted  to  low-rent  use.  As 
an  added  incentive  to  owners  to  accept  such  contract  extensions,  there  should  be 
government  intermediate -term  loans  available  for  major  repairs  and  equipment 
renewal  where  it  is  needed. 

(b)  Increased  construction  of  new  public  housing  and  continued  use  of  old  projects 

The  stock  of  some  1.3  million  public  low-rent  housing  units,  most  of  which  were 
built  when  construction  costs  were  much  lower,  is  a  valuable  national  asset 
which  should  be  preserved  for  low-rent  use.  Even  where  modernization 
requirements  entail  additional  federal  financing,  the  public  housing  projects,  for 
the  most  part,  entail  the  lowest  subsidy  costs  for  housing  low-income  people. 
That  will  be  true  especially  for  those  projects  on  which  the  mortgage  bonds  have 
been  paid  off.  There  are  now  many  projects  in  that  status  among  those  owned 
and  run  by  3,200  local  public  housing  authorities.  After  the  (»0-year  bonds  have 
been  repaid,  with  the  help  of  federal  subsidies,  a  locai  authority  may  sell  a 
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project.  In  additioni  the  Reagan  Administration  has  undertaken  a  demonstratiott 
program  of  sale  of  projecis  to  tenants.  Any  salas,  whether  to  tenants  or  to 
others,  depletes  the  eccnomical  permanent  stock  of  puv^iic  units  to  meet  low- 
income  needs. 

The  growth  of  unmet  low-income  housing  needs  is  reflected  in  the  growth  of 
homelessness,  which  increased  as  the  construction  zi  subsidized  low-rent  housing 
was  reduced  to  practically  zero,  k  is  essential  that  there  be  a  return  to 
authorizations  for  50  to  100  thousand  pu'<>!ic  housing  I'nits  a  year. 

(c)  Lease  private  units  for  5  to  15  years  in  local  markts  which  have  a  better  thait 
3  percent  vacancy  rate  of  the  size  (number  of  bedrooms)  of  units  needed. 

There  are  some  market  areas  where  there  are  very  high  vacancy  rates  in  private 
rental  housing.  In  such  instances,  where  the  unit  si:^  mix  is  appropriate  to  meet 
local  needs  and  the  rents  are  relatively  comparr.ble  witli  the  monthly  cost  for 
newly  built  housing,  leasing  of  units  under  Secvion  8  should  be  the  program 
vehicle.  For  that  purpose,  Congess  would  have  t'j  authorize  increased  Section  8 
funds. 

3.  Low-  and  moderate-income  elderly  and  non-«lderIy  housing  needs 

(a)  Continue  the  Section  202  program  of  direct  government  loans  to  non-profit 
sponsors  of  housing  for  the  moderate-income  elosrly  and  handicapped  on  an 
expanded  basis. 

(b)  In  addition,  authorize  a  parallel  program  of  loans  to  non-profit  organi2:ations  to 
provide  rental  housing  for  non-elderly  occupants  whose  incomes  are  too  low  to 
support  payment  of  market  rents.  Financing  for  such  housing  could  be  provided 
under  a  "special  assistance"  program,  described  in  number  6,  below. 

4.  Moderate-income  homeownership  assistance 

(a)  Enact  and  increase  support  of  the  Nehemiah  housing  opportunity  program  (which 
may  be  enacted  in  the  pending  1987  housing  act)j  this  program  for  non-profit 
sponsors  —  modeled  after  the  New  York  City  Nehemiah  program  and  the  similar 
Boston  program  projects  sponsored  by  the  local  Bricklayers  and  Laborers  unions 
—  would  allow  a  $15,000  government  second  mortgage,  repayable  only  when  the 
house  is  sold^  in  the  New  York  and  Boston  projects,  there  have  also  been  city 
land  contributions;  the  extent  of  local  land  contribution  would  be  a  factor  in 
project  selection  under  the  federal  program. 

(b)  For  mode  rate -income  homeownership  (with  incomes  not  in  excess  of  130  percent 
of  median  Income)  expand  the  existing  but  largely  dormant  Section  235  program 
which  requires  owner  debt  service  payments  equal  to  the  lower  of  either 
25  percent  of  income,  or  what  the  mortgage  payments  would  be  with  a 
9^  percent  mortgage. 
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Farm  housing  programs  should  be  continued?  «,nd  to  the  extent  that  new  programs  arc 
made  avalUble  in  urban  areas,  there  shojld  be  parallel  provisions  adopted  for  farm 
housing  programs. 

Private  non-«lderly  low-  and  moderate-income  housing  should  be  financed  through  a 
government  ••special  assistance"  mortgage  portfolio  against  which  participations  are 
sold. 

It  would  be  a  vehicle  to  finance  moderate-Income,  non-«lderly  housing  needs  of 
households  with  Incomes  aUve  eligibility  levels  for  public  housing;  housing  projects  by 
non-profit  sponsors  foi  non-«ldcrly;  and  authorized  farm  housing  and  moderate-Income 
homeownershlp  assistance  programs  for  people  who  still  have  aii  affordablUty  problem 
and  are  Ineligible  for  subsidized  low-Income  programs.  The  program  might  be 
operated  by  either  the  Government  National  Mortgage  AwocUtlon  (Glnnle  May),  or  a 
special  new  government  agency  created  for  the  purpose,  or  for  a  fee  by  the  Federal 
National  Mortgage  Association  (FNMA)  as  a  designated  agent  of  the  government, 

^PI^L  5\?  Program,  households  with  Incomes  that  are  below  a  private  housing 
affordablUty  level  would  be  eligible  for  "special  asslsunce"  homeownershlp  loans  or 
for  occupancy  In  rental  buildings  financed  with  a  ••special  assistance^*  mortgage.  The 
mortgages  would  be  a/allable  to  finance  only  new  construction  homes  or  projects  that 
have  sale  prices  or  rents  below  the  median  for  new  housing  built  In  the  local  market 
area  during  the  preceding  year.  Income  eligibility  and  maximum  sales  prices  and  rents 
would  all  be  establlshet'  by  HUD/FKA.  All  eligible  mortgages  would  be  either  FHA- 
insured,  VA-guaranteed,  or  Insured  by  Farmers  Home  AdmlnUtratlon.  The  mortgwe 
interest  rates  would  be  established  by  HUD/FHA  but  under  a  stttutory  formula  that 
covered  the  current  yield  on  30-year  Treasury  bonds  plus  an  allowance  of  a  fraction  of 
one  percent  to  cover  administrative  costs  to  the  government  and  permitted  loan 
origination  costs,  including  a  lenders  fee  of  up  to  a  stipulated  amount  or  percentage  of 
the  loan  amount.  Loans  could  be  made  by  approved  FHA,  VA,  or  Farmers  Home 
Administration  lenders  who  could  then  sell  the  loans  at  par  to  the  government  for 
inclusion  in  the  ••special  assistance**  portfoUo.  The  government  would  from  time  to 
time  sell  participations  In  the  portfolio  to  recoup  the  funds. 

Since  all  the  loans  in  the  portfolio  will  already  be  insured  or  guaranteed  by  a 
government  agency,  there  would  be  very  little,  if  any,  additional  costs  In  placing  a 
guaranty  on  the  participations.  In  fact,  if  the  participations  are  guaranteed,  they 
might  be  sold  to  yield  slightly  less  than  the  mortgage  portfolio,  to  cover  the 
administrative  costs  and  provide  additional  insurance  against  losses. 
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h  NATIONAL  HOUSING  NEEDS 


In  the  United  States  the  housing  stock  meets  high  standards,  and  has 
Improved  enormously  over  the  years  since  World  War  IK  Meanwhile,*  growing  and 
mobile  population  has  been  sheltered  in  housing  that  surpasses  the  standards  in 
much  of  the  rest  of  the  world.  Nevertheless,  there  arc  still  2*  million  occupied 
ownership  and  occupied  rci  tal  units,  representing  almost  30  percent  of  the  entire 
national  housing  stock,  which  arc  either  substandard,  crowded,  or  overly  costly  to 
their  occupants.  There  arc  almost  3  million  households  who  live  doubled  up  with 
others,  and  there  are  large  numbers  of  homeless  people* 

Home  ownership  has  become  a  widely  held  status  In  the  United  States  over 
the  last  several  decades,  giving  millions  of  people  an  Important  economic  stake  In 
society*  Nevertheless,  in  recent  years,  home  ownership  has  been  more  difficult  to 
achieve  for  many,  due  to  adverse  and  uncertain  economic  conditions,  and  the 
percentage  of  all  households  owning  their  homes  has  declined.  Young,  first-tlm^ 
potential  home  buyers  have  been  particularly  vulnerable.  Their  ability  to  buy 
homes  has  declined. 

While,  for  many  decades,  housing  Improved  both  in  quality  and  quantity, 
along  with  the  generally  rising  living  standards  of  the  people  In  our  industrial 
society,  things  may  now  be  turning  around  for  the  worse  for  many  people, 
especially  those  at  the  lower  Income  rungs  of  society  who  are  not  sharing  the 
prosperity  of  society  at  large.  This  decline  In  living  standards  is  reflected  in 
worsening  housing  conditions  for  the  low  income  stratum  of  society.  Including 
minorities,  some  of  the  elderly,  handicapped,  female-headed  households,  and 
others* 
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2»  MILLION  WITH  HOUSING  PROBLEMS 

Based  on  hs  most  recent  comprehensive  housing  data,  the  Department  of 
Housing  and  Urban  Developmen\  (HUD)  estimates  that  about  2k  million  households 
(29  percent  of  the  total)  have  housing  problems  of  one  kind  or  another*  Fourteen 
million,  a  disproportionate  number  of  them  renters,  occupy  units  whe.^c  tjcre  Is  an 
excessive  cost  burden*  Renters  are  considered  to  be  cost  burdened  when  paying  more 
than  30  percent  of  income  for  gross  rent  or  housing  c>.penses* 

Another  two  million  arc  In  crowded  housing  units*  A  crowded  housing  unit  nas 
over  1  person  per  room  used  for  living  purposes,  e::cluding  bathrooms,  halls, 
p^TitrleSf  and  so  or.* 

Another  8*9  percent  of  the  entire  housing  stock,  about  7*5  million  units,  are 
physically  Inadequate,  based  on  a  number  of  measures  of  physical  condition, 
including  defects  related  to  plumbing,  kitchen,  maintenance,  public  hall,  heating. 


electrical  equipment  and  sewage* 

Thy  I 

Occupied  Housing  Units 

Excessive  Cost  Burden  17% 

Crowded  2,23C  3% 

Inadequate  7,561  9% 

Total  with  housing  problems  2(>,216  29$S 


Note:  The  table  categories  are  seen  as  mutually  exclusive,  although  some 
units  may  have  more  than  ono  characteristic  as  shown  on  the  table*  The 
Inadequate  units  include  some  cost  burdened  and  crowded  units*  The 
crowded  iind  cost  burdened  units  ure  all  physically  adequate,  however. 

Source:  Housing  Production  in  19S2and  1983  and  the  Stock  of  Housing  in 
1981*  Tables  E-9,  E-10*  April  1987.  Office  of  Policy  Development  and 
Research*  U*S*  Department  of  Housing  and  Urban  Development* 
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SEVERELY  INADEQUATE  HOUSING 

A  smaller  number,  2,9  million  or  3,<^  percent  of  the  total  occupied  units,  is 
classified  as  "severely  inadequate,"  Many  of  these  2,9  million  units  are  more  likely 
than  those  classified  as  "Inadequate"  to  need  actual  replacement,  rather  than 
repair.  In  addition,  over  half  v  1  these  severely  inadequate  units  are  occupied  by 
persons  of  very  low  Income, 

Who  lives  In  severely  substandard  housing?  lxK>king  more  closely  at  the  2,9 
million  units  of  the  housing  stock  which  are  severely  inadequate,  it  is  clear  that 
substandard  housing  Is  a  social  safety-net  issue.  Renters,  the  poor,  minorities, 
women  who  are  heads  of  households,  and  the  elderly  are  more  likely  to  be 
occupants  of  this  worst  housing  than  the  entire  population  at  large. 

For  example,  blacks  make  up  9  million  households  or  11  percent  of  the 
total  number  of  85  million  households  living  in  housing  units.  Yet,  blacks  occupy 
800,000  or  28  percent  of  the  total  of  2,9  million  severely  inadequate  units.  This 
dimension  of  liousing  need,  showing  the  relative  occupancy  of  severely  inadaquate 
housing  by  households  of  different  characteristics,  is  shown  in  the  table  below. 


Household  Share  of  severely 

Characteristics  Share  of  all  housing  inadequate  housing 

(percent)  (percent) 

Renters  35  59 

Very  Low  Income  27  57 

Hispanlcs  5  9 

Blacks  1 1  28 

Fcnale  Head  Households  28  36 

Elderly  21  2k 


Source:  Based  on  tabulations  contained  in  Housing  Production  in  1982  and  1983 
and  the  Stock  of  Housing  in  1981,  Tables  E-9,  E-10,  April  1987,  Office  of 
Policy  Development  and  Research,  U,S,  Department  of  Housing  and  Urban 
Development, 
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THE  HOMELESS  AND  THOSE  DOUBLED  UP 

In  addition  to  the  problems  of  excessive  cost  and  physically  inadequate 
housing,  there  are  significant  numbers  of  homeless  people  in  our  society,  and  those 
who  are  potentially  homeless,  living  doubled  up  with  relatives  or  others*  These 
people  include  people  deinstitutionalized  from  mental  hospitals,  the  unemployed, 
and  others  who  can't  find  permanent  homes,  as  well  as  those  who  are  working,  but 
who  cant  afford  housing  of  their  own  and  live  with  others*  Some  of  the  latter  are 
young  people  who  cannot  begin  their  own  independent  lives  since  they  cannot 
afford  the  high  cost  of  housing* 

Estimates  of  the  number  of  actual  homeless  vary  considerably,  although 
there  seems  to  be  wide  a^^eement  that  the  number  of  homeless  is  increasing,  and 
that  the  facilities  and  other  resources  available  to  serve  the  homeless  are 
inadequate*  Estimates  of  the  number  of  homeless  range  from  a  1983  U*S* 
Department  of  Housing  and  Urban  Development  (HUD)  report,  citing  250,000  to  the 
figure  of  2  to  3  million,  cited  by  the  National  Coalition  for  the  Homeless,  based  on 
recent  surveys* 

As  the  Committee  for  Food  and  Shelter  recently  noted,  "General 
observations  about  the  nature  of  the  homeless  population  point  to  the  varied 
backgrounds  and  characteristics  of  the  population*  Perhaps  the  only  common 
element  in  their  lives  is  the  fact  of  their  homelessness*  The  homeless  are  no  longer 
only  the  Skid  Row  bums  and  the  Bowery  alcoholics*  They  are  white,  black,  Asian, 
Hispanic*  They  are  migrant  workers  and  immigrants*  They  are  families  with 
children  and  they  are  runaway  children*  They  are  the  unemployed,  the  working 
poor,  the  underemployed  working  in  temporary  or  part-time  jobs  at  minimum  wage* 
Most  have  no  health  benefits*  They  are  battered  women,  the  elderly,  substance 
abusers,  and  the  chronically  mentally  ill*" 
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There  are  a  growing  number  of  hidden  homeless  people,  sometimes  referred 
to  as  **couch  people,"  since  they  are  doubled  up  with  friends,  acquaintances,,  or 
relatives. 

.  Earlier  this  year,  for  example,  it  was  estimated  that  there  were  perhaps 
100,000  doubled  up  families,  including  up  to  200,000  children,  in  New  York  City 
alone. 

Such  estimates  are  backed  up  by  national  population  statistics  published  by 
the  U.S.  Census.  The  census  has  found,  for  example,  that  there  were  305,000 
unrelated  subfamilies  living  with  others  as  of  March  1986.  There  were  over  2.2 
million  so-called  related  subfamilies,  such  as  young  couples  living  with  parents,  and 
mother-child  families  living  with  relatives.  Altogether,  there  were  over  2.7  million 
related  and  unrelated  subfamilies.  This  number  had  roughly  doubled  from  1.4 
million  such  families  ten  years  earlier  in  1976. 

The  number  of  doubled-up  families,  which  grew  by  about  100  percent  over 
the  decade,  grew  much  faster  than  the  number  of  all  households,  which  grew  by 
only  21  percent  over  the  same  period.  This  is  a  problem  which  is  becoming  more 
serious.  The  number  of  unrelated  subfamilies  was  a  particularly  fast  growing 
group,  as  was  the  growth  of  the  mother-child  group,  reflecting  the  growth  In  the 
number  of  the  poor  in  the  country,  and  the  growth  in  the  number  of  households 
headed  by  women. 

March  19S6  March  19;76 

(thousands)  (thousands) 
AU  Households  28,^^58  72,867 

Unrelated  Subfamilies  505  189 

Related  Subfamilies  2,256  1,190 

Total  Subfamilies  2,761  1,379 

Source:  U.  S.  Department  of  Commerce,  Bureau  of  the  Census.  Series  p- 
20,  No.  412,  Issued  November  1986. 
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An  additional  indicator  of  the  shortage  of  housing  for  the  poor  is  the 
existence  of  long  waiting  lists  for  assisted  housing,  reflecting  the  growing  number 
of  the  poor  as  well  as  the  reliance  on  the  existing  low-incorne  housing  stock  to 
shelter  those  in  need  of  housing  and  the  related  curtailment  of  production  under 
government  assistance  programs. 

A  Council  of  Large  Public  Housing  Authorities  survey  done  in  the  middle  of 
1986  showed  that  in  a  few  places,  the  number  of  households  lining  up  for  public 
housing  actually  exceeds  the  number  of  units  in  the  whole  public  stock:  for 
exainpltt,  New  Orleans  rents  out  13,000  public  housing  units  and  has  over  21,000 
households  waiting  in  line  for  them.  More  commonly,  according  to  the  Council, 
there  is  a  several  year  wait  for  units,  given  the  historical  turnover  rates,  as 
indicated  by  the  following  data  on  numbers  of  units  and  applicants  on  waiting  lists. 
WAITING  LISTS  FOR  PUBLIC  HOUSING 


Waiting 

Total  Units 

Akron 

1,720 

4,784 

Saitimore 

13,875 

17,679 

Buffalo 

3,039 

5,069 

Chicaso 

44,000 

49,155 

Greensboro 

1,177 

2,220 

Philadelphia 

8,400 

20,580 

Pittsburgh 

2,957 

9,850 

Sacramento 

2,755 

2,791 

Source:  Council  of  Large  Public  Housing  Authorities 
telephone  survey,  Iluly  1986. 

The  National  Association  of  Housing  and  Redevelopment  Officials 
(NAHRO),  in  the  May/June  1987  issue  of  its  official  publication,  estimated  that 
more  than  a  half  million  families  may  be  on  the  nation's  assisted  housing  waiting 
lists. 
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This  figure  Includes  families  waiting  for  public  housing  units  and  Section  S  housing 
aid,  according  to  NAHRO. 

lU  THE  PROBLEM  OF  AFFORDABIUTY 

increasingly,  in  recent  years,  more  and  more  people  have  had  a  problem  of 
affording  decent  housing*  As  noted  In  the  previous  section,  the  problem  of  run- 
down, unsanitary,  and  unhealthy  housing  has  by  no  means  been  completely  licked* 
A  big  culprit  Is  now  affordablllty*  A  growing  share  of  renters  pay  too  much  for 
housing*  Potential  home  owners  have  had  problems  In  purchasing  homes  due  mainly 
to  the  high  interest  rates  and  high  costs  In  some  areas  during  the  decade  of  the 
1980$* 

Some  successful  program  approaches  have  been  developed  to  address  the 
problem  of  encouraging  home  ownership  for  moderate  Income  people,  even  In  very 
high  cost  areas,  and  for  providing  ciecent  rental  housing  to  mef^t  the  shelter  needs 
of  lower  income  people* 

MODERATE  INCOME  PEOPLE  AND  HOME  BUYING 

Home  mortgage  interest  rates  have  declined  from  the  peak  levels  of  the 
early  1980s,  making  homes  more  affordable  to  many  would4>e  purchasers*  It  can 
be  estimated  that  for  each  one  percentage  point  drop  in  interest  rates,  between 
one  and  two  million  additional  families  Lecome  capable  of  affording  a  home,  all 
other  things  being  equal*  Mortgage  interest  rates  dropped  from  the  13  percent 
range  In  1982  to  the  10  percent  range  last  year* 

The  gain  in  affordabillty  from  lower  mortgage  rates,  however,  has  been 

partially  offset  by  a  rise  in  the  price  of  ^omes,  including  rapidly  rising  land  prices* 

New  home  prices,  for  example,  rose  by, 9  percent  during  the  low  inflation  year  of 
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19S6,  putting  the  purchase  of  a  home  out  of  the  range  of  many.  AffordabiUty  was 
further  hurt  by  the  runup  in  mortgage  interest  rates  beginning  in  the  Spring  of  this 
year.  Commitment  rates  on  conventional  mortgages  jumped  by  over  one 
percentage  point  between  March  and  May  of  this  year*  In  addition,  this  year 
inflation  has  resumed  a  significant  rate  of  increase,  so  that  average  weekly 
earnings  adjusted  for  price  changes^  have  been  about  one  percent  below  a  year  ago* 
Consequently y  home  affordability  has  been  reduced  and  the  seasonally  adjusted  rate 
of  new  housing  starts  has  declined  significantly. 

At  the  present  time^  the  purchase  of  a  home  is  a  difficult  accomplishment 
for  many  families  on  limited  incomes,  in  view  of  the  .still-high  level  of  mortgage 
interest  rates,  and  the  rising  prices  of  homes*  Young,  first-time  home  buyers  are 
particularly  at  a  disadvantage,  in  view  of  their  limited  incomes. 

This  July  1987,  the  median  price  of  a  new  home  was  $107,000  nationally.  If 
a  young  family  of  modest  income  were  trying  to  buy  a  home,  they  would  have 
difficulty. 

If,  for  example,  a  family  wanted  to  buy  a  $90,000  home  with  a  fixed  rate 
30-year  mortgage  of  $72,000,  (equal  to  80  percent  of  value)  at  10.5  percent 
interest,  first  they  would  need  a  down  payment  of  $18,000.  Then  they  would  need 
an  annual  income  of  about  $(^5,500  to  pay  the  monthly  mortgage  debt  service  and 
the  related  expenses  of  home  ownership  including  hazard  insurance,  real  estate 
taxes,  maintenance  and  heat,  and  utilities  with  25  percent  of  their  income.  If  they 
devoted  one  quarter  of  income  to  the  purchase,  only  about  1  In  families  could 
afford  to  make  the  $9(^7  monthly  payments,  and  they  are  already  likely  to  have  a 
house  which  meets  their  needs.  In  1986,  the  national  median  income  was  over 
$29,000.  Although  nominal  median  incomes  are  higher  than  they  used  to  be, 
younger  families,  first  time  buyers,  are  still  more  likely  than  others  to 
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have  incomes  in  the  lower  ranges  and  thus  are  less  iiUely  to  have  the  incomes 
needed  to  afford  homes. 

Thus,  at  present  there  is  a  gap  between  'jvhat  moderate  income  home 
buyers  can  afford  to  pay  and  the  cost  of  home  ownership.  It  is  no  wonder,  then, 
that  younger  households  are  Increasingly  finding  themselves  priced  out  of  the 
market.  In  the  course  of  the  19S0s,  the  rate  of  home  ownership  for  the  population 
at  large  has  declined,  due  to  the  severe  recessionary  economic  conditions,  lagging 
incomes,  high  interest  rates,  and  weak  economic  growth.  After  World  War  n,  the 
ratc-of  home  ownership  rose  steadily  in  the  U.S.  until  the  i980s.  The  ownership 
rate,  however,  has  been  declining  steadily  since  19S0-8i  when  it  was  between  65 
and  66  percent.  In  the  first  quarter  of  1987,  63.8  percent  of  all  occupied  housing 
units  in  the  U.S.  were  occupied  by  their  owners.  According  to  the  latest 
government  housing  survey,  there  are  almost  85  million  occupied  housing  units  in 
the  nation.  If  the  home  ownership  rate  were  only  2  percentage  points  higher  than 
at  present,  roughly  one  and  one-half  million  more  households  would  own  homes. 

The  home  ownership  rate  of  younger  families  has  particularly  suffered 
during  the  1980s,  as  can  be  seen  in  the  attached  table  on  home  ownership  rates. 
For  example,  the  ownership  rate  of  householders  between  ages  30-3^f  declined 
steadily  from  59.3  percent  in  1981  to  5^.7  percent  in  1985. 

BRIDGING  THE  OWNERSHIP  GAP 

Two  important  programs  show  how  the  moderate  income  home  ownership 
cost  gap  can  be  bridgedj  the  Nchemiah  program  in  New  York  City,  including 
similar  programs  elsewhere,  and  the  successful  Section  235  h  >me  ownership 
assistance  program. 
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The  ^4ehemiah  program  in  New  York  City  combines  a  variety  of  subsidies 
to  bridge  the  cost  gap  for  moderate  income  home  buyers  in  a  high  cost  geographic 
area*.  A  partnership  of  private  and  public  sector  participants  provided  a  variety  of 
types  of  assistance,  including  land  and  part  of  the  financing,  to  reduce  the  costs 
which  lower  income  buyers  must  bear  to  achieve  home  ownership*  A  local  not-for- 
profit  sponsor  formed  by  church  groups  and  public  agencies  at  the  state  and  local 
levels  to  produce  the  needed  housing*  The  Federal  housing  authorization  legislation 
for  19S7  contains  incentives  to  encourage  this  type  of  approach  in  the  hope  that  it 
can  be  expanded  and  replicated  in  other  plac«  outside  New  York  where  there  is 
need  for  housing,  but  little  in  the  way  of  financial  support* 

Federal  assistance  has  sometimes  served  to  partially  support  such  efforts 
to  encourage  home  ownership  by  way  of  not  for  profit  entities,  although  in  indirect 
ways*  The  provision  of  land  at  below  market  prices  by  municipalities,  for  example, 
has  sometimes  been  a  crucial  ingredient  for  success* 

In  the  high  cost  area  of  Boston,  the  Bricklayers  and  Laborers  unions  formed 
a  nonprofit  housing  company  to  build  home  ownership  housing  for  lower  income 
people,  using  land  provided  by  the  city  and  based  on  loans  from  a  local  bank  which 
holds  union  pension  funds*  The  $69,000  houses  had  2  bedrooms,  bay  windows,  living, 
and  dining  rooms  with  1 1-foot  ceilings*  Another  partnership  project  with  the  city 
is  being  built  in  the  Charlestown  Navy  Yard  area* 

During  the  1970s  the  Section  235  program  of  home  ownership  assistance, 
which  vfas  authorized  In  196S,  operated  to  provide  hundreds  of  thousands  new  and 
existing  houses  to  lower  inccme  families*  From  fiscal  1969  through  fiscal  1976,  for 
example,  production  under  the  original  Section  235  program  totalled  almost 
400,000  new  and  substantially  rehabilitated  units,  of  which  390,000  were  new  units 
and  the  remainder  were  substantial  rehabilitations,  according  to  the  Tenth  Annual 
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Report  on  the  National  Housing  Coal  published  in  1979.  In  each  of  fiscal  years 
1971  and  1972  there  were  a  total  of  over  100,000  Section  235  new  construction  unit 
reservations.  Under  the  Section  235  program  lower  income  home  buyers  were 
provided  with  interest  subsidies  on  private  loans  insured  by  the  government. 
Federal  subsidy  substantially  reduced  the  monthly  payments  they  made*  The  down 
payments  were  small  and  the  amount  of  monthly  payments  to  principal  and  interest 
were  limited  to  20  percent  of  income.  As  income  rose,  the  subsidy  was  reduced. 

The  existing  home  program  wa:>  the  subject  of  some  problems  during  the 
early  1970s  and  was  subject  to  a  moratorium  as  to  new  commitments  under  the 
Nixon  Administration.  It  was  reactivated  in  October  1975  with  the  release  of 
contract  authority  to  subsidize  additional  units  of  single-family  housing  and 
condominiums.  The  reactivated  Section  235  program  differed  considerably  from 
the  old  suspended  program  in  several  respects  to  eliminate  the  problems  that  arose 
under  the  original  program.  However,  the  overall  goal  remained  that  of  widening 
home  ownership  opportunities  for  those  somewhat  below  the  level  that  could 
ordinarily  otherwise  become  homeowners  (95  percent  of  geographic  area  median) 
remained. 

Important  changes  in  the  program  included  adjustments  in  income 
eligibility  requirements;  higher  downpayment  requirements;  site  limitations 
permitting  no  more  than  40  percent  subsidized  units  in  any  subdivision  to  avoid 
concentration  of  subsidized  units;  a  reduction  in  the  maximum  amount  of  subsidy 
involved;  and  deletion  from  program  eligibility  of  existing  .nits  not  undergoing 
substantial  rehabilitation* 

Statistics  gathered  covering  activity  under  the  revised  program  for  fiscal 
1978,  and  published  in  hUD»s  1978  Statistical  Yearbook,  showed,  for  example,  that 
Section  235  served  a  diverse  range  of  racial  and  ethnic  groups*  67  percent  of 
mortgagors  for  the  year  were  whites,  not  of  Hispanic  origin.  The  rest  were  blacks, 
American  Indians,  Alaskan  Natives,  Asian  or  Pacific  Islanders,  Hispanics  and 
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others*  For  the  year»  about  50  percent  of  the  new  homes  under  the  program  were 
in  urban  locations*  47  percent  were  in  suburban  locations;  the  balance  of  about  2 
percent  were  In  rural  areas*  HUD  statisticians  classified  96*1  percent  of  the 
structure  as  being  of  excellent  condition;  3.S  percent  were  in  good  condition*  Low 
down  payments  have  made  the  program  accessible  to  lower  Income  buyers*  The 
average  loan-to-value  ratio  was  92*3  percent,  showing  that  down  payments  in 
general  amounted  to  about  7  to  S  percent* 

The  program  was  further  restructured  by  the  1983  Housing  and  Urban- 
Rural  Recovery  Act  which,  among  other  things,  set  up  a  revolving  fund  financing 
mechanism  and  authorized  program  activity  based  on  a  10-year  Interest  reduction 
subsidy*  Under  the  restructured  program,  homeowners  are  required  to  contribute  a 
minimum  of  29  percent  of  adjusted  income  toward  monthly  mortgage  payments* 
Assistance  payments  arc  calculated  on  the  basis  of  the  difference  between  the 
'Current  FHA  maximum  Interest  rate  and  a  minimum  of  *  percent* 

Actual  approval  of  additional  Section  235  units  never  achieved  the  levels  of 
the  early  1970s  and  the  program  has  languished  in  recent  years,  despite  the 
significant  program  modifications  adopted  to  help  the  program  operate  more 
effectively*  There  Is  no  new  reservation  activity  projected  for  1988* 

RENTAL  HOOSiNG  FOR  LOW  INCOME  PEOPLE 

Critics  of  the  Federal  programs  designed  to  produce  rental  housing  for  low 
income  people  point  to  the  large  number  of  people  paying  a  disproportionate  share 
of  income  for  housing  as  evidence  that  affordabillty  and  not  availability  is  the  main 
problem  in  rental  housing*  Further,  critics  point  to  the  high  rental  vacancy  rate  at 
present  as  evidence  that  there  is  sufficient  rental  housing  to  meet  lower  income 
peoples*  needs*  These  arguments  are  true  up  to  a  point*  Rental  housing  needs  In 
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areas  where  there  Is  a  large  supply  of  vacant  housing  can  be  met  through  existing 
housing,  provided  that  sufficient  assistance  through  such  programs  as  Section  S  and 
housing  vouchers  Is  available.  To  meet  tight  area  needs,  it  will  be  necessary  to 
build  public  housing  and  Section  202  housing  for  the  poor  and  those  with  special 
problems,  since  the  private  market  falls  to  meet  these  needs  and  since  the 
resources  of  states  and  localities  are  insufficient  to  properly  address  these 
problems. 

It  should  be  pointed  out  that  rental  housing  is  not  as  widely  available  to 
lower  income  people  as  Is  generally  supposed  despite  high  vacancy  rates  in  rental 
housing  for  the  nation  gen^irally. 

The  rental  vacancy  rates  for  the  second  quarter  1986  and  the  second 
quarter  1987,  7.5  percent,  were  higher  than  any  second  quarter  since  1967*  The 
comparable  second  cjpiarter  rate  was  5.0  percent  in  1981  and  1979.  These  were  low 
points. 

At  the  present  time,  rental  vacancy  rates  in  many  instances  are  lower  than 
the  7*5  percent  national  average*  In  the  Northeast  region,  for  example,  where  the 
rental  vacancy  rate  Is  fy^O  percent,  there  would  be  far  less  choice  in  seeking  rental 
accomodations  than  in  other  parts  of  the  country.  So  too.  It  would  be  difficult  to 
find  rental  units  in  larger  apartn>ents,  and  units  with  low  rents.  The  rental  vacancy 
rate  for  6-room  units  Is  3.^  percent.  It  would  be  easier  to  find  rental  units  in  the 
South,  where  rental  vacancy  rates  are  10.6  percent,  due,  in  some  instances,  to 
overbuilding  and  In  some  other  instances,  to  hardships  based  on  the  collapse  of  oil 
prices,  and  problems  stemming  from  the  agricultural  sector.  More  abundant  would 
be  higher  rent  units,  smaller  units,  and  units  lacking  some  plumbing  facilities, 
accordbg  to  vacancy  rates  for  these  types  of  accommodations.  The  rental  vacancy 
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rate  of  units  renting  for  more  than  $500  per  month  is  9*7  percent.  This  can  be  seen 
in  the  statistics  in  the  selected  categories  in  the  table  below* 


Selected  Second  Quarter  I9S7 

Catcjtoriei  Rental  Vacancy  Rate 

United  States  7.3 
Northeast  4.0 
South  10.6 
Inside  Metro  Areas/with  all  plumbing  7.1 
1  and  2  rooms  in  unit  10*9 
5-roofns  in  unit  5*0 
€-rooins  in  unit  3*4 
Rent$10a*$U9  4.9 
Rent  $500  or  more  9.7 
Lacking  some  limbing  facilities  13.9 


Sources  U.S.  Department  of  Commerce,  Bureau  of  the  Census. 
Current  Housing  Reports.  Housing  Vacancies,  Second  Quarter  19S7. 
H-111-87-Q2. 


nL  THE  NEED  FOR  SUBSIDY  FUNDS 

At  the  present  time,  a  number  of  housing  needs  for  those  of  lower  income 
in  the  United  States  are  going  unmet. 

Young  families  are  Increasingly  finding  themselves  shunted  aside,  and  not 
allowed  to  share  In  the  American  dream  of  home  ownership.  The  middle  class  may 
no  longer  be  the  open,  growing,  property-owning  segment  of  society  that  it  has 
been  In  the  past.  Rather,  society  may  Increasingly  be  more  polarized  and  home 
ownership  a  less  democratic  and  widely-enjoyed  status  than  Is  desirable. 
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The  housing  available  for  the  poorest  citizens  is  insufficient  to  meet  mcU' 
needs*  Resources  ^ould  be  allocated  in  the  future  to  meet  the  needs  of  these 
people.  There  U  a  need  to  deal  with  the  potential  growth  of  the  homeless 
populaVion  suggested  by  the  large  number  of  households  who  live  in  government 
assisted  units  who  are  in  danger  of  losing  their  apartments,  by  the  number  of 
people  on  public  housing  waiting  lists  and  by  the  growing  numbers  of  those  who  are 
living  in  crowded  or  doubled  up  living  conditions. 

Assistance  in  the  years  to  come  will  have  to  come  from  all  segments  of 
society  to  address  national  housing  problems,  ii  luding  the  federal  government, 
states  and  localities  and  the  private  sector* 

No  other  sector  of  the  economy  apart  from  the  federal  government, 
however,  has  the  resources  to  address  the  national  housing  problem  and  to  prevent 
its  becoming  worse*  And  no  other  sector  has  done  more  to  shirk  responsibility  for 
national  housing  problems  in  the  past  several  years*  Accordingly,  it  is  appropriate 
that  the  national  government  lead  the  way  in  addressing  the  problem  and  to  support 
the  efforts  of  other  governments  and  the  non-governmental  groups  and  individuals 
In  meeting  the  needs  oi  our  citizens. 

S/im?  FP/dl 
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Ptfc»m  of  U^.  Hom«own#r»hip  by  Aq«  of  Hous*hoki*r 

Am 

1961 

1962 

1963 

1964 

1965 

6S4 

643 

643 

643 

64.1 

Um  than  25 

2a7 

193 

183 

173 

17.4 

25*29 

41.7 

3816 

383 

336 

37.7 

593 

57.1 

55.4 

543 

54.7 

35^ 

973 

66l5 

6&1 

GS7 

4044 

7a7 

710 

723 

723 

713 

4549 

7&2 

76X) 

75.2 

743 

743 

50-54 

783 

783 

783 

784 

77.4 

55-59 

eoD 

803 

801 

8C. 

79.1 

90M 

8Q0 

801 

79.7 

783 

793 

«&69 

77.6 

780 

78.7 

793 

794 

70-74 

75l4 

7&2 

753 

755 

78.7 

75  or  mom 

693 

713 

713 

713 

7D.4 

SOURCE:  economic  N^Nom,  N«tk3n«l  AMOdcbon  of  Horn*  Buiktert.  J«nuvy.  1M0 
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Dear  Senator 


In  response  to  your  request,  and  on  behalf  of  the  American  Institute 
of  Architects,  I  am  honored  to  submit  the  AIA'p  views  on  the  future 
federal  role  in  national  housing  policy* 

The  end  of  the  Reagan  era  coincides  with  a  growing  recognition  that 
this  nation  needs  to  rr^'nvigorate  its  responses  to  varied  even 
desperate  housing  needs  that  persist  throughout  the  country*  At 
the  same  time,  the  experience  of  the  last  six  years  has  shown  that 
a  simple  return  to  the  path  of  the  1970's  will  not  suffice.  The 
future  of  federal  housing  policy  requires  not  only  new  program 
approaches  but  also  realignments  in  traditional  relationships 
among  all  levels  of  government  and  between  government  end  private 
sector.    At  the  same  time,  it  must  be  accepted  that  the  federal 
government  continues  to  bear  an  Important  housing  responsibility 
on  which  the  succw3s  of  new  approaches  and  new  partnerships  depend. 

We  appreciate  this  opportunity  to  participate  in  the  important  and 
exciting  work  on  which  your  subcommittee  has  embarked  to  reshape 
the  nation's  hous:*'^'^  fM-u' 

We  look  forward  as  well  to  sharing  our  perspective  with  your 
committee  in  hearings  you  may  hold  this  year  or  next. 

Sincerely, 

Donald  J.  Hackl,  FAIA 
President 


l.'r/ 

ERJC 
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Toward  a  New  Future  in  Housing  Policy 

Introduction 


Ab  the  Reagan  Administration  nears  its  end,  the  time  has  come  to 
assess  the  changes  it  has  wrought  on  national  housing  policies. 
The  American  Institute  of  Architects  believes  it  will  be 
necessary  to  establish  new  legislation  to  guide  the  next 
administration  in  addressing  housing  needs.     The  purpose  of  this 
paper  is  to  set  forth  what  the  AIA  believes  to  be  the  key 
elements  that  should  be  included  in  this  legislation. 

The  Changed  World  of  Housing 

The  world  of  housing  policy  is  much  different  today  that  it  was 
on  Inauguration  Day  1981.     Federal  support  for  housing,  either 
through  direct  subsidies  or  indirectly  through  the  tax  code  have 
diminished  substantially,  except  for  the  homeowners  mortgage  tax 
deduction,  which  continues  to  .grow.     Since  1981,  housing  programs 
administered  by  the  Department  of  Housing  and  Urban  Development 
and  by  the  Farmers  Home  Administration  have  experienced  cuts 
greater  than  any  other  domestic  program  area. 

These  cuts  reflect  a  dramatic  shift  in  the  federal  government's 
attitute  towards  the  place  of  housing  in  the  list  of  spending 
priorities.    As  the  deficit  has  soared,  and  priorities  such  as 
defense  have  claimed  greater  shares  of  federal  revenues,  housing 
assistance  in  its  various  forms  have  taken  a  back  seat. 

New  construction  and  substantial  rehabilitation  programs  have 
been  virtually  wiped  out,  —  with  the  end  of  the  Section  8  programs 
for  those  purposes,  the  end  of  new  funding  for  the  Section  312 
rehabilitation  program,  the  end  of  the  6NI1A  Tandem  Financing 
program,  significant  reductions  in  the  Section  8  moderate 
rehabilitation  program  and  the  public  housing  construction 
program,  and  sharp  cutbacks  in  the  range  of  programs  delivered  by 
the  Farmers'  Home  Administration  for  rural  residents  and 
farmworkers. 


The  historically  small  Section  202  program  of  loans  for  the 
development  of  housing  for  the*  elderly  and  handicapped  is  today 
the  premier  federal  construction  assistance  program,  yet  it  is 
responsible  for  only  about  10,000  -  12,000  new  units  a  year  for 
the  entire  nation.     The  Housing  Development  Action  Grant  Program 
(HDDA6)  is  a  good  effort  to  boost  housing  supplies  in  tight 
rental  markssts,  but  it    is  too  small  and  produces  only  two  units 
for  low  and  moderate  income  people  for  every  ten  it  builds. 
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Tax  incentives  for  multi-family  housing  production,  most 
notably  tax-exempt  mortage  revenue  bonds,  syndications,  and 
depreciation,  have  been  curtailed.    By  comparison,  in  1980,  the 
federal  government  reserved  almost  130,000  units  of  new 
construction  and  substantial  rehabilitation  under  HUD  programs 
alone* 

In  the  place  of  major  federal  commitments  to  construction, 
th3  Reagan  Administration  and  the  Congress  have  concentrated 
on  the  existing  housing  stock  to  provide  the  resource  for 
housing  assistance  through  the  use  of  vouchers  and  Section  8 
certificates*     Not  only  is  the  number  of  such  units  low,  but 
their  success  in  the  marketplace  presumes  adequate  availability 
of  suitable  housing*     In  addition,  housing  assistance  in  the 
existing  housing  stock  cannot  encourage  an  expanded  housing 
supply  or  improve  housing  quality* 

The  Result 

As  federal  support  for  housing  has  declined,  so  have  housing 
opportunities  and  housing  conditions*     Today,  as  many  as  7 
million  people  pay  50  percent  or  more  of  their  incomes  in  rent* 
People  living  in  structurally  deficient  apartments  have  increased 
in  number*     Although  the  building  industry  has  brought  five 
million  new  multi-family  units  on  line  between  1975  and  1985, 
a  greater  number  have  deteriorated*    As  costs  for  housing  have 
risen  dramatically,  homeownership  has  become  barely  a  glimmer 
of  hope  for  millions,  even  with  reduced  inte"-'?cr  rates ♦  and* 
on  the  average,  new  homebuyers  pay  44  percent  of  income  for 
mortgage  payments* 

These  unfortunate  results  of  the  federal  government's  withdrawal 
from  the  housing  field  have  shifted  responsibilities  to  local  and 
state  governments  and  the  private  sector,  particularly  private 
non-profit  entities*    They  have  had  no  choice  but  to  accept 
those  responsibilities,  knowing  at  the  same  time  that  they  have 
no  capacity  to  replace  in  full  what  the  federal  government  has 
withdrawn*     Still,  in  grappling  with  their  new  housing  burdens, 
states  and  local  governments  along  with  important  segments  of  the 
private  sector  have  revealed  themselves  to  be  an  essential 
resource  for  housing*    States  in  particular  have  entered  the 
arena  in  new  force,  and  this  emergence  of  new  housing  resources 
represents  a  large  silver  lining  in  the  dark  clouds  that  the 
administration's  approach  to  housing  has  caused  to  gather* 

Future  Chal lenoes 

As  we  look  ahead  to  the  next  administration  and  to  ^he  next 
century,  we  find  numerous  challenges  that  future  housing  policy 
must  confront*     We  find  a  nation  with  large  numbers  of  ill-housed 
people  and  communities  ill-equipped  to  help  them*    Housing  costs 
are  escalating,  even  as  over-all  inflation  has  abated,  denying 
homeownership  to  the  majority  of  young  families*    Special  groups, 
such  as  the  elderly,  the  handicapped,  and  the  displaced  continue 
to  suffer  not  only  from  the  shortage  of  housing  but  also  from  the 
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Shortage  of  housing  options.    Lurking  on  the  horizon  is  the 
potentially  disastrous  displacement  of  hundreds  of  thousands 
from  federally-assisted  buildings  where  assistance  contracts 
are  coming  to  an  end. 


The  Future  of  Housing  Policy  -  Principles 


It  is  clear  to  the  AIA  that  the  experience  of  the  last  six  years 
has  not  resulted  in  much  progress  in  meeting  national  housing 
needs.  But  it  has  dramatically  changed  the  nature  of  the  debate 
about  how  progress  ought  to  be  achieved.  In  the  context  of  this 
debate^  the  AIA  believes  that  new  legislation  should  Incorporate 
several  principles,  as  follows: 

First,  we  recognize  the  continuing  importance  of  a  meaningful 
federal  role  in  assuring  decent,  affordable  housing  in 
>     reasonable  supply.    The  condition  of  housing  is  a  national 
concern,  for  good  housing  provides  the  basis  for  wholesome 
communities,  social  stability,  and  prosperous  economies.  While 
the  federal  deficit  may  preclude  a  significant  broadening  of  the 
federal  government's  housing  role,  it  is  clear  that  only  the 
federal  government  has  the  financial  depth  to  handle  effectively 
certain  forms  of  assistance  such  as  lonq^term  rental  assistance. 

Second,  the  additional  responsibilities  thrust  on  states, 
localities,  and  the  private  sector  open  the  door  to  an  excellent 
partnership  with  the  federal  government  in  addressing  he  jsing 
needs.    As  it  becomes  clear  that  funds  for  preserving  ar 
expanding  the  housing  supply  for  lower  income  people  wil.  not  be 
available  in  sufficient  amounts  from  a  single  source,  the 
combined  resources  of  government  and  the  private  sector  provide 
the  only  route  to  ensure  better  housing  opportunities. 

Third,  new  legislation  should  rest  on  the  firm  foundation  of 
existing  programs  that  have  demonstrated  success  and  cost- 
effectiveness.     It  is  a  canard  that  housing  programs  are 
failures.     Most  have  worked  well;  some  have  not.    Al ;  need  to  be 
reviewed  periodical }y  to  ensure  that  they  remain  up  to  date. 

Fourth,  states  and  localities  must  have  the  flexibility  to 
fashion  responses  to  their  particular  housing  needs. 

Fifth,  new  legislation  must  direct  itself  to  the  broaii  spectrum 
of  housing  proble.t.s,  both  rental  and  homeownership,  and  encompass 
housing  quality,  availability,  and  af fordability.     In  localities 
with  housing  shortages,  concentration  solely  on  assistance  in  the 
existing  housing  stock  will  be  far  less  successful  than  a 
combination  of  such  assistance  and  measures  to  boost  the  overall 
housing  supply. 

Having  offered  these  principles,  we  should  point  out  that  there 
are  few  new  ideas  in  housing,  only  old  ideas  whose  time  has  come. 
The  bottom  line,  as  always,  is  cost,  and  the  essential  question 
is,  as  always,  who  pays?    With  these  concepts  in  mind,  the  AIA 
would  like  to  submit  several  ideas,  some  of  which  we  believe 
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1  the  prevailing  winds  of  this  time  in  the  history  of 
.can  housing. 

iiture  of  Housing  Policy  -  Leoislatlnn 


Additional  funds  should  come  from  direct  annual  appropriations, 
as  well  as  from  dedicated  revenue  sources.  Jurisdictions 
receiving  the  funds  could  assist  renter  households  earning 
up  to  80  percent  of  median  income,  and  eligible  homebuyers 
earning  up  to  the  levels  permitted  under  the  Section  235 
homeownership  assistance  program.     Allocations  of  trust  fund 
monies  would  occur  by  needs-based  formula  to  the  largest  communiti 
and  to  states  for  distribution  to  smaller  communities,  much  like 
the  Community  Development  Block  Grant  Program  operates  now.  A 
principle  of  any  trust  fund  program  should  be  matching  funds 
from  private,  local,  and/or  state  sources,  in  order  to 
recognise  the  federal  government's  funding  limits,  to  extend  the 
program's  reach,  and  to  foster  the  partnership  that  should  form 
the  basis  of  housing  policy  in  this  country.     In  addition  to  a 
trust  fund  concept,  new  legislation  should: 

1.  Maintain  the  Section  202  Program  for  the  elderly  and 
handicapped  in  recognition  of  the  special  need  it  must 
fill  and  its  overall  success  in  filling  it.     In  addition, 
new  legislation  should  revise  HUD* a  cost  containment 
guidelines 'which  restrict  project  quality. 

2.  Maintain  the  Community  Development  Block  Grant  and  Urban 
Development  Action  Grant  Programs,  in  light  of  the 
comprehensive  development  purposes  of  the  former,  and  the 
economic  development  focus  of  the  latter. 

3.  Target  for  special  attention  public  housing  in  need  of 
rehabiliation,  in  order  to  preserve  this  vital  housing 
resource  which  consists  of  over  a  million  units  nationwide. 

4.  Expand  the  Section  8  moderate  rehabilitation  program. 
This  program  is  essential  to  preventing  or  minimising 
displacement  that  would  necessarily  result  from  substantial 
rehabilitation. 
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5.  Maintain  and  sxpand  the  Section  8  existing  housing  and 
housing  voucher  programs  as  tools  to  make  existing 
rental  housing  affordable  for  people  with  very  low 
incomes*     It  is  clear,  however,  that  the  voucher 
program  is  unsuited  to  housing    markets  beset  by  very 

high  costs  and  low  vacancy  rates.     In  these  places,  the  program 
may  reduce  housing  costs  but  cannot  maks  housing  affordable. 

It  is  not  unusual  in  tight  rental  markets  for  vouchers  to  go 
unused,  particularly  by  larger  families. 

Thus,  vouchers  and  Section  8  existing  housing  assistance  should 
be  targeted  more  accurately  to  the  areas  where  each  program  can 
work  most  effectively.     In  addition,  assistance  under  these 
programs  must  continue  in  order  to  protect  those  whose  contracts 
are  expiring. 

6.  The  AIA  believes  that  steps  must  be  taken  to  prevent 
the  wholesale  loss  of  units  that  were  originally 
designed  ancf  built  for  low  income  populations  under 
the  Section  8  new  construction  and  substantial 
rehabilitation  programs.     Units  built  before  1980 

may  get  out  of  the  Section  8  program  before  expiration 
of  the  full  term  of  the  Section  8  contract. 

This  alarming  potential  problem  has  already  received 
Congressional  attention,  underscored  by  a  General 
Accounting  Office  study. 

Incentives  must  be  found  to  encourage  current  and  subsequent 
owners  to  retain  the  properties  for  low  income  residents ,  or 
the  nation  faces  the  speccre  of  widespread  hardship  resulting 
from  displacement  or  the  immense  financial  and  logistical 
burden  of  subsidizing  the  construction  of  replacement  housing 
or  of  aiding  in  the  difficult  process  of  relocation. 

Retention  of  these  apartments  could  be  encouraged  through 
extension  of  remaining  tax  incentives  or  direct  assistance  m 
rehabilitation  and  in  refinancing  to  bring  down  project  costs. 

7.  Restore  historic  preservation  tax  credits  for  landmark 
properties  used  for  low-income  housing.    The  AIA  believes 
that  historic  buildings  can  and  should  be  a  housing  resource 
but  since  there  are  special  costs  involved  in  combining 
historic  preservation  with  the  creation  of  housing  for 
people  of  modest  incomes,  it  makes  sense  to  revisit  the  Tax 
Reform  Act  of  1986  and  its  restrictions  on  the  historic 
preservation  tax  credit.    While  the  credit  was  retained,  it  was 
reduced  to  20/.  from  25V..     As  a  result,  historic  preservation 
activities  have  declined,  and  to  the  extent  these  endeavors 
entailed  the  incorporation  of  housing  into  preservation 
projects,  we  have  lost  a  small  but  important  opportunity  for  both 
expanding  the  houcing  supply  and  for  stabilizing  older  areas. 
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While  not  within  the  legislative  purview  of  the  Banking 
Committee,  this  tax  issue  cannot  be  overlooked  and  should  be 
addressed  in  separate  legislation, 

nL!)°^*'*i**"[''         ^'^^^'^  features  of  the  FHA  insurance 
payff,ent  for  homeownership,     FHA  works  well  and  does  not 
need    fixing"  through  new  or  higher  fees,  or  privatization. 
9.    Finally,  in  this  era  of  rapidly  changint;  technology,  the  AIA 
believes  it  is  important  for  the  federal  anvernment  ....nn,,.-*. 
basic  research  into  buildings  as  complin  %echn?2lrsystlmi?°'^^he 
federal  government  has  sharply  cut  back  its  support  of  buildings 
research,  particularly  with  respect  to  energy  conservation,  to 
the  point  that  the  United  States  is  falling  behind  trading 
partners  in  the  development  and  application  of  new  e-'ficient 
buildiny  romponents  that  life  cycle  costs  through  reduced 
energy  consumption. 


The  Department  of  Energy  Appropriation  for  the  building  ami 
community  systems  programs  cteclinnd  from  ♦98,300, COO  in 
FY19B0  to  ♦30,450,000  in  PYlVf?7. 

A  recent  report  on  energy  conservation  appropriations  noted 
that  U.S.  expenditure's  on  buildings  compare  with  the  amounts 
spent  on  research  on  raz.^r  blades.    The  Japanese  spend  3%  of  their 
construction  industry  sales  cn  building  research  compared  to 
0*01'/,  for  the  U.S.  cons'cruction  industry. 

The  future  of  American  housing  lies  in  partnership  and  in  the 
pragmatic  approach  for  problem-solving  that  has  served  this 
nation  well  for  200  years.     We  hope  this  paper  will  help  develop 
legislation  that  advances  these  goals* 
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^5^i^i?  Alan  Cranston  and  Alfonac  M.  D»Amato  and  the  Senate  Subcommittee  on  Housinfr 
and  Urtan  Afiairs  have  nven  this  country  a  great  opportunity  ~  the  opportunity  to  rethink 

Invite^tSj^ri^^^^^^ 

1.  That  Federal  support  Is  absolutely  easenUal  to  meet  the  housing  needs  of 
low-  and  moderate  •income  households;  and 

Z  That  tremendous  capacity  exIsU  at  the  sUte  and  local  levels  to  design  and 
implement  creative  housing  programs  which  are  responsive  to  local 
conditions,  needs  and  o£>portunIties« 

Our  new  housing  poUpy  must  recommit  Federal  resources  toward  housing  needs,  and  must 
take  advanUge  of  the  demonstrated  state  and  local  capad^  to  produce  and  maintain  housinjr 
forlow-andmoderate-innme  households.  r--*  ^    f  wuuuuuwuk 

'  L  BASIC  PREMISES 

'^^lA??^^"  Association's  rccommendaUons  for  a  new  housing  policy  are  based 

on  the  following  premises:  ©  ^ 

A.  Decent  housing  in  a  suitable  living  environment  is  a  basic  human  right  to  which  ell 
Amencans  are  entitled. 

B.  The  private  sector  i5»  and  will  continue  to  be.  the  primary  provider,  owner,  and 
mana^r  of  housing;  government's  role  is  catalytic,  supplcmentwy,  and  remilatory. 
ensuring  that  the  cumulaUve  effect  of  individual  housing  market  decisions  docs  not 
deprive  any  segment  of  socie^  of  the  opportunity  to  live  in  decent  housing. 

C.  The  Federal  government  must  increase  and  redirect  the  resources  which  it  currently 
devotes  to  housing,  seeking  partnerships  with  fUte  and  local  governments  and  with 
the  Dnvate  sector  to  maximize  the  impact  of  the  limited  funds  which  can  be  made 
available. 

D.  A  primary  role  of  the  Federal  government  is  to  address  the  root  causes  within  our 
economic  system  which  create  the  gap  between  housing  cost  and  the  ability  to  pay  for 
so  many  American  households. 

E.  It  is  at  the  state  and  local  levels  that  we  are  best  able  to  design  and  implement 

ETognrnfi  to  produce  and  maintain  housing  which  U  affordable  to  low-  and  moderate- 
icome  households. 

F.  It  is  more  cost  effective  to  maintain  existing  housing  and  its  afibrdability  than  to 
produ  ce  new  housing. 

G.  Sound  plamxing,  which  can  coordinate  the  vast  array  of  local  housing  programs  and 
providers  toward  common  objectives,  is  a  -aitical  ingredient  of  an  effective  housing 
strategy. 

P.  RECOm^NDED  FEDERAL  ROLF. 

Based  upon  ^^i*  above  premises,  the  American  Planning  AssociaUon  recommends  the 
following  four-fold  role  for  the  Federal  g6yemment  in  meeUng  the  housing  needs  of  low-  and 
moderatC'income  households: 
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A.  Insure  that  very  low*incoine  bouteholdt  have  the  minimum  resources 
nec^isary  to  afford  decent  housing. 

We  recommend  that  the  rental  housing  certiflcate  program  be  retained  and  expanded 
as  needed.  Consideration  also  may  be  given  to  combming  bousing  certiflcates  with 
shelter  allowances  under  the  welfare  system  to  provide  a  single  more  efncient  and 
more  equitable  financial  support  program  for  the  most  needy  of  our  society.  ProRrams 
must  be  designed  and  admimstered  such  that  homeless  persons  are  not  excluded  from 
eligibility/ 

B.  Remove  systemic  incentives  to  speculation  and  overcocsumption,  and  provide 
incentives  for  affordable  bousing  production  and  maintenance. 

In  its  regulation  and  stimulation  of  the  national  economy,  the  Federal  government 
must  not  contribute  to  those  forces  which  tend  to  continuously  drive  up  the  cost  of 
housing.  To  the  contrary,  steps  should  be  taken  to  stimulate  construction  and 
maintenance  of  affordable  bousing.  We  recommend  the  following  as  the  types  of 
taxation  and  regulatory  actions  which  should  be  taken  to  support  a  new  national 
housing  policy: 

1.  Extend  the  tax  benefits  of  homeownership  to  lower  income  homeowners  by  allowing 
the  taxpayer  to  choose  either  the  full  homeowner  deduction  or  a  partial  tax  credit 
for  mortgage  interest  and  property  tax  payments. 

2.  Remove  the  homeowner  tax  deduction  for  second  homes. 

3.  Extend  the  straight-line  depreciation  period  for  rental  property. 

4.  Permit  depreciation  allowance  for  owners  of  5  or  more  rental  units  only  if  they 
submit  every  3  vears  a  csrtification  from  a  local  government,  or,  in  the  absence  of 
local  capacity,  m>m  a  licensed  engineer  or  architect  that  the  units  comply  with  a 
model  housing  code  iccognizeo  by  the  Council  of  American  Building  Ofncials;  and 
only  if  they  suomit  evidence  upon  sale  that  tenant  associations  were  given  the  right 
of  first  refusal  io  purchase. 

5.  Establish  a  high  capital  gains  tax  for  short-term  resale  of  reL:=il  property  which 
declines  on  a  sliding  scale  to  the  present  capital  gains  tax  rate  as  the  length  of 
ownership  increases. 

6.  Remove  impediments  to  utilization  of  the  low-income  housing  tax  credit 

7.  Classify  tax  exempt  revenue  bonds  used  to  finance  housing  for  low*  and  mcderate* 
income  households  as  essential  function  bonds,  thereby  ehminating  the  provisions 
which  subject  such  honds  to  state  allocation  caps  and  to  the  Alternative  Alinimum 
Tax. 

8.  Provide  control  and  incentives  in  regulation  of  credit  institutions  to  insu.  e  that  an 
adequate  share  of  private  credit  continues  to  be  directed  toward  construction  and 
rehabilitation  of  afH)rdable  bousing. 

9.  Reject  ali  proposals  to  privatize  the  Federal  Kousing  Administration  and  Federal 
agencies  which  provide  a  secondary  market  for  housing  fioan^:. 

C.  Preserve  the  n-Yordability  of  existing  Federally  subsidized  housing. 

The  ':urrent  iolivy  oi'  the  Federal  government  is  to  divest  itself  of  ^  direct  role  in 
pn.  ucing  anc  mit. aging  low-income  housing.  This  withdrawM  should  not  be  so 
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prccipi'ous  M  to  threaten  the  exitUng  stock  of  housing  for  lowland  moderate-income 
housenolds.  Furthennore,  we  should  not  allow  the  1.4  million  uniU  of  housing  which 
are  currently  available  to  needy  households  throui^  HUD-assisted  programs,  such  as 
SecUon  8,  SecUon  221(d)(3)  and  SecUon  236*  to  disapoear  as  private  developer 
contracts  expire.  Therefore*  we  recommend  that  the  Federal  government: 

1.  Sell  no  exisUng  Public  housing  project  unUl  a  thorough  study  has  demonstrated 
^■ri^^ifi"*?^*!*"*^,"^***"^^  capability  will  east  to  assure  Uie  long-term 
availablUty  of  such  uniU  to  tenanU  similar  in  income  to  present  tenanU.  ExisUng 
public  housing  should  be  modernised  and  rehabiliUted  before  it  is  turned  over  to  a 
local  government,  a  tenant  asaodaUon*  or  a  nonprofit  organisation. 

If  turned  over  to  a'tenant  assodaUon*  the  Federal  government  should  assist  in  the 
formauon  of  a  limited  equity  co-op  or  mutual  housing  assodaUon  to  guarantee  the 
long-term  aflbrdability  of  the  units. 

2.  Require  all  private  owners  of  exisUng  Federally  subsidised  housing  to  provide  a  six- 
month  noUce  to  tenanU  and  to  local  government  of  their  intent  to  conver;  the  units 
to  market  rate  housingand  to  rive  Uie  right  of  first  refusal  to  purchase  Ui  e  property 
to  the  building's  tenant  assodaUon*  a  local  government,  a  public  authority,  or  a 
nonprofit  organiuUon.  If  displacement  should  occur*  Uie  private  owner  should  be 
required  to  provide  relocation  assistance. 

In  addition,  Uie  Federal  government  should  provide  the  financing  ^d  technical 
assistance  which  may  be  needed  to  create  a  viable  limited  equity  co-op  or  mutual 
housing  association  te  guarantee  the  long-term  aflbrdability  of  the  units. 

D.  Delegate  to  sUte  and  local  govemmente  the  responsibility  and  resources  to 
produce  and  maintain  affordable  housing. 

During  the  past  six  years.  sUte  and  local  govemmeau  have  valianUy  attempted  to  fill 
the  void  created  by  Uie  wiUidrawal  of  the  Federal  government  from  housing  programs. 
The  vast  array  of  creative  programs  fashioned  by  public  and  nonprofit  agencies  to  meet 
the  specific  needs  of  their  constituencies  has  demonstrated  that  houwng  production 
and  maintenance  programs  are  most  efi'ectively  designed  and  implemented  at  the  state 
and  local  levels.  Moreover,  it  is  at  Uie  local  level  Uiat  auUioritv  resU  for  Uie  regulation 
ofhousing  production  and  maintenance,  through  tools  such  as  subdivision  ordinances, 
zoning  codes,  development  and  design  standards*  and  code  enforce-nent 

The  existence  of  pubUc  and  private  agencies  whiai  are  implementing  efi'ective  housing 
programs  at  the  sUte  and  local  levels  offers  an  unprecedented  opportunity  to  leverage 
limited  new  Federal  funding  to  maximum  impact  We,  therefore,  recommend  two  new 
incentive  housing  block  grant  programs,  to  stetet  wd  to  local  govemmente,  as  follows: 

1.  Create  a  new  state  Incentive  housing  block  grant  program. 

A  portion  of  the  funds  should  be  allocated  to  every  sUte  based  upon  relative  need. 
The  remainder  of  Uie  funds,  which  should  become  the  major  portion  of  the  block 
grant  program  over  time,  should  be  allocated  on  an  incenuve  basis  to  states  to  the 
that  they  have  raised  matehing  funds  for  low-and  moderate*  housing 
through  mechanisms  such  as  state  housing  trust  funds,  general  obligation  bonds,  or 
general  fund  appropriations.  (It  is  recognised  Uiat  direct  Federal  support  will  be 
required  to  meet  the  housing  needs  of  low.  and  moderate.income  Native  American 
households  residing  within  Indian  reservations  and  villages*  and  may  be  required 
to  meet  the  housing  needs  of  rural  households  through  a  strengthened  Farmer? 
Home  Administration.) 
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2.  Expand  the  Community  Development  Block  Grant  (CDBG)  Program. 

The  CDBG  program  should  be  expanded  to  include  a  housing  block  grant 
element  which  would  provide  addlUonal  funds  to  match  funds  raised  locally  for  low- 
and  moderate-income houdng.  The  expanded  program  might  be  called  the  Housing 
and  CommuniW  Development  Block  Grant  Program,  reflecting  a  requirement  that 
the  mijor  portion  of  the  total  funds  (sav,  not  leaa  than  70  percent)  be  devoted  to 
housing  for  low-and  moderate-Income  households.  As  with  the  Present  CDBG 
program,  funds  should  be  allocated  directly  to  metropolitan  dtles  snd  urban 
counties,  and  through  the  states  to  mailer  dues. 

3.  Permit  state  and  local  governments  to  dlrcctlv  utilise  housing  block  grant  funds,  or 
to  allocate  them  to  private  and  non-profit  housing  developers  and  to  housing 
authorities,  for  a  wide  range  of  activities  which  beneflt  housing  for  low  and 
moderate-income  households.  Induded  would  be  grants  and  loans  for  construction, 
rehabilitation  and  improvement  of  houdng,  home  ownership  and  rental  assistance, 
code  enforcement,  provision  of  emergency  shelter  and  technical  assistance/seed 
money  for  non-profit  communis  bMd  sponsc.Y.  Block  grant  funds  should  be 
allowed  to  be  combined  with  other  housTng  funds,  as  in  the  provision  of  **gap 
flnandng^  to  leverage  bond  proceeds  and  conventional  finandng. 

4.  Require  each  staii  or  local  redplent  to  prepare  and  sdopt  a  hou^ng  pUn  before  the 
incentive  funding  is  released,  k&d  to  updau  such  plans  st  flve-year  intervals.  The 
proposed  planning  proceri  is  intended  to  direct  the  expenditure  of  limited  funds  to 
the  most  elTective  actloni,  to  coordinate  the  vast  arrey  of  public  and  privste  actions 
toward  eonunon  otjectives,  and  to  provide  a  mechanlvn  for  public  partldpatlon  and 
review.  The  state  plan  should  contain  sub-plans  by  maricst  regions,  which  could  be 
prepared  by  or  in  cooperation  with  sxistinc  regional  planning  agendes.  All  planv 
should  be  part  of  and/or  consistent  with  the  comprehensive  plsns  for  each 
jurisdiction.  Each  plan  should  address,  at  a  minimum,  the  following: 

a.  Anslysis  of  current  hou^ng  problems  and  Issues,  induding  gaps  between  supply 
and  demand,  mismatches  oetween  cost  and  ability  to  pay,  overcrowding»  and 
physical  condition. 

b.  Long-range  forecast  of  houdng  demand  by  type  and  price  range.  These  forecasts 
should  take  Into  account  a  falr^share  allocation  among  communities  of  housing 
for  low-and  modsrate-income  households.  The  fair-snare  sppro&ch  should  be 
developed  as  part  of  the  state  plan  and  be  incorporated  in  a  consistent  manner  in 
all  local  plans. 

c.  Estimate  of  spedfic  housing  needs  during  the  next  Ave  years  to  serve  all 
sesments  of  the  populstlon, Induding  low-  and  moderate-income  families,  the 
elaerly,  the  handicapped,  and  the  homeless,  l^e  estimate  should  include  a 
reasonsble  commitment  toward  meeting  the  long-range  fair-share  allocation. 

d.  Anslysis  of  obstacles  to  development,  maintenance,  £nd  Imorovement  of 
houamg  for  low-  and  moderate-income  households,  including  local  land  use  and 
building  codes,  cost  and  svallability  of  mortgage  loans,  lack  of  developsble  land, 
etc. 

e.  Long-range  goals  and  short-range  objectives.  The  objectives  should  be  in  the 
form  of  specluc,  quantlOed  (where  possible)  targets  for  the  next  five  ye&rs. 

I.  Recommended  action  strategy.  The  set  of  recommended  actions  to  achieve  the 
llve-ycar  obkctlves  should  be  spedflc  as  to  responsible  agency,  funding  »  rce, 
and  targetea  ou^ut 
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g.  CiUz«n  ^Artidpation.  The  process  sod  products  of  citizen  participation  in 
preparation  of  the  plan  should  be  documented. 

h.  Displacement  and  other  negative  impacts.  The  plan  should  seek  to  minimize 
ancvor  mitigate  its  effect  upon  displaccnent  and  its  other  negative  impacts  upon 
th^  overall  environment  It  should  include  an  adequate  relocation  assistance 
program. 
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ABOUT  THE  AMERICAN  PLANNING  ASSOCIATION 

The  American  PUnning  Astodatlon  (APA)  it  a  national  organlxaUon  of  21,000  members, 
including  public  and  jmvaU  plannen  and  elected  and  appointed  offidalt  at  all  levels  of 


fovenunent  as  well  as  educators,  students  and  interested  dtisens.  APA  members  belong  to 
45  cheptsrs  ecvering  tvenr  state  and  Coagresalooal  district  They  can  al    '  ' 
divisions  focusing  on  such  functional  arau  as  Housing  and  Human  Services. 


The  Kzs^uy  ylt^tctiy  of  APA  is  to  advance  the  art  and  sdenrc  of  planning  for  the  improved 
development  of  the  nation  and  Its  states,  regions  and  communities. 

APA  vs«  formM  In  1978  through  the  consoll^tion  of  the  American  Institute  of  Planners, 
founded  in  1917,  and  the  Anksrican  Sodety  of  PlanningOIGdals,  founded  in  1934. 

Within  APA  is  the  American  Institute  of  Certified  Plahpers  which  focuses  on  professional 
development  Members  of  AICP  are  distinguished  by  having  met  experience  requirements 
and  by  naving  passed  an  examination  onpIanningpHndpIesandpracUces.  , 

The  American  Planning  Assodation  and  its  chapters  have  wholeheartedly  supported 
legislation  at  the  national  and  state  levels  to  make  housing  aflbrdable  for  all  Americans  and, 
in  particular,  for  low*  and  moderate*income  families. 

APA*a  research  activities  have  also  been  directed  towards  providing  state  and  local 

Eovemments  with  practical  measures  that  they  can  adopt  to  increase  the  arTordability  of 
ousing.  In  recentyears,  APA  has  developed  and  disseminated  Information  on  such  top^'~'^  ss: 

PIsnning  Agency  Ideas  for  Encoursrint  Low*  and  Mode  Ate-Income  Housing.  1977. 

Iptegration  in  HouSi^ng:  A  Plan  forRadal  Diversity  In  Two  VlHsgcs.  1978. 

Inclusionarv  Zoning  Regulations;  An  Update.  1980. 

Low*  and  Moderate-Income  Housing;  Parti.  Increasing  the  Supply  and  Accessibility.  1980. 
Low»  and  Moderate-Income  Housing;  Part  2.  Conserving  What  We  Have.  1980. 
Accessory  Apartments;  Using  Surplus  Spsce  In  SIngle«FamIly  Houses.  1981. 
Zero  Lot  Line  Development  1982. 

Changing  Development  Standards  for  Aflbrdable  Housing.  1982. 

Increasing  Housing  Opportunities  for  the  Elderly.  1983. 

/ifiiVr^^bie  Slngle-Famlly  H^ing:  A  Review  of  Development  Standards.  1984. 

Shar  jdHoutIng;  An  Affordable  Alternative.  1985. 

Inclusion  ary  Zoning  Moves  Downtown.  1985. 

Regulating  Manufactured  Housing.  1986. 
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This  statement  on  National  Housing  Policy  was  prepared  by  a  Special  Committee  of  the 
American  Planning  Association  ana  was  reviewed  and  commented  upon  by  its  Board  of 
Director^,  its  Chapter  Presidents  and  its  Division  Chairs. 

Members  of  the  Special  Committee  include: 


Robert  Paternoster,  AICP,  Chairman 
Member,  APA  Board  of  Directors 
Director  of  Planning  and  Building 
CityofLongBeach 
Long  Berch,  California 

Kathleea  Sartolini 
Director,  Office  of  Local  and 

Regional  Planning 
Massachusetts  Executive  Office  of 

Communities  and  Development 
Boston,  Massachusetts 

Tommie  Birdsall,  AICP 

Senior  Planner 

City  Planning  Department 

City  Hall 

Cincinnati,  Ohio 

Linda  E.Hollis.  AICP 
Chair,  National/State  Polipy 
Coordinating  Committee 
Member,  APA  Board  of  Directors 
Consultant 

Tischler  &  AssociateSt  Inc. 
Falls  Churcl,' Virginia 

Kristen  Hughes,  Director  of  Policy 
and  Government  Relations 

Department  of  Economic  and 
Community  Development 

Annapolis,  Maryland 


Daniel  Lauber,AICP 
Past  President,  APA 
Planning^Communications 
River  Forrest,  Illinois 


Steve  Leeper 

Deputy  Director  of  Housing 
Pi  ttsburp^h  Urban  Redevelopment 
Authon^ 

Pittsburgh,  Pennsylvania 


Daniel  Mandelker,  AICP 
Professor 
School  of  Law 
Washington  University 
St  Louis,  Missouri 

Susan  Powers,  AICP 

Member,  APA  Board  of  Directors 

Executive  Director 

Denver  Urban  Renewal  Authority 

Denver,  Colorado 


Staff: 

Israel  Stollman,  AICP 

Executive  Director 

American  Planning  Association 

Nancy  Schamberg  Willis,  AICP 
Director  of  Govem^iient  Affairs 
American  Planning  Association 


George  T.  Marcou,  lUCP 
Deputy  Executive  Director 
Amencan  Planning  Association 

Penny  R.  Moore 
Secretary 

American  Planning  Association 
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AN  EVALUATIOK  OF  THE 
NATIONAL  MANUFACTURED  HOUSING  CONSTRUCTION 
AND  SAFETY  STANDARDS  ACT  OF  1974,  42  U^S^C,  5401  et*  seq> 

AND  THE  HUD  REGULATIONS  IMPLEMENTING  THE  ACT 
24  C^F.R,  S3280,  THE  CONSTRUCTION  AND  SAFETY  STANDARDS  AND 
24  C>F>R>  S3282,  THE  PROCEDURAL  AND  ENFORCEMENT  REGULATIONS 


Submitted  by: 

ASSOCIATION  FOR  REGULATORY  REFORM 

Danny  D*  Ghorbani 

President 

1331  Pennsylvania  Avenue,  N«W« 
Suite  508 

Washington,  D*C*  20004 
(202)  783-4087 


October  5,  1987 
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AN  EVALUATION  OF  THE 
NATIONAL  MANUFACTURED  HOUSING  CONSTRUCTION 
AND  SAFETY  STANDARDS  ACT  OF  1974,  42  U.S.C.  5401  et  seq. 

AND  THE  HUD  REGULATIONS  IMPLEMENTING  THE  ACT  

24  C.F.R,  S3280,  THE  CONSTRUCTION  AND  SAFETY  STANDARDS  AND 
24  C>F>R>  S3282,  THE  PROCEDURAL  AND  ENFORCEMENT  REGULATIONS 

FOREWORD 

The  National  Manufactured  Housing  Construction  and 
Safety  Standards  Act  of  1974,  42  U.S.C.  §5401,  et  seq, 
("Act")   (Attachment  1),  was  implemented  by  Construction  and 
Safety  Standards  and  Procedural  and  Enforcement  Regulations 
promulgated  as  of  June  15,  1976  (Attachment  2).    In  the 
ensuing  ten  years,  approximately  three  million  manufactured 
houring  units  have  been  produced  by  the  industry.     It  is 
appropriate,  therefore,  to  consider  the  effectiveness  of  the 
regulatory  scheme  at  this  juncture.    This  analysis  will 
attempt  an  evaluation,  admittedly  from  the  standpoint  of  the 
producers  of  manufactured  housing.    Most  of  the  data  used  is 
based  upon  examinations  of  records  and  documents  within  the 
custody  of  the  Department  of  Housing  and  Urban  Development 
and  the  records  of  private  companies. 

By  the  early  1970 's  production  of  mobile  homes  had 
risen  to  566,920  units  per  year.    Production  and  sales, 
however,  have  never  again  reached  such  a  high  level. 
Indeed,  since  the  enactment  of  the  Mobile  Home  Act, 
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production  has  been  nearly  static,  without  any  appreciable 
increase. 


the  adoption  of  the  1974  Act.    The  industry  saw  the 
preemption  provision  of  the  Act  as  a  possible  solution  to 
expensive  and  time  consuming  efforts  necessary  to  comply 
with  multiple  building  codes  in  the  states  and  local 
jurisdictions.    There  also  had  been  consumer  complaints 
regarding  some  industry  products.    These  influences 
encouraged  Congress  to  establish  a  nationwide  building  code 
for  mobile  homes.    The  original  Construction  and  Safety 
Standards  were  essentially  similar  to  the  American  National 
Standards  Institute  ("AKSI")  Standard  A119.1,  which  had  been 
developed  jointly  by  various  voluntary  scnndard  agencies. 
(Attachment  3.) 

Both  ANSI  Al  9.1  and  the  new  HUD  Code  incorporated 
by  referer^e  thousands  of  standards  for  materials  and 
components,  as  did  the  building  codes  of  the  individual 
state  and  subordinate  entities.    Consequently,  the 
Construction  Code  was  published  by  HUD  in  December  of  1975 
with  the  understanding  on  the  part  of  both  industry  and  the 
Department  that  the  regulations  were  not  the  last  word,  but 
rather  that  they  represented  an  evolving  scheme  which  would 
be  modified  from  time  to  time  as  needed.    The  Procedural  and 
Enforcement  Regulations  particularly  were  recognized  as 
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being  awkward  and  in  need  of  revision •    The  latter 
regulations,  for  example,  have  never  distinguished  between 
major,  substantive,  or  significant  deviations  from  the  code 
and  insignificant  deviations  which  do  not  affect  the 
quality,  durability,  or  liveability  of  a  home.  Furthermore, 
it  was  generally  recognized  by  all  concerned  that  mobile 
homes  were  affordable  housing  for  low  and  middle  income 
Americans,  and  that  this  feature  had  to  be  maintained  at  all 
costs •    Attached  are  copies  of  the  Act  and  the  aforesaid 
implementing  Regulations* 


BACKGROUND  AND  ENACTMENT 


A •  Overview 


•Manufactured  Home'  means  a  structure, 
transportable  in  one  or  more  sections,  which,  in 
the  traveling  mode,  is  8  body  feet  or  more  in 
width  or  40  body  feet  or  more  in  length,  or,  when 
erected  on  site,  is  320  or  more  square  feet,  and 
which  is  built  on  a  permanent  chassis  and  designed 
to  be  used  as  a  dwelling  with  or  without  a 
permanent  foundation  when  connected  to  the 
required  utilities,  and  includes  the  plumbing, 
heating,  air-conditioning,  and  electrical  systems 
contained  therein?  except  that  such  term  shall 
include  any  structure  which  meets  all  the 
requirements  of  this  paragraph  except  the  size 
requirements  and  with  respect  to  which  the 
manufacturer  voluntarily  files  a  certification 
required  by  the  Secretary  and  complies  with  the 
standards  established  under  this  title* 


The  National  Manufactured  Housing  Construction  and  Safety 
Standards  Act  adopted  this  definition  of  a  mobile  home,  now 
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called  a  manufactured  home,  42  U*S«C«  S5401*    Composing  the 
definition  of  a  mobile  home  was  a  difficult  task*  Mobile 
homes  have  long  been  confused  with  recreational  vehicles  and 
travel  trailers.    Indeed,  many  of  the  companies  now 
producing  manufactured  homes  developed  in  the  1930 's  as 
producers  of  travel  trailers  as  '/r^ll  as  mobile  homes* 
Furthermore,  at  one  point  in  the  development  of  the 
manufactured  housing  industry,  the  same  national  trade 
association  represented  both  recreational  vehicles  and 
-manufactured  housing*    By  trial  and  error,  however, 
manufacturers  of  mobile  homes  have  evolved  a  design  and  plan 
for  housing  tnits  built  entirely  inside  factories  which  may 
be  transported  without  damage  to  the  home  site* 

This  uniquely  American  approach  to  the  problem  of 
housing,  particularly  in  rural  areas,  he3  solved  a  need  for 
housing  which  exists  throughout  America*    Consequently,  the 
demand  for  manufactured  housing  rose  dramatically  from  an 
annual  production  level  of  approximately  1300  units  per  year 
in  1930  to  approximately  100,000  units  per  year  in  1960*  By 
1966,  approximately  200,000  units  per  year  were  shipped.  In 
the  period  1968  through  1973,  the  shipments  never  slipped 
below  300,000  and  rose  as  high  as  576,000  in  1972*    In  1974, 
however,  production  dropped  to  329,300  and  in  1976  to 
212,690*    Since  the  adoption  of  the  Mobile  Home  Act, 
production  has  never  again  risen  above  300,000* 
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The  sudden  decline  In  sales  in  1974  and  1975 


resulted  in  a  decrease  in  the  number  of  manufacturers  from 
approximately  330  to  approximately  220,    The  number  of 
manufacturing  plants  also  declined  from  about  800  to  500 
during  the  same  period •    Today,  there  are  no  more  than  170 
mobile  home  manufacturers  in  the  United  States  with 
approximately  400  manufacturing  facilities. 


a  genuine  co:  cern  sirce  its  inception  the>t"  its  products  be 
manufactured  to  acceptable  levels  of  safety  and  quality* 
During  the  early  1950 *s,  the  industry  trade  association 
instituted  a  long-term  progreua  of  self-regulation  in  an 
effort  to  implement  a  recognized  national  construction  code. 
Subsequently,  in  the  late  1960 's,  with  the  assistance  of  the 
National  Fire  ProV'^ction  Association  (NPPA)  and  the  American 
National  S'^andards  Institute  (ANSI),  the  A119.1  Standard  for 
mobile  home  body  and  frame  design  and  construction  was 
published.    In  the  states  which  adopted  ANSI  A119,l,  the 
manufacturers  were  provided  technical  assistance  through 
trade  association  experts  knowledgeable  of  the  standard* 
While  pursuing  this  type  of  voluntary  self-regulation,  the 
various  manufacturers  also  promoted  enforcement  legislation 
in  each  state  where  homes  were  produced  and  shipped. 

By  1972,  36  states  had  adopted  the  ANSI  A119,l 
standard.    Many  of  these  states,  however,  did  not  have  the 
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resources  necessary  for  effective  enforcement*  Similarly, 
because  the  ANSI  standard  was  not  mandatory  in  all  states, 
because  problems  of  upgrading  legislation  in  each  state  were 
sizeable  and,  finally,  because  irany  states  exercised 
different  levels  of  enforcement  of  the  same  standard,  the 
mobile  home  int!ustry  supported  the  development  of  a 
pre-emptive  national  standard* 


best  be  illustrated  by  remarks  placed  in  the  Congressional 
Record  on  behalf  of  the  industry  in  response  to  an  inquiry 
by  Senator  Brock,  one  of  the  sponsors  of  Senate  Bill  3604  in 


A  single  standard  for  mobile  home 
construction  will  allow  manufacturers  to  market 
their  products  on  a  national  basis  without  having 
to  build  to  a  variety  of  state  and  local 
standards.    If  states  are  permitted  to  promulgate 
standards  which  differ  or  exceed  a  Federal 
standard  they  are,  in  effect,  forcing 
manufacturers  to  build  as  many  different  products 
as  there  are  states*    A  single  standard  will  allow 
producers  to  make  a  universal  product*  This 
approach  accommodates  the  elimination  of  costly 
production  line  changes  which  otherwise  add  to  the 
cost  of  the  home*    A  preliminary  benefit  of  any 
standardization  is  the  resultant  reduction  of  unit 
cost*    Any  Federal  standards  should  seek  to 
realize  and  pass  this  benefit  to  the  home  buying 
public*     (Cong*  Rec*  S*7782,  May  15,  1972)* 
(Emphasis  added*) 


Senator  Brock  thereupon  noted:  "Rather  than  face  a  nyriad  of 
State  requirements  and  regulations  wii.i  varying  inspection 
and  enforcement  procedures,  a  uniform  code  will  offer  the 


The  significance  of  a  single  national  standard  can 
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consumer  a  quality,  reliable  product  wherever  he  purchases*** 
(Id  J 

Although  both  the  industry  and  Concress  thus 
^  recognized  the  need  for  a  uniform  code  of  standards  in  the 

early  1970 's,  confusion  still  prevailed  over  the  nature  and 
status  of  mobile  homes  as  homes  rather  than  vehicles* 
Terminology  was  used  in  early  bills  proposing  federal  mobile 
home  regulation  which  was  actually  better  suited  to  travel 
trailers,  recreational  vehicles,  campers,  and  even 
^  automobiles*    In  part,  this  identity  problem  stemmed  from 

the  fact  that  manufactured  housing  was  considered  by  some 
states  and  the  Federal  Trade  Commission  to  be  personal 
property  rather  than  real  property,  even  though  the  home  was 
affixed  to  real  property,  and  never  movod  again*    Indeed,  to 
this  date,  the  public  remains  confused  about  the  very 
different  engineering  and  purposes  of  mobile  homes, 
recreational  vehicles  and  travel  trailers* 

The  practical  impact  of  this  type  of  confusion  is 
evident  from  the  remarks  of  Representative  Louis  Frey  of 
Florida  on  May  2,  1972  introducing  the  first  Bill  in  the 
House  of  Representatives  addressing  the  regulation  of  the 
mobile  homes  industry,  H*R*  14716:      "The  legislation  which 
I  offer  today  is  modeled  to  a  certain  extent  on  the  Motor 
Vehicle  Safety  Act  of  1970*  .  *  *"     (Cong*  Rec*  H*3985, 
May  2,  1972*)    Similarly,  of  the  four  House  Bills  introduced 
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in  1972  regulating  the  production  of  mobile  homes,  two 
provided  for  a  standard  regulating  both  recreational 
vehicles  and  mobile  horr?.s  under  the  same  Bill,    when  the 
House  failed  to  support  mobile  home  legislation  in  1972, 
however.  Representative  Frey  introduced  an  amended  version 
of  this  Bill,  H.R.  5224  in  1973,    Unfortunately,  the 
misconception  of  mobile  homes  as  vehicles  was  continued  by 
this  legislation,  which  treated  recreational  vehicles  as 
part  of  the  mobile  homt   industry  and  relied  upon  the 
National  Traffic  and  Motor  Vehicle  Safety  Act  of  1966 
("Motor  Vehicle  Safety  Act").    Consequently,  with  the 
exception  of  minor  variations,  the  present  Act  was 
substantially  derived  from  identical  sections  of  the  Motor 
Vehicle  Safety  Act.     (Attachment  4.) 


were  taken  directly  from  the  Motor  Vehicle  Safety  Act. 

Compared  below  is  the  language  of  the  "Purpose"  section  of 

the  Motor  Vehicle  Safety  Act  of  1966  and  the  Statement  of 

Purpose  to  HB14716  and  SB3604. 

.  .  .  That  Congress  declares  that  the  purpose 
of  this  act  is  to  reduce  the  amount  of  insurance 
costs,  property  damage,  personal  injury,  and  death 
resulting  from  mobile  home  accidents  without  any 
substantial  increase  in  the  retail  price  of  mobile 
homes.    Therefore,  Congress  determines  that  it  is 
necessary  to  establish  practical  Federal  safety 
standards  for  mobile  homes  in  interstate  commerce; 
to  authorize  mobile  home  safety  research  and 
development;  .  •  .  (H?.14716) 


Sections  602  and  604(a)  of  the  Act,  for  example. 
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*  *  * 

Congress  hereby  aeclares  that  the  purpose  of 
this  chapter  is  to  retduce  traffic  accidents  and 
deaths  and  injuries  to  persons  resulting  from 
traffic  accidents.    Therefore,  Congress  determines 
that  it  is  necessary  to  establish  motor  vehicle 
safety  standards  for  motor  vehicles  and  equipment 
in  interstate  commerce;  to  undertake  and  support 
necessary  safety  research  and  development;  ,  ,  .  , 

15  U,S.C,  S1381. 

Similarly,  Section  603  of  the  original  Senate  and  House 

Bills  read  as  follows: 

The  Secretary  shall  establish  by  order 
appropriate  Federal  mobile  home  safety  standards. 
Each  such  Federal. mobile  home  safecy  standard 
shall  be  practicable,  shall  meet  the  need  for 
mobile  home  safety,  and  shall  be  stated  in 
objective  terms. 

This  language  is  almost  identical  to  Section  1392  of  the 

National  Traffic  and  Motor  Vehicle  Safety  Act,  which  reaoj: 

The  Secretary  shall  establish  by  order  appropriate 
F'jderal  motor  vehicle  safety  standards.    Each  such 
Federal  motor  >/ehicle  safety  standard  shall  be 
practicable,  shall  meet  the  need  for  motor  vehicle 
safety,  and  shall  be  stated  in  objective  terms. 

15  U,S.C,  S1392, 

Despite  the  fact  that  The  National  Manufactured 

Housing  Construction  and  Safety  Standards  Act  was  patterned 

upon  the  Act  regulating  Motor  Vehicle  Safety,  both  of  its 

sponsors.  Representative  Frey  and  Senator  Brock f  wished  for 

mobile  homes  to  be  treated  as  housing.     (See  Congref^sional 

Record  H.3985,  May  2,  1972;  Congressional  Record  S,7782, 

7783,  May  15,  1972.)    This  emphasis  coincides  with  the 
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express  purpose  of  the  Act  "to  establish  minimum  uniform 

safety  standards.**    This  phrase  is  virtually  identical  to 

the  "purpose"  section  of  the  One  and  Two  Family  Dwelling 

Code  which  states: 

The  purpose  of  this  code  is  to  provide  minimum 
standards  for  the  protection  of  life,  lirnb, 
healths  property  environment  and  for  the  safety 
and  welfare  of  the  consumer «  general  public  and 
the  owners  and  occupants  of  residential  buildings 
regulated  by  this  code.     (1979  Ed.,  Chapter  I, 
Section  R-102-Purpose.) 

This  language,  moreover,  is  substantially  the  same  as  that 

used  in  the  "Purpose**  section  of  the  Uniform  Building  Code 

and  the  Southern  Building  CoJs, 

Although  the  sponsors  of  the  Act  believed  that 

mobile  homes  shoul''  be  treated  as  hou^sing,  there  was 

contrary  sentiment  expressed  in  both  the  Senate  and  the 

House.    During  1972,  for  example.  Senator  Thomas  Eagleton 

attempted  to  amend  the  Food,  Drug  and  Consumer  Product 

Safety  Act  to  include  the  manufacture  of  mobile  homes 

because  such  homes  ostensibly  were  a  manufactured  product 

which  might  endanger  lives.    In  early  1973,  Representative  . 

Moss  of  California  and  Representative  Eckhart  of  Texas, 

attempted  to  clarify  the  scope  of  the  Consumer  Product 

Safety  Act  to  include  mobile  homes  and  recreational  vehicles 

as  consumer  products.    Th'ise  attempts  to  amend  Senator 

Brock's  Bill,  however,  failed. 
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The  consequences  of  the  uasconceptions  engendered 

by  these  efforts  are  still  being  felt  today*    HUD  has  made 

statements  both  formally  and  informally  which  would  tend  to 

show  that  the  employees  charged  with  administering  the  Act 

believe  that  mobile  homes  may  be  classified  as  "dangerous** 

products*    Indeed,  as  the  federal  mobile  home  inspection 

system  has  been  expanded,  reference  has  constantly  been  made 

to  the  Act's  Statement  of  Purpose  which  seeks  **to  improve 

quality  and  durability,*'  as  well  as  to  the  language  of 

Section  604(a),  which  provides  that  standards  shall  meet  the 

"highest**  standards  of  protection  taking  into  account 

existing  state  and  local  laws*    This  language  was  introduced 

by  Senator  William  Proxmire  on  October  4,  1973  in  S*2538* 

However,  the  intent  of  this  language,  which  remains  in  the 

mobile  home  legislation,  is  not  clear  until  the  legislative 

history  of  Senator  Proxmire 's  Bill  is  considered*  The 

phrase  **to  improve  quality  and  durability**  was  based  upon 

Senator  Proxmire *8  analogy  of  mobile  homes  to  motor 

vehicles*    In  his  statement  to  the  Senate  supporting  S*2538, 

Senator  Proxmire  stated: 

Automobiles  are  now  subject  to  Federal  safety 
regulations*    There  are  some  similarities  between 
a  mobile  home  and  e  car:    both  are  built  for 
interst&te  sale;  both  are  sold  on  conditional 
sales  contracts;  both  can  have  defects  stemming 
from  design  and  bad  workmanship*    But  now  forced 
recalls  sre  mandatory  on  cars  with  defects*  Not 
so  for  £^obile  homes*    The  fact  that  both 
automobiles  and  mobile  homes  both  use  the  highwoys 
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is  not  a  demanding  similarity  because  the  homes 
are  meant  to  be  semipermanently  situated. 
Recreational  vehicles  are  not  covered  by  this 
legislation  because  they  are  on  the  move  and  are 
not  used  normally  as  permanent  housing. 

The  purpose^  then>  of  the  legislation  being 
introduced  today  is  to  improve  the  safety  and 
durability  of  mobile  homes,  and  thus  reduce 
deaths,  injuries,  property  damage  and  insurance 
costs  connected  with  the  design  and  construction 
of  mobile  homes,     (Cong.  Rec.  S.  18594,  Oct.  4, 
1973.)     (Emphasis  added.) 

Wr.ether  or  not  Senator  Proxmire  believed  that 

mobile  homes  and  automobiles  were  similar,  the  Statement  of 

Purpose  of  S.2538  was  followed  by  a  statement  which' 

provided:    "mobile  homes  will  be  supplied  with  a  minimum 

warranty  to  insure  adequate  levels  of  quality  and  durability 

in  mobile  homes."    It  is  a  fair  inference,  then,  that  when 

Senator  Proxmire  spoke  of  improving  quality  and  durability 

in  mobile  homes,  he  recogni2ed  that  that  pb  ^se  should  be 

considered  in  terms  of  assuring  adequate  levels  of  quality 

and  durability  as  the  phrase  was  used  in  building  codes. 

Senator  Proxmire  stated  that  standards  to  improve  the  level 

of  mobile  home  safety,  quality  and  durability  to  adequate 

levels  would  b3  Lased  on  research,  testing,  and  evaluation 

conducted  during  the  first  year  after  the  enactment  of  the 

legislation.     (Cong.  Rec.  S. 18594,  October  4,  1973.)  He 

further  stated  that  in  setting  such  standards,  the  Secretary 

"would  consider,  .  .  .  whether  anv  standard  he  set  would 
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increase  the  cost  of  owning  a  mobile  home  beyond  the  value 
of  the  expected  benefits  to  the  public •**  (Id*) 

When  the  final  Bill  was  enacted.  Senator 
Proxmire's  provision  for  a  minimum  warranty  to  ensure 
adequate  levels  of  quality  and  durability  was  deleted,  while 
the  language  that  the  purpose  of  the  Act  was  to  **improve  the 
quality  and  durability  of  mobile  homes"  remained*    Thus,  if 
read  outside  of  the  context  of  its  original  meaning,  the 
present  language  in  the  Statement  of  Purpose,  "to  improve 
the  quality  and  durability**  can  be  interpreted  as  a  clear 
directive  for  HUD  to  periodically  upgrade  the  The  National 
Manufactured  Housing  Construction  and  Safety  Standards  Act 
without  statutory  limitation*    This  interpretation  is 
favored  by  HUD  personnel,  regardless  of  whether  current 
levels  of  quality  and  durability  are  adequate  and 
acr^Tjtable,  and  regardless  of  whether  they  are  equivalent  to 
existing  standards  for  site-built  homes*    Such  an  approach 
discriminates,  however,  ^./ainst  manufactured  housing  because 
it  ignores  the  original  Congressional  intent  that  any 
standard  developed  be  reasonable,  needed,  and  cost 
beneficial  to  low  income  consumers*    42  U*S*C*  §5403(f)*  It 
is  precisely  for  this  reason  that  industry  has  objected  to 
the  enlargement  of  the  inspection  and  quality  control  system 
and  the  constant  pressure  from  HUD  to  improve  quality  and 
durability  to  meet  the  absolute  highest  standards*    It  is 
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obvious,  then,  that  some  action  is  needed  to  dispell  the 
confusion  which  has  been  engendered  by  the  unconscious 
comparison  of  mobile  homes  with  motor  vehicles  in  the 
original  legislation. 


protection"  must  itself  be  under?<-od  in  the  context  of  the 
legislative  history  of  the  Bill  which  was  ultimately 
adopted.    When  Senator  Proxmire's  '^ill  S.2538  was  introduced 
on  October  4,  1973,  there  was  a  provision  under  Section  4(d) 
stating  "nothing  shall  prohibit  state  or  political 
sub-divisions  from  establishing  a  construction  and  safety 
standard  that  is  identical  to  or  more  stringent  to  the 
federal  standard."    Senator  Proxmire  was  particularly 
concerned  about  federal  preemption  because  hs  believed  that 
Wisconsin  had  **recently  passed  a  strong  law  which  promise  fdl 
to  increase  "mobile  home  safety."     (Co..g.  Rec.  S. 18513, 
October  4,  1973).    Thus,  when  Senator  Brock  in  his  statement 
said  "these  standards  shall  meet  the  need  for  mobile  home 
safety,  durability  and  quality  and  shall  meet  the  highest 
standards  of  protection,  taking  into  account  existing  state 
and  local  laws"  (Cong.  r^c.  S. 22341,  December  19,  1973) 
(emphasis  added) ,  it  was  obvious  that  the  language  was 
included  so  that  the  federal  standard  would  meet  the  highest 
of  local  standards  then  in  place,  not  the  highest 
conceivable  building  standard. 


The  use  of  the  term  "highest  standards  of 
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The  term  "highest  standards"  was  included  in 
Section  604(a)  of  the  Act  to  ensure  that  the  standards 
developed  during  the  first  year  after  passage  of  the  Act 
would  be  at  least  as  high  as  existing  state  standards  at 
that  time.    The  term  "highest  standards"  must  be  considered 
in  the  context  of  the  state  and  local  laws  being  enforced  at 
the  time  the  Act  was  passed.    Following  implementation -of  a 
pre-emptive  federal  standard r  adoption  of  additional  more 
stringent  state  or  local  laws  was  prohibited.    The  "highest 
standard"  language  was  not  meant  to  drive  construction  cod'is 
into  super-safe  functional  levols,  but  was  instead  intended 
to  ensure  that  the  federal  code  was  at  least  as  high  as  any 
existing  state  code. 

Failure  to  clarify  this  language  will  result  in 
future  misinterpretations  by  HUD  employees  and  HUD's 
contract  agents  as  to  the  intent  of  Congress  with  respect  to 
HUD's  direction  to  establish  standards.      If  such  a 
direction  is  interpreted  as  establishing  a  goal  that  mobile 
homes  be  built  to  eventually  meet  the  highest  possible 
building  standards,  mobile  homes  cannot  and  will  not  meet 
the  need  for  low  cost,  affordable  housing  in  America.  Such 
a  standard,  moreover,  would  discriminate  against 
manufactured  housing,  insofar  as  site-buil*:  homes  are  not 
subject  to  ever  mor    rigorcns  and  unrealistic  standarus. 
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B.  Research f  Development/  Testing  and  Evaluation 

Although  HUD  is  now  engaged  in  enlarging  its 
research,  testing,  and  evaluation  functions,  the  original 
intent  of  that  portion  of  the  Act  which  refers  >  research 
and  testing  was  far  different  than  is  now  being  asserted. 
(Cong.  Rec.  S. 18594,  Oct.  4,  1973.)     It  was  the  intent  of 
Congress  that  research,  testing  and  evaluation  Te  conducted 
primarily  during  the  first  year  after  passage  or  the  Act. 
(Id.).    Additional  research,  testing,  and  evaluation  was  to 
be  conducted  as  necessary  to  ensure  minimum  standards  of 
safety,  quality  and  durability  meeting  reasonable  levels  of 
protection  considering  relative  costs.    Research  and 
development  were  not  to  be  conducted  for  the  sake  of  mere 
inquiry,  nor  to  maintain  the  quality  and  durability  of  homes 
beyond  a  reasonable  level.    The  quality  and  durability 
language  of  the  Statement  of  Purpose,  however,  has  led  to 
unnecessary  and  excessively  costly  inspections  an-"  needless 
standard-making  on  the  part  of  HUD. 

C.  The  Availability  of  Affordable  Housing 

The  industry  is  concerned  that  manufactured 
housing  continue  to  be  produced  in  a  cost-effective  manner 
so  that  this  source  of  affordable  housing  will  be  available 
to  all  Americans.    In  this  respect,  it  is  interesting  to 
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compare  the  spiraling  cost  of  conventional  housing  to  that 
of  manufactured  housing*    A  large  number  of  American 
feunilies  are  currently  unable  to  purchase  a  conventional 
site-built  house*    Manufactured  housing,  however,  has 
remained  affordable  and  available  for  low  and  moderate 
income  families.    It  is  estimated  that  approximately  250 
roan-hours  are  required  to  build  a  manufactured  home  on  a 
production  line  which  runs  day  and  night  as  lomj  as  needed 
and  is  invulnerable  to  t!?e  weather*    Due  primarily  to  this 
production  efficiency,  the  average  sales  price  of  a 
manufactured  house  can  be  one-fourth  or  one-fifth  the 
average  sales  price  of  a  site-built  home*    In  1980,  the 
average  cost  per  square  foot  for  a  manufactured  house  was 
$17*80,    although  site-built  homes  had  risen  to  $36*00  per 
square  foot.    The  United  States  Department  of  Commerce 
indicated  that  in  1979,  the  average  cost  of  a  manufactured 
house  was  $17,600  compared  to  the  average  price  of  a 
site-built  home  of  $71,900*    These  figures  rose  in  1981  to 
$19,000  and  $88,300,  respectively,  and  to  $21,500  and 
$97,600  in  1984,  $21,800  and  $100,800  in  1985  and  $22,400 
and  ;H11,900  ir  1986*    Thus,  approximately  80  percent  of  the 
houses  sold  for  under  $40,000  in  the  United  States  are 
manufactured  in  factories* 
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D.  Conclusion 

The  National  Manufactured  Housing  Construction  and 
Safety  Standards  Act  of  1974  has  been  successful  in  ensuring 
that  mobile  homes  are  built  to  levels  of  quality,  safety, 
and  durability  equivalent  to  or  better  than  conventional 
homes.    At  the  time  that  federal  mobile  home  safety 
legislation  was  first  considered  by  Congress,  the  safety, 
quality  and  durability  of  mobile  homes  had  been  criticized. 
Any  such  legitimate  c:'*:icism  has  new  been  remedied  through 
application  of  the  Act.    Unfortunately  though,  unfair  and 
uninformed  criticism  continues  today,  based  in  part,  on  the 
argument  th^t  purported  inadequacies  of  the  ANSI  standard 
were  incorporated  into  the  HUD  standard.    But,  as  noted 
earlier,  the  greatest  inadequacies  of  the  ANSI  code 
consisted  in  state  enforcement  procedures,  rather  than  the 
substance  of  the  code  itself. 

The  most  comprehensive  summary  of  the  state  of  the 

art  in  mobile  home  design  and  construction  was  made  by  Dr. 

Arthur  Bernhardt  in  1978,  in  his  report  to  HUD,  "Building 

Tomorrow:    The  Mobile/Manufactured  Housing  Industry,"  MIT 

Press,  Cambridge,  Massachusetts,  1978: 

The  mobile  home  from  an  engineering  point  of  view, 
is  a  more  sophisticated  structure  than  the 
conventional  home.    It  is  engineered  to  satisfy 
the  same  loading  conditions  of  a  conventional  home 
while  selling  at  a  fraction  of  the  cost.    At  the 
same  time,  it  must  meet  the  greater,  sharper,  and 
unpr^- die  table,  dynamic  conditions  caused  by 
over-the-road  movement. 
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*  *  * 

The  claim  that  the  mobile  home  is  of  inferior 
construction  is  not  justified •    The  basis  of  this 
claim  is  caused  by  a  one-to-one  comparison  of 
structural  members  in  a  conventional  home  and  a 
mobile  home*    Such  a  comparison,  however ,  is 
meaningless  because  of  the  difference  in  structure 
design  principles  used*    Mobile  home  design 
principles  are  more  efficient  than  those  used  in 
the  structural  design  of  the  conventional  home* 
(Bernhardt  (Unpublished  Study  for  the  U.S. 
Department  of  Housing  and  Urban  Development] 
"Manufacturing,"  pages  86,  93*) 

The  HUD  standards  included  certain  improvements  over  the 

ANSI  standard,  but  homes  built  to  the  HUD  standard  are 

equivalent  in  every  way  to  homes  built  to  conform  to  any 

building  codr,  currently  enforced  in  the  United  States. 

American  ingenuity  has  thus  developed  a  unique 

product  which  satisfies  the  need  for  affordable  housing  by 

building  each  unit  in  a  factory  on  a  steel  chassis  which  can 

transport  the  home  to  the  site.    This  concept  satisfies  the 

need  for  rural  housing,  particularly  where  large  scale  site 

housing  cannot  be  made  available.    Unfortunately,  there 

remains  a  prejudicial  attitude  about  manufactured  housing 

because  of  its  origins.    It  was  started  at  a  time  when 

manufacturers  were  building  both  recreational  vehicles  and 

mobile'  homes.    But  those  two  lines  of  products  diverged 

sharply  ari  the  idea  of  building  a  house  in  a  factory  has 

resulted  in  production  efficiency  and  cost  savings. 

Unfortunately,  some  of  these  misconceptions  found  their  way 
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into  the  National  Manufactured  Housing  Construction  and 
Safety  Standards  Ac::.    Despite  such  misconceptions,  though, 
the  phrases  which  were  used  in  such  statements  as  the 
Statement  of  Purpose  of  the  Act  were  clearly  not  meant  to 
require  an  unlimited  improvement  in  quality,  durability  and 
safety  without  consideration  of  cost  and  the  need  for 
a^'fordable  housing. 
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ASSOCIATION  or  LOCAL  HOUSING  FINANCE  AOENCIES 

Proposed  New  National  Housing  Policy  and  Program 
October  5,  1987 


THE  PROBLEM 

A.    Magnitude  of  the  Problem 

The  na-nber  of  low-income  households  is  increasing  while  the 
supply  of  decent  and  affordable  housing  stock  is  declining,  a 
situation  which  has  re>iched  crisis  proportions.  Evidence 
reveals  that: 

1.  Between  1974  and  1983,  the  number  of  rental  households 
earning  under  $10,000  increased  by  3  million  to  an 
estimated  12  million.    At  the  same  time  the  number  of 
rental  units  affordable  to  these  households  declined  by  2 
million  ♦'-9.3  million. 

2.  Two-third's  of  the  23  million  very- low-income  households  (50 
percent  of  median  income  or  less)  currently  pay  excessive 
rents  (more  than  35  percent  of  income)  or  live  in 
physically  inadequate  structures. 

3.  Expiring  federal,  contracts  and  low-income  occupancy 
restrictions  have  put  at  risk  a  substantial  number  of  the 
1.9  million  private lyrowned,  federally  assisted,  low- income 
rental  units  under  the  Section  8,  s*"'::o\i  2^6,  and  Section 
221(d)(3)  programs;  some  estimates  indicate  that  as  many  as 
900,000  units  could  be  lost  from  '«ne  low-income  stock  by 
1995  as  their  mortgages  are  "p^-epaid." 

4.  Estimates  of  the  number  of  r^^sons  who  do  not  hpve  a 
permanent  address  or  means  of  shelter  vary  bel'ween  350,000 
and  3  million. 

5.  Many  low-  and  moderate-income  potential  first-time 
homebuyers  are  priced  out  of  the  conventional  mortgage 
market. 


B.    Recent  Response  to  the  Problem 

The  federal  government's  recent  response  to  the  low-  and 
moderate-income  housing  crisis  has  been  to: 

1.    Reduce  by  over  70  percent  (from  $30.2  billion  in  FY  1981  to 
$7.4  billion  in  FY  1987)  direct  federal  expenditures  to 
meet  the  housing  needs  of  low-  and  moderate' income  persons. 
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2.    Eliminate  or  curtail  tax  Incentives  to  stimulate  new 
production  and  rehabilitation  of  affordable  housing  for 
low-  and  moderate-Income  persons  Including: 

a.  eliminate  the  incentive  for  private  Investors  to 
invest  in  low-income  rental  housing; 

b.  replace  previous  investment  incentives  with  a  new 
low-income  housing  tax  credit  which,  in  the  absence  of 
additional  subsidies,  is  of  insufficient  value  to 
stimulate  significant  production  of  new  rental  housing; 
and 

c.  dramatically  reduce  the  ability  of  state  and  local 
governments  to  provide  tax-'»xerapt  flt»anclng  to 
ctlrnulate  affordable  housinc,    pportunltles  for  low-  and 
moderate-income  renters  and  first-time  homebuyers. 


ZZ .    A  POSSZBLE  NEW  RESPONSE 

The  federal  government  should  reaffirm  as  national  policy  "the 
goal  of  a  decent  home  and  a  suitable  living  environment  for  every 
American  family"  first  enunciated  in  the  Housing  Act  of  1949.  To 
achieve  this  goal,  Congress  should  reaffirm  the  annual  production 
benchmark  of  at  least  600,000  units  mandated  in  the  1968  Housing  Act 
but  abandoned  over  the  past  several  years. 

Pursuant  to  this  policy  the  federal  government,  in  partnership 
with  local  and  state  governments,  the  private  sector,  and  t^'i  nc^- 
proflt  community,  should  stimulate  affordable  housing  opportunities 
for  low-  and  moderate-lncome  persons. 

Furthermore,  Congress  should  rely  on  the  lessons  learned  from 
past  federal  policy  and  programs  and  build  upon  the  considerable 
capacity  and  expertise  existing  within  local  and  state  governments, 
the  private  sector,  and  non-profit  organizations,  all  ot  whom  have 
accepted  greater  responsibility  for  the  provision  of  housing  as  the 
federal  government  has  stepped  back. 

A.    Assuming  Roles  to  Provide  Affordable  Housing 

1.  The  federal  government  should  provide  direct  federal 
expenditures,  provide  appropriate  tax  incentives,  and 
provide  credit  supports  to  stimulate  affordable  housing 
opportunities. 

2.  State  governments  should  imp3.ement  federal  housing  programs 
as  appropriate  but  should  never  serve  as  the  exclusive  or 
primary  deliverer  of  federal  housing  programs  below  the 
federal  level;  provide  capital  and  other  assistance  from 
their  own  resources  to  loca}  governments,  to  the  private 
sector,  and  to  non-profit  organizations  to  create  affordable 
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housing;  and  remove  any  legal  con/itr&ints  on  the  ability  of 
local  governments  to  provide  affordable  housing 
opportunities. 

3,  Local  governments  (and  their  dG/iignated  agencies)  should: 
ispldroent  federal  housing  programs  as  appropriate,  usually 
serving  as  the  primary  deliverer  of  federal  housing  programs 
belo»/  the  federal  level;  to  the  extent  possible  provide  local 
capital  and  other  assistance  to  themselves,  to  the  private 
sector,  and  to  non-profit  organizations  to  create  affordable 
housing  opportunities?  and  enact  policies  (such  as 
inclusionary  zoning,  impact  fees,  and  linkage  programs)  which 
increase  affordable  housing  opportunities* 

4.  In  partnership  with  local  governments  and  their  designated 
agencies,  the  private  sector  should  be  relied  upon  to  the 
extent  feasible  to  construct,  own,  and  manage  affordable 
housing  for  low-  and  moderate -income  persons*    In  addition, 
the  non-profit  sector,  where  appropriate  and  feasible, 
should  be  utilized  by  local  governments  and  their 
designated  agencies  to  provide  affordable  housing 
opportunities  through  construction,  ownership,  and 
management*    The  financial,  management,  and  creative 
resources  of  each  participant  in  these  partnerships  should 
be  leveraged  in  a  way  that  results  in  the  greatest  benefit 
to  those  in  need  of  affordable  housing. 

6.    Learning  from  Past  Experience 

A  new  national  housing  policy  should  incorporate  lessons 
learned  from  previous  federal  housing  policies  and  programs. 

1.  Mixed-income  developments  foster  a  positive  housing 
environmep    and  have  helped  eliminate  the  stigma  attached  to 
publicly  assisted  housing. 

2.  High-density  public  housing  developments,  with  heavy 
concpntrations  of  households  with  similar,  very  low  incomes, 
are  not  conducive  to  a  positive  housing  environment  and  are 
often  socially  counterproductive,    conversely,  public 
housing  units  located  on  scattered  sites  have  had  much  more 
success  in  gaining  neighborhood  acceptance. 

3.  Despite  the  fact  that  deep  rent-subsidy  programs  targeted  to 
the  very- low- income  persons  ere  very  costly,  they  are  the 
only  way  to  respond  to  the  housing  needs  of  such  persons  and 
should  be  maintained  and  adequately  funded  as  separate 
programs. 

4.  Flexible  block  grants  *o  local  governments  have  worked 
very  successfully  in  the  community  development  area 
and  should  serve  as  a  model  for  housing  programs. 
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5*  Many  local  and  lone  itate  government •  have  developed 

expertise  in  financing  affordable  housing  which  should  be 
capitalized  on  in  future  programs ♦ 

6*  Many  local  and  some  state  governments  have  become  very 
innovative  in  creating  and  packaging  federal  and  other 
resources  to  stimulate  affordable  housing  opportunities* 


III.    PROGRAM  PROPOSALS 

A*    Rental  Housing  Production 

Congress  should  enact  a  new  Housing  Production  Incentives 
Program  (HPIP)  to  assist  directly  local  governments  and  their 
designated  agencies  (and,  where  appropriate,  state  governments) 
in  constructing,  acquiring,  and  rehabilitating  housing  for  low- 
and  moderate-income  persons*    The  private  or  nonprofit  sectors 
could  also  receive  federal  assistance  —  through  local 
governments  —  for  these  same  activities* 

The  program  should  be  adequately  funded  and  should  at  least 
include  funding  now  authorized  for  public  housing  construction. 
Housing  Development  Action  Grants,  Rental  Rehabilitation  Grants, 
Section  312  Rehabilitation  Loan  Repayments,  and  Section  8 
Moderate  Rehabilitation* 

Funds  could  be  used  tor  capital  grants  for  development, 
acquisition,  and  rehabilitation  activities;  direct  loans;  loan 
guarantees;  interest  rate  subsidies;  rent  subsidies;  operating 
assistance;  and  for  programs  designed  to  meet  special  housing 
needs  such  as  transitional  housing  and  shelters  for  the 
homeless,  housing  for  large  families,  and  housing  for  the 
elderly*    Each  grantee  would  select  one  or  more  of  these 
activities  for  funding  under  the  Housing  Production  Incentives 
Program  based  on  the  relevant  affordable  housing  needs  in  its 
jurisdiction* 

Most  of  the  funds  would  be  distributed  as  entitlements 
directly  to  metropolitan  cities  find  urban  counties  which  would 
designate  a  lead  agency  with  a  demonstrated  capacity  to  carry 
out  a  housing  production  program;  the  balance  of  funds  would  be 
distributed  to  states  or  to  the  Department  of  Housing  and  Urban 
Development  for  use  in  areas  not  receiving  entitlements*  A 
minimum  entitlement  amount  would  be  established,  below  which  the 
funds  would  revert  to  the  state  or  HUD  pool* 

Eligible  properties  would  include  fifxisting,  newly  constructed, 
and  rehabilitated  housing  with  at  least  20  percent  of  the  units 
available  to  those  whose  incomes  do  not  exceed  a  specified 
percentage  of  the  area  median  income  and  with  tenants  paying  no 
more  than  30  percent  of  their  income  for  rent*    [Congress  should 
acknowledge  and  address  the  fact  that  the  income  targeting 


4 


ERIC 


163 


requirements  stipulated  in  the  1986  Tax  Act  make  housing  programs 
unworkable  in  many  urban  areas,  and  can  only  be  accomplished 
through  a  more  valuable  low  income  tax  credit  and/or  additional 
subsidy.]    The  market  rate  rents  applicaUlc^  to  the  balance  of  the 
units  would  help  subsidize  rents  on  the  set^ aside  units. 

Properties  so  assisted  must  retain  occuparcy  restrictions 
for  at  least  20  years. 

HPIP  grantees  would  develop  a  comprehensive  housing  plan 
identifying  local  low-  and  moderate-income  housing  needs ,  and  the 
specific  activities  which  available  resources  would  fund  to 
respond  to  thoso  needs;  adopt  relevant  policies  providing  for 
affordable  housing  such  as  inclusionary  zoning,  impact  fees, 
density  bonuses,  linkage  programs;  demonstrate  how  they 
would  leverage  federal  funds  with  those  from  non-federal  sources; 
and  demonstrate  capacity  to  carry  out  a  housing  production 
program. 

Grantees  would  insure,  to  the  maximum  extent  possible,  that 
activities  undertaken  would  avoid  displacing  existing  tenants; 
assistance  would  be  providet\  to  those  involuntarily  displaced. 


B.  Leep  subsidy  Program/Piiblic  Housing  Modernization  and 
Operation 

Apart  from  the  Housing  Production  Incentive  ProyTam,  Congress 
should  continue  to  provide  separately  operating  subsidies  ^:nd 
modernization  funds  for  existing  public  housing  units  as  well  as 
funds  for  Section  8  Existing  Certificates  and  Housing  Vouchers, 
since  these  are  established,  on-going  programs. 

C,  Tax-Exempt  Bond  Provisions 

Congress  should  define  as  "governmental"  tax-exempt  bonds 
which  are  issued  for  multifamily  rental  housing  projects  meeting 
specified  targeting  requirements.    Consequently,  these  bonds  would 
not  be  subject  to  the  unified  volume  cap  or  the  alternative 
minimum  tax,  thereby  facilitating  their  use  in  conjunction  with 
the  Housing  Production  Incentives  Program.    Such  a  definition 
recognizes  that  providing  affordable  rental  housing  for  low-  and 
moderate-income  persons  is  indeed  a  legitima\:e  and  traditional 
function  can led  out  by  local  government. 

Furthermore,  congress  should  continue  to  require  that  at  least 
20  percent  of  the  units  in  any  bond-financed  multifamily  rental 
housing  project  be  set  aside  for  households  whose  incomes  do  not 
exceed  50  percent  of  the  area  median  (or -40  percent  at  60 
percent),  adjusted  for  household  size.    As  mentioned  above,  the 
income  targets  must  recognize  the  wic'^s  variations  in  local  housing 
markets  and  production  costs  across  the  country  and  result  in 
economically  viable  projects. 
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To  enhance  the  effectiveness  of  the  HPZP  and  bond  program, 
Congress  should  add  value  to  the  low-Income  housing  tax  credit,  as 
described  below* 


D*    LoW^Zncome  Housing  Tax  Credit  Provisions 

The  current  low-Income  housing  tax  credit  requires  that  20 
percent/40  percent  of  the  units  In  an  eligible  project  be  set 
aside  for  those  with  Incomes  at  50  percent/60  percent  of  the 
median,  and  provides  a  4-percent  credit  on  the  set-aside  units 
financed  with  tax-exempt  bonds  or  receiving  federal  funds  or  a  9- 
percent  credit  If  conventionally  financed*    As  structured,  the  tax 
credit  Is  of  Insufficient  value,  4.bsent  any  additional  subsidy,  to 
achieve  the  required  targeting  or  to  stimulate  sufficient 
production  of  new  affordable  rental  housing*    To  ove.:come  this  and 
other  shortcomings  In  the  credit^  Congress  should: 

1*  Increase  the  v^iu?  of  the  credit  by  providing  either  a  3- 
percent  crMi:  for  all  units  In  the  project,  with  an 
additional  S-p^rc^nt  credit  on  the  set-aside  units  (not 
figured  on  a  pr^    nt-value  basis);  or  a  7-percent  credit  for 
the  8et*aslde  unxts  In  projects  financed  with  tax-exempt 
bonds  and  an  11-percent  credit  for  the  set-aside  units  on 
conventionally-financed  projects* 

2*  Permit  the  carry-over  of  tax  credit  authority  for  up  to  three 
years  to  accoirmodate  projects  which  cannot  be  placed  in 
service  during  the  year  in  which  tax  credit  authority  is 
available  for  allocation* 

3*  Eliminate  (or  at  least  extend  for  5  years)  the  December  31, 
1989  sunset  of  the  tax  credit* 


E*   Other  Real  Estate  Provisions 

Congress  should  allow  multifamily  rental  housing  projects 
meeting  targeting  provisions  enumerated  in  this  proposal  to  be 
depreciated  over  ^9  years  at  a  175-percant  declining  balance* 
This  would  distinguish  such  projects  fron  the  rest  of 
^residential  rental  real  estate)  and  provide  further  incentive  to 
invest  in  such  projects* 


F«    Preservation  of  Existing  Low-Income  H'.Jtsing  Stoc)c 

Congress  should  provide  incentives  to  help  insure  that  the 
existing  low-income  housing  8toc}c  subsidized  or  inr    td  under 
the  Section  8,  section  236,  and  Section  221(d)(3)  ^^^ogr&nnd  be 
.retained  in  the  low-income  stoc):*    Specifically,  it  should: 
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1.  Create  the  Housing  Production  Incentives  Program  detailed 
above  to  provide  local  goveriments  with  a  source  of  needed 
preservation  incentives  as  well  as  with  funds  to  replace  any 
lost  units. 

2.  Allow  local  agencies  the  right  of  first  refusal  to  purchase 
projects  that  are  slated  for  conversion  to  market-rate 


J.  Improve  the  value  of  the  low-income  housing  tax  credit  for  use 
with  these  projects. 

4.  Require  any  projects  receiving  rehab  financing  to  extend  the 
occupancy  restrictions  for  the  duration  of  the  mortgage. 

5.  Increase  the  allow£ible  rate  of  return  (currently  capped  at  6 
percent) . 


G.    Homeownership  Opportunities  for  Lower-Incore  Individuals 

The  existing  Mortgage  Revenue  Bond  Programs,  and  in  certain 
areas  the  Mortgage  Credit  Certificate  Programs,  have  served  as 
an  elfective,  efficient  means  of  assisting  low-  and  moderate- 
income  first-time  homeowner  buyers.    Therefore,  Congress  should 
eliminate  (or  at  least  eittend  for  5  years)  the  sunset  of  the 
Mortgage  Revenue  Bond  (MRB)  and  Mortgage  Credit  Certificate 
(MCC)  programs  to  provide  homeownership  opportunities  to  first- 
time  homebuyers;  increase  the  income  limits  for  the  MRB  and  MCC 
programs  to  120  percent  of  median  in  non-targeted    'ens;  and 
require  by  statute  that,  to  the  extent  feasible  V   .ng  into 
account  prevailing  interest  rdtes  and  local  hous^  ;^  market 
conditions,  MRB  and  MCC  issuers  serve  persons  of  lower  income 
before  those  of  higher  incoir.3. 

The  federal  government  should  administer  the  Nehemiah 
Housing  Opportunity  Grant  Program  to  provide  homeownership 
opportunities  through  non-profit  organizations  for  families  in 
distress^d  areas. 


H.  Role  of  Federal  Housing  Credit  Agencies 

1.  Secondary  Mortgage  Market  Participants 

Congress  has  not  provided  a  clear  mandate  for,  and  the 
administration  has  opposed  the  active  participation  of  FNMA 
and  GNMA  in  affordable  housing  programs  through  adequate 
credit  support.  Consequently,  these  agencies  have  not 
participated  sufficiently  to  meet  the  credit  needs  of  local 
housing  finance  agencies.    Furthermore,  FHLMC  has  not 
participated  at  ail,  in  spite  of  the  fact  that  savings  and 
loan  institutions  and  savings  banks  are  among  the  most 
active  real  estate  lenders,  but  lack  the  ratings  required  to 
serve  as  credit  enhancers. 


rents . 
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Therefore,  a  new  federal  housing  policy  should: 

a.  contain  a  clear  mandate  that  the  major  federal  housing 
credit  agtnc5ss  -  FNMA,  GNMA  and  FHLMC  provide  credit 
support  for  both  tax-exempt  md  taxable  housing 
obligations  of  local  governments.    Beyond  this, 

the  mandate  should  place  a  high  priority  on  providing 
credit  support  for  affordable  housing  financings. 

b.  FNMA,  GNMA,  and  FHLMC  should  impose  security  and 
underwriting  requirements  on  .tax-exempt  bond-finance 
Single-family  programs  that  are  less  stringent  than  those 
applied  .n  conventional  secondary  market  programs.  These 
agencies  should  develop  underwriting  criteria  for 
roultifamily  programs  with  input  from  local  bond  issuers 
and  financial  institutions. 

c.  Loan  guarantee  fees  related  to  affordable  housing 
programs  should  be  priced  at  cost,  including  risk 
con&ideration,  rather  than  at  "market  value." 

d.  Cengress  shouM  not  encumber  these  agencies'  programs 
with  overall  credit  authority  caps  or  excessive  usef 
fees. 


Federal  Housing  Administration 

To  counteract  the  det*-rioration  of  the  agency  over  the  past 
six  years.  Congress  j  jma  renew  FHA's  mandate  to 
participate  fully  in  .musing  insurance  and  guarantee 
^rogrtms.    Congress  should  not  privatize  FHA  nor  restrict 
its  operations  with  volume  limits,  additional  user  fees,  or 
income  targeting,  but  should  instead  revitalize  the  agency, 
specifically,  the  mandate  should: 

a.  Increase  professional  staffing  at  FHA  in  the  area  of 
multifanily  insured  programs; 

b.  Maintain  PflA's  role  in  single-family  mortgage  insurance, 
g*ven  the  demonstrated  inability  of  the  private  mortgage 
insurance  (pmI)  industry  to  servo  moderate-income 
homebuyers.    The  FHA  should  not  increase  fees  to  the 
levels  charged  by  PMI  companieff  or  limit  the  income  of 
borrowers  utilizing  FHA  insura'ice;  such  actions  would 
weaken  the  ability  of  FHA  to  Ulance  its  risk 
portfolio  and  to  serve  moderate-income  borrwers; 

c.  Revise  the  FHA  insured  mortgage  limits  to  mirror  the 
limits  applicable  for  mortgage  revenue  bond  programs  (90 
percent  of  the  area  average  purchase  price).    This  would 
recognize  the  wide  variation  in  local  housing  warkets 
and  allow  for  more  timely  adjustments  to  the  limits?  and 

d.  Revise  the  FHA  policy  which  delays  payments  of  claims  on 
raultifamily  insurance  defaults  to  allow  more  time  for 
defaults  to  be  cured.    This  policy  increases  the 
required  debt-service  reserve  funds  or  GNMA  collateral 
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requirement^  causing  a  hardship  for  local  bond 
Issuers.    Conjiress  should  revise  this  p^'   •y  for  those 
cases  when  FHA  Insurance  Is  used  with     .ux-exenpt  or 
taxeUdle  bond  to  finance  low-  and  inoderate-lncome  housing 
projects. 


3.  New  Credit  Support  Progreun 

One  of  the  rcost  critical  problems  In  financing  rental  housing 
which  Is  affordable  to  low-  and  moderate -Iricoroe  houstiholds  Is 
the  high  cost  of  debt  financing  and  the  dearth  of  equity 
capital  sl.ice  enactment  of  the  Tax  Reform  Act  of  1986.  To 
provide  a  ready  market  for  these  higher  risk,  non-enhanced 
loans  and  to  generate  a  source  of  equity  Investment  for  such 
projects.  Congress  should  establish  a  new  secondary  market 
credit  support  prograir  to  buy  and  securltlze  below-market 
first  and  second  mortgages  fOi.  low-  and  moderate-Income  rental 
projects.    Under  this  progreun  local  housing  finance  agencies 
and/or  local  lenders  ai^roved  for  such  a  program  would 
underwrite  mortgage  loans  using  standardized  lending  criteria. 

These  mortgages  would  then  be  purchased  by  an  jrm  of  GNMA  or 
other  appropriate  agency,  guarjmteed  and  In  turn  packaged  to 
be  sold  In  the  private  securities  market  as  a  means  of  raising 
debt  and  equity  capital,  thus  helping  to  make  up  a  gap  in  the 
project's  financing.    The  debt  service  of  the  project  would  be 
reduced  to  accommodate  the  reduced  rentij  on  units  set  aside 
for  lower  income  households,  with  the  remaining  debt  service 
r;aised  through  equity  participation  and  if  needed  othei* 
government  subsidy  such  as  through  the  proposed  KPIP«  The 
rxjent  of  the  targeting  would  be  comnensurate  with  the  amount, 
of  equity  sold  or  available  subsidy. 


IV.  CONCLUSION 

Adoption  of  this  proposal  would: 

o    Create  two  new  mechanisms  to  provide  afford2U)Ie  housing: 
the  Housing  Production  Incentives  Program  and  a  new 
credit  support  program; 

o    Recognize  a  continuing  federal  role  in  housing 
policy/programs ; 

o    Utilize  the  capacity  developefji  by  local  and  state 
governments,  the  private  sector,  and  non-profit 
organizations; 

o    Reward  non-federal  resource  comnitmentii; 

o    Recognize  and  leverage  limited  federal  funds; 
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O 


Minimize  federal  approvals; 


o 


o 


Build  upon  tne  lessons  learned  from  previous  progiams;  and 

Allow  for  a  flexible,  tailored  approach  to  housing 
needs/solutions . 


ABOUT  THE  ASSOCIATION  OF  LO.       HOUSING  FINANCE  AGEN^'IES 


ALHFA  is  a  non*-proflt  association  of  professionals  in  the  housing 
finance  industry.    Regular  members  are    o:ne  130  city  and  county 
agencies  which  finance  affordable  hous\ng  for  low-  and  moderate-income 
persons  through  a  variety  of  means  —  tax  exempt  bonds,  teucable  bonds. 
Federal  grant  programs  and  state  and  local  subsidies.  Affiliate 
members  are  those  organizations  and  firms  providing  technical 
assistance  to  local  agencies. 
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■■iCouNOL  R)R  Rural 

HcX^ANDE)EVEIOrMHST- 


TOWARDS  A  NEW  FRAMEWORK  FOR  HOUSING  POLICY 


The  Council  for  Rural  Hoosing  and  Development  (CRHD)  is 
pleased  to  have  the  opportucicy  to  submit  its  thooghts  on  a 
national  housing  policy  for  rural  America  to  the  Senate  Committee 
on  Brnking,  Housing  and  Urban  Affairs  and  its  distinguished  Task 
Force.  By  way  of  background,  CRHD  is  a  national  association  of 
over  175  member  organizations,  including  14  state  c^ssociationsr 
actively  involved  in  the  construction  and  managemen:  of  rural 
rental  housing  through  the  Farmers  Home  Administration's  Section 
515  program. 


THE  NEEDS  OF  RURAL  AMERICA  ARE  WELL  SERVED  BY  FmHA 

The  housing  needs  of  rural  America  are  very  much  different 
from  those  of  urban  America,  Very  low  incomes,  reduced  service 
availability,  and  a  dearth  of  existing  housing  stock  in  rural 
areas  impelled  Congress;  i;^  1963  to  adopt  the  Section  515  program. 
This  loan  program  has  been  extremely  effective  in  providing 
decent,  safe  and  affordable  rental  housing  in  rural  areas.  It 
has  an  extremely  low  dp^ault  rate  of  less  n'nan  one  percent,  ana 
now  provides  over  37C,000  units  of  housing  to  over  750,000 
family,  elderly #  and  handicapped  citizens  across  the  U.S.  at  a 
construction  cost  which  averaged  less  than  $33,000  per  unit  in 


In  fact,  the  General  Accounting  Office  (GAO)  recently 
released  a  report  ("Rural  Rental  Housing:  cost  Information  on 
FraHA's  Section  515  Program  and  other  Rural  Housing  Options") 
which  substantiates  the  s>iccess  of  the  Section  515  program  in 
serving  the  needs  of  very-low  income  households.  GAO  reported 
that  the  protjram  is  benefitting  mostly  very  low  income  households 
in  ru!-al  areas;  almost  naif  of  the  households  contacted  by  GAO 
Pdid  L^'Juced  rents  after  moving  into  Section  515  apartments;  and 
ot  three  rural  housing  programs  analyzed  —  Section  515,  the 
Section  502  homeownership  program  and  housing  vouchers  —  Section 
515  was  found  to  be  the  least  exp-^nsive  way  to  serve  very  low 
income  tenants. 
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Because  of  the  acute  differences  between  rural  and  urban 
housing  needs,  CRHD  believes  the  rural  and  urban  housing  programs 
should  remain  separate*  The  Farmers  Home  Administration  provides 
an  excellent  existing  structure  for  delivery  of  housing  to  rural 
America*  We  would  be  vehemently  opposed  to  replacing  FmHA  with 
an  alternative  housing  agency  or  moving  the  responsibility  for 
FttHA  housing  programs  to  the  Department  of  Hou°ing  and  Urban 
Development  (HUD)  •  "Urban**  is  HUD's  middle  name,  while  FmHA  is  a 
tradition,  in  rural  communities*  Its  delivery  system  and  field 
offices  reach  deep  into  the  community,  an  important  element  in 
developing  and  maintaining  very  small  projects  in  remote 
locations* 

II*    LOOKING  AT  ALTERNATIVES 

To  develop  CRHD*s  position  on  future  rural  housing  programs, 
the  president  of  CPHD  appointed  a  special  task  force  with  the 
charge  to  look  at  every  possible  option  in  addition  to  the 
present  Section  515  program*  The  task  force  made  an  extensive 
canvass  of  possible  methods  o£  providing  rural  housing  other  than 
Section  515* 

Special  scrutiny  was  given  to  a  housing  block  grant  program 
as  CRHD  understand  that  several  housing  organizations  are 
forwarding  this  proposal*  We  concluded  that  while  a  block  grant 
program  may  be  appropriate  for  urban  areas,  it  would  not  be  an 
effective  mechanism  for  provldiuQ  housing  in  rural  areas*  The 
succesii  of  a  block  grant  program  rests  on  existing  government 
agencies  to  administer  the  program*  Pural  localities  do  not  have 
the  professional  staff,  knowledge,  or  expertise  necessary  to 
administer  complex  housing  programs*  Host  rural  areas  would  be 
incapable  of  even  completing  the  required  application* 
Furthermore,  a  block  grant  program,  if  it  wete  to  involv?  an 
allocation  formula  si'Cllar  to  any  of  those  currently  in  eftact, 
would  not  provide  small  rural  communities  meaningful  allocations* 
The  amount  of  money  available  would  not  be  sufficient  to  provide 
any  significant  new  construction  of  housing*  In  short,  a  block 
gta^^  program  would  not  work  in  rural  communities  because  they  do 
not  have  the  capability  to  administer  the  resources  and  because 
such  a  program  would  not  provide  resources  in  sufficient  amounts 
to  small  communities  to  get  any  housing  built* 

III*     RETAIN  AND  IMPROVE  SECTION  515 

A*    Loan  Guarantee  Program 

As  a  result  of  our  analysis,  we  concluded  that  the  Section 
51S  program  should  be  retp.ined  in  rural  areas*  However,  there 
are  certain  improvements  thdt  can  be  made  to  the  Section  515 
program  to  make  it  ev^-n  m^re  housing  effective  and  cost 
effective*     For  example,   for  the  past  several  years,  CRHD  has 
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advocated  a  demonstration  program  to  explore  an  alternative 
funding  mechanism.  Instead  of  FmHA  making  direct  loans,  in  the 
case  of  multifanily  housing,  it  would  be  possible  in  many  areas 
for  non-federal  lenders  to  make  the  direct  loan  to  the  developer 
with  an  FmHA  loan  guarantee  analogous  to  the  loan  insurance 
provided  by  the  Federal  Housing  Administration.  There  is  a  verv 
important  caveats  however.  To  produce  affordable  rental  housino, 
the  Farmers  Home  Administration  would  still  have  to  subsidize  the 
interest  rate  on  those  loans. 

Since  this  is  a  radical  departure  from  present  practice,  it 
isj  not  recommended  that  this  change  be  made  all  at  once. 
Instead,  it  should  be  attempted  on  a  demonstration  basis  with  10% 
of  the  fund£>  allocated  to  Section  515  being  utilized  under  the 
loan  guarantee  experiment.  if  the  experiment  proved  successful, 
the  program  could  be  broadened  to  encompass  a  significant  portion 
of  Section  515  multifamily  loans  over  several  years. 

Statutory  authority  already  exists  for  guaranteed  loans, 
pursuant  to  Section  517  of  the  Housing  Act  of  1949,  authorizing 
the  Department  of  Agriculture  to  insure  the  payment  of  loans  made 
by  lenders  other  than  the  United  States.  Likewise,  the  interest 
credit  mechanism  set  forth  in  Section  521 (a)  seems  workable  with 
direct  loans.  Pursuant  thereto,  FmHA  pays  the  difference  between 
the  subsidized  rents  and  market  rate  determi;ied  by  the  Secretary 
of  the  Treasury  taking  into  consideration  the  .av(..'age  market 
yield  on  outstanding  U.S.  market  obligations  with  comparable 
maturities.  (Whether  this  formula  produces  a  true  market  rate 
should  be  examined.)  However,  Section  521(a)  provides  for  an 
interest  credit  mechanism  which  may  not  be  applicable  if  the 
government  is  not  the  direct  lender,  necessitating  a  statutory 
change  to  permit  FmHA  to  make  the  interest  Ciif f erential  payment 
directly  to  the  lender. 

Xn  all  events.  Farmers  Home  should  be  the  lender  of  last 
resort.  Accordingly,  if  neither  a  private  lendei'  or  state  or 
local  agency  is  willing  to  make  the  loan,  even  with  a  loan 
guarantee,  then  on  a  standby  basis,  FmHA  should  do  the  lending. 

B.    Better  Serving  the  Rural  Poor 

The  Farm^.rs  Home  Administration  on  October  1,  1986  increased 
the  required  tenant  contribution  to  rent  from  25%  of  income  to 
30%  of  income.  This  increase,  coupled  with  changes  in  how  tenant 
incomes  are  calculated  for  purposes  of  ietermining  rents,  has 
resulted  in  acute  project  vacancies  throughout  the  country. 
Eliminating  all  deductions  in  income  for  families  and  increasing 
the  rent-income  ratio  has  often  produced  ^ents  comparable  to 
those  charged  in  alternative  conventional  housing  in  "the  markec 
area.  Often,  the  alternative  conventional  housing  also  ir.»-iudfcs 
amenities  prohibited  in  fee  orally  assisted  housing.     Wb«.Te  there 
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is  no  alternativ  affordable  housing,  some  families  are  forced  to 
move  to  substana<.rd  housing  because  the  increase  in  the  rent 
income  ratio  has  left  them  bereft  of  disposable  income  for 
necessities.  Obvious]/,  30%  of  a  $25,000  income  leaves  much  more 
over  for  the  necessities  than  does  301  of  a  $12,000  income. 
Unfortunately,  it  is  the  family  of  four  where  both  adults  are 
earning  minimum  wage  that  is  hardest  hit.  The  following  examples 
illustrate  this  problem: 


EXAMPLE  1 

Husband  and  wife  with  no  children. 

Both  work  40  hour  weeki  and  make  minimum  wage  of  $3.35 
per  hour. 

New  Reos    Old  Reoa 


Combined  Gross  Annual  Income 
Hinus  FmHA  Adjustments 
FmHA  Adjusted .Annual  Income 


$13,936  $13,936 

 0     (S%)  697 

$13,936  $13,239 


RENT  (Adjusted  Annual  Income  r  12 

x30l  -  $70  utility  allowance)        $278  S206 


EXAMPLE  2 

Husband  and  wife  with  2  children  (ages  14  and  15). 
Both  work  40  hour  weeks  and  make  minimum  wage  of  $3.35 
psr  hour. 

New  Reos    Old  Reos 

Combined  Gross  Annual  Income            $13,936  $13,936 

Hinus  FmHA  Adjustments  for  2  minors        960   1,297 

(and  5%  deduction) 

FnHA  Adjusted  Annual  Income              $12,976  $12,639 

RENT  (Adjusted  Annual  Income  -r  12 

X  30%  -  $70  utility  allowance)      $254  $193 


One  way  to  resolve  the  problem  of  decreased  disposable 
income  vould  be  to  base  the  30%  contribution  on  after  tax  income. 
A  second  alternative  would  be  to  calculate  rents  at  25t  on  income 
at  or  below  the  very-low  level  (i.e.,  50%  o£  median)  and  at  30% 
for  the  remaining  income  above  50%  of  median. 
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Market  rent  rates  currently  set  by  the  Section  515  program 
are  not  always  indicative  of  true  market  rents  in  rural  areas.  A 
truer  reflection  of  actual  market  rents  would  best  be  obtained 
through  a  local  market  survey. 

The  30%  of  incoiue  to  rent  policy  needs  to  be  adjusted  ror 
rural  areas  in  order  to  make  rural  housing  more  competitive  and 
to  ensure  that  tenants  retain  enough  disposable  income  to  provide 
for  necessities  and  market  rents  need  to  be  established  at  an 
appropriate  competitive  level  in  each  rural  community. 

C.    TarQetino  nge  of  Rental  Aaaishance 

In  order  to  reach  as  many  low-income  tenants  -3  possible, 
rental  assistance  (RA,  the  deep  subsidy  making  up  the  difference 
between  30%  of  a  tenant's  income  and  the  project's  basic  rent)  is 
necessary.  The  most  logical  way  to  allocate  RA  to  a  project  is 
to  mirror  the  percentage  of  RA  needy  population  in  the  project 
are'.  For  example,  if  50%  of  the  local  popul?.tion  has  incomes 
below  that  required  for  30%  of  income  to  meet  basic  rent,  then 
that  same  percentage  of  units  in  a  Section  515  project  in  the 
area  should  be  eligible  for  rental  assistance.  This  would  help 
to  tie  the  occupancy  in  units  to  the  true  market.  Such  a  policy 
would  reflect  local  needs  and  allow  for  the  housing  of  those  who 
most  need  to  be  housed.  In  any  event,  if  RA  is  not  available,  a 
viable  project  should  still  be  approved. 

The  Housing  and  Urban  Rural  Recovery  Act  of  1983  (HURRA  '83) 
requirement  that  95%  of  RA  go  to  families  with  incomes  of  50%  of 
median  or  below  should  be  eliminated.  This  requirement  severely 
restricts  the  use  of  RA  in  many  areas  experiencing  vacancy 
problems  yh-^re  RA  is  greatly  needed.  Ideally,  rural  areas  should 
be  served  on  an  individual  basis  based  on  demonstrated  need 
determined  by  market  studies. 

Consistent  with  RA  allocations  based  on  market  need,  units 
for  the  elderly  should  receive  funding  priority.  Although 
present  policy  prioritizes  this  segment  of  the  population,  only 
rental  assistance  can  make  it  a  reality.  The  elderly  population 
in  rural  areas     as  elsewhere,    is  increasing;   housing  them 

generally  requires  the  availability  of  100%  rental  assistance 
because  of  their  very  low  Incomes. 

Finally,  steps  should  be  taken  to  ensure  that  rural  areas 
receive  their  fair  share  of  any  housing  voucher  program. 

I> •  Incentives  to  Induce  Private  ParticiD-^tion  to  Produce 
Stock   — 
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Historically/  there  has  never  been  a  low  income  housing 
program  with  enough  economic  ince.it ives  to  induce  private  sectoi 
participation.  This  fact  was  recognized  in  the  Tax  Reform  Act  of 
1986  with  the  creation  of  the  low  income  housing  tax  credit.  By 
ant5  large/  we  believe  that  the  credit  will  prove  to  be  workable 
in  conjunction  with  the  Section  515  program.  We  realize  that  the 
Banking  Housing  and  Urban  Affairs  Committee  does  not  have 
jurisdiction  over  the  tax  credit  program,  but  we  do  request  that 
you  inform  the  Senate  Finance  Committee  of  the  following  changes 
needed  in  the  tax  credit  program. 

At  present/  only  taxpayers  with  adjusted  gross  incomes  of 
less  than  $200/000  per  year  can  use  the  credit  in  full  and  tax- 
payers with  adjusted  gross  incomes  over  $^50/000  cannot  use  the 
credit  at  all*  Use  of  the  credit  is  effectively  limited  to  $7500 
per  taxpayer.  CRHD  proposes  that  the  income  cap  be  removed  in 
its  entirety  so  that  all  taxpayers  can  utilize  the  credit*  We 
realize  that  this  would  result  in  wealthy  taxpayers  utilizing 
the  credit*  However/  the  mitigating  factor  is  the  $7500  use 
limitation/  which  would  be  a  very  small  portion  of  a  v^althy 
taxpayer's  liability  to  the  Internal  Revenue  Service.  We 
recommend  retention  of  the  $7500,  except  that  it  should  be 
indexed  by  the  C.P.I,  to  account  for  inflation. 

The  Committee  and  the  task  force  are  well  aware  tnat  the 
most  pressing  issue  facing  the  low  income  housing  community  today 
is  preservation  of  the  low  income  housing  stock*  The  difficult 
task  is  to  balance  the  owner's  contractual  right  to  prepay  with 
the  need  to  preserve  low-income  occupancy  in  a  particular 
project.  CRHD  believes  that  the  two  goals  can  be  reached  if  the 
government  assumes  its  proper  responsibility  of  compensating  the 
owner  for  the  faii.  market  value  of  the  project.  This  principle 
is  well-recognized  in  H.R.  4/  autliorizinq  the  buy-out  of  owners 
with  pre-December  21,  1979  Section  515  contracts  having  the 
immediate  right  to  prepay. 

In  the  alternative  to  the  H.R.  4  mechanism/  another 
reasonable  approach  would  be  to  allow  Section  515  owners,  upon 
the  owner's  commitment  to  rotain  the  project  as  low  income 
housing  for  another  twenty  years /  to  receive  a  subsequent  loan 
for  the  fair  market  value  of  the  equity  in  the  project  at  the 
time  that  the  twenty-year  lock-in  expires/  or  for  purposes  of 
pre-December  21,  1979  contracts/  when  the  owner  wishes  to 
exercise  his  right  prepay.  Such  an  approach  provides  a  viable 
alwernative  to  the  non-profit  buy-out  envisioned  in  H.R.  4.  It 
is  estimated  that  the  cost  of  converting  5/000  eligible  Section 
515  units  in  this  manner  would  be  approximately  $37  million. 

Finally/  in  order  to  maintain  housing  stock/  a  maintenance 
and  rehabilit ucion  program  should  be  adopted  to  prevent 
deterioration  and  default.      FmHA  should  be  authorized  to  make 
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subsequent  loans  for  that  purpose,  analogous  to  similar  measures 
contained  ix\  this  year's  housing  legislation  for  the  FHA 
programs . 

E.    Homeownership  Incentives  to  Tenants 

A  national  housing  policy  should  not  only  provide  affordable 
housing,  it  should  encourage      creased  tenant  welfare.     One  way 
to  accomplish  this  end  would  '  :  to  set  aside  that  portion  of  a 
tenant's  rent  currently  consti\.ating  overage  (rent  paid  in  excess 
(  of  basic  rent)  in  an  escrow  accouu^  to  be  used  at  a  future  date 

:  as  the  downpayment  for  a  home,    if  a  tenant  were  to  move  out  of  a 

project  with  no  intention  of  purchasing  a  home,  this  sum  would  be 
returned  to  the  Rural  Housing  Insurance  Fund.  Such  a 
homeownership  program  nould  provide  a  real  incentive  for  tenants 
to  leave  subs.^dized  housing* 

Assuring   Availability   of    Low    Income   Houaino    In  All 
Corjnurlties 

There  are  some  communities,  rural  and  otherwise,  that 
thwart  the  location  of  low  income  housing  wituin  their  boundaries 
by  restricted  building  codes,  zoning  and  the  like.  In  such 
cases,  we  recoinmend  that  these  communities  not  be  eligible  for 
desired  federal  assistance,  such  as  Farmers  Home,  Community 
Development  loans,  -us'ness  and  industry  loans,  and  grants  from 
other  federal  agencies.  We  do  not  believe  that  the  federal 
t  government  should  make  its  scarce  funds  available  to  cominunitios 

that  discriminate  against  low  income  housing* 

III.  CONCLUSION 

It  is  critical  to  realize  that  the  proposals  outlined  here  are 
not  intended  to  be  a  disjointed  set  of  elements  within  the 
framework  of  a  rural  housing  policy.  Each  of  the  el^sents  are 
parts  of  a  whole,  which  when  taken  together,  form  a  cojiprehensive 
and  workable  philosophy  for  housing  our  Nation's  rural  poor* 

Each  aspect  of  the  program  leads . to  or  complements  another.  It 
follows  logically  that  the  best  designed  and  thought  out 
technical  program  will  tail  if  incentives  are  not  in  place  to 
attract  developers.  Thus,  tax  benefits  become  an  integral  part 
of  the  program.  At  the  same  time,  no  benefit  will  make  a  program 
successful  if  the  technical  requirements  of  the  program  are  not 
feasible.  It  is  fo:  this  reason  that  a  reworking  of  rent 
calculations  and  the  provision  of  homeownership  incentive  s  are 
included*  Taken  together,  these  steps  will  both  encourage 
occupancy  of  rural  rental  housing  by  making  it  affordable,  and 
lead  to  short  term  tenancy  in  favor  of  homeownership.  This  would 
be  particularly  effective  in  reducing  the  menta.\ity  of  subsidized 
apartment  living  from  generation  to  generation. 

Clearly,  the  policy  recommendations  outlined  here  are  broad  and 
general  in  nature.  Of  course,  we  look  forward  to  working  with 
the  Commit  ;£  and  its  staff  in  translating  these  proposals  to 
legislative  reality,  in  an  effort  to  create  a  truly  cc.Tiprehensive 
and  workable  housing  program  for  our  rual  citizens. 
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CLPHA  RECGHHENDATIONS  TO  THE  CRANSTON/D'AHATO  COHHITTEE 


A»   Reaffirm  and  expand  the  national  housing  goal.   CLPHA  asks  Congress  to 
reartirm  the   xy^jy  National  Housing  Goal  of  decent,  safe,  and  sanitary 
housing  for  every  American  household,  and  add  the  words  "affordable 
housing.     It  should  be  made  clear  that  this  goal  also  apphes  to  those 
housed  or  to  be  housed  under  federally-assisted  housing  programs. 
These  households,  too,  should  have  acceptable  and  affordable  housing. 


8*   Identify  In  detail  and  prioritize  the  needs  for  housing  assistance. 

The  need  for  low-Income  housing  assistance  In  this  country  Is  large  and 
continues  to  grow. 

Reports  prepared  recently  by  Dr.  William  Apgar  of  the  Joint  Center  for 
Housing  Studies  of  riarvard/MIT  contain  the  following  findings  and 
conclusions. 

0  During  the  period  1974-1983,  average  rents  In  the  prlvt^e  rental 
housing  stock  Increased  more  rapidly  than  the  Incomes  of 
low-Income  hou$eholdi.   The  rents  at  the  lower  end  of  the  rent 
scale  —  the  only  units  J^'-cesslble  to  low- Income  households  — 
experienced  rent  Increases  greater  thai  the  average  Increases  in 
the  rental  stock  as  a  whole. 

0  The  rent  burden  (rent-to- Income-ratio)  of  low-Income  tvjuseholds 
Increased  substantially  during  this  period  (for  those  not  living 
In  assisted  housing).  A  growing  number  of  low-Income  households 
currently  pay  over  30>  71)  and  even  50  per  cent  of  their  incomes" 
Jor_rtnt,  as  Table  1  shows,  the  proportion  of  households  in  the 
lowest  income  group  that  was  paying  hlSl  or  more  of  us  income  for 
r^-nTvirew  from  33.«  in  19/4  to  4I.«  in  1980  and  47.31  In  I9B3. 
Over  one  Quarter  (Z6. 8^)  ot  an  households  in  the  lowest  income" 
Class  paid  over  7ol  or  their  incomes  for  rent  <n  1953. 

0  The  private  rental  housing  stock  available  (In  terns  of  price)  to 
low-income  households  shrank  during  the  period  under  study. 
Although  there  was  a  significant  increase  in  the  "assisted" 
housing  stock  during  the  period  1974-1983,  it  barely  compensated 
for  the  shrinkage  in  the  private  market  stocJ:,  and  was  not  enough 
to  actually  expand  the  supply  available  to  low-i"  -we  households. 
(See  Figure  i.j   Even  though  rental  vacancy  rcfces  were  high  in 
certain  areas  of  the  country  in  1986  (see  Figure  2)  most  of  these 
vacant  units  were  not  available  to  low-income  househoTcfs:  

0  The  absolute  number  of  low  income  households  is  growing.  The 
numoer  ot  renter  nouse.-oias  with  real  income  less  than  510,000  (in 
constant  r'.-^Uars)  increased  from  8.4  million  in  1974  to  11.9 
million  in  1983.   Only  about  one  quarter  of  these  households  were 
receiving  any  form  of  housing  assistance  in  1983. 
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0  Although  fn  the  early  and  «fd-1970*s  there  was  an  adequate  rental 
housing  stock,  available  at  reasonable  costs,  that  could  allow 
rental  assistance  programs  to  work  relatively  well  In  most  housing 
Markets,  by  the  »ld-I980*s  this  was  no  longer  true>   Nor  Is  It 
expected  by  Dr.  Apgar  to  De  true  In  the  future*   Rather,  the 
proble«  Is  expected  to  get  worse*   This  se  tously  calls  Into 
question  HUD*s  current  policy  of  proposing  rental  assistance  as 
tnesole  future  vehicle  for  federal  housing  assistance  programs* 

It  should  be  i  mtter  of  federal  policy  that  housing  assistance  be 
prioritized  and  directed  and  allocated  according  to  wnere  tne  neeJs  are 
greatest* 

Changes  occur  in  V)t  American  population  over  time.  Including  changes 
In  that  segment  of  the  population  which  Is  the  target  group  for  housing 
programs*  The  number  of  elderly  persons  Is  Increasing,  and  the  number 
of  very  elderly  and  frail  elderly  persons  Is  especially  Increasing* 
Average  household  size  Is  decreasing  for  the  nation  as  a  whole;  but  In 
scote  regions  the  average  size  of  poor  households  Is  growing*  The 
number  of  homeless  families  Is  Increasing*  The  nwiber  of  doubled-up 
families  Is  increasing*   It'^e  number  of  Identified  special  neeos 
households  Is  increasing* 

We  ask  that  Congress  establish  and  provide  funding  for  an  on-going, 
nonpartisan  research  program  to  evaluate  the  changing  housing  needs  of 
,  the  American  population,  especially  low-Income,  elderly  and  special 
needs  households,  and  to  Issue  objective,  regular  and  detailed  reports 
to  the  public*   This  function  Is  not  currently  being  carried  out  by 
HUD* 

Many  observers  have  pointed  out  that  the  elderly  In  America  are  served 
very  well  by  governmental  assistance  programs.  Medicaid  and  Social 
Security;  and  have  suggested  that  now  Is  the  time  when  more  programs 
for  children  need  to  be  adopted* 

While  CLPHA  Is  very  concerned  for  the  children  In  public  housing,  we 
also  recognize  that  many  children  In  America  are  not  In  need  of 
additional  federal  assistance* 

The  funds  simply  do  not  appear  to  be  available  to  provide  additional 
age-based  programs,  whether  for  the  old  or  for  the  young,  to  ^ 
members  of  any  specific  age  group* 

Instead,  CLPHA  strongly  recommends  that  priority  be  given,  in  all 
federal  programs  Including  housing,  to  low-lncome  households,  since 
this  Is  clearly  where  the  needs  are  greatest* 

.  M  age-based  programs  should  be  made  sensitive  to  the  Incomes  of 
program  recipients* 

We  also  ask  that  Congress  put  low-Income  housing  programs  on  the 
"protected"  list  of  those  exempt  from  automatic  cuts  under  the 
6ra.WRudman/Hol lings  Deficit  Reduction  Act* 


SOURCE:    HOME  OWNERSHIP  AKD  BOUSING  AFFORDABIim  IN  THE  b'.S.  1963^1983 
"Tht  1986  Report" 

By  the  Joint  Center  for  Housing  Studies  of  HIT  «nd  H«rv«rd 
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iFor  A  dl8cu8«lon  of  the  basis  of  the  above  calcula- 
tions,   taken  froo  the  sane  report,    see  Appendix  I.' 
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•  Endorse  a  strong  role  for  the  public  sector,  and  the  federal 
government,  and  provige  adequate  funding  accord^nQly.~Thp"DrivatP 
nousing  market  aoes  not  provide  adequate,  affordaBle  housing  for  many 
households.  The  private  sector  needs  to  make  a  reasonable  profit,  or 
u^^^^         °"       housing  it  provides.   Many  low-income 
households,  however,  cannot  afford  to  pay  enough  to  guarantee  this,  as 
demonstrated  in  the  expiring  use  crisfe  (see  Section  E  below).  For 
these  households,  some  type  of  public  help  is  sttll  needed. 

The  federal  government  is  that  level  of  government  which  is  potentially 
most  equitable  and  efficient  at  tax  collection  and  distribution.  The 
federal  government  should  therefore  continue  to  provide  major  funding 
for  housing  programs.   State  and  local  governments  should  be  encouraged 
to  contribute  as  much  as  they  can  to  augment  such  programs,  but  they 
h^nclnr'      expected  to  substitute  universally  for  federal  low-income 
housing  assistance.   

Fundfn£  for  low-income  housing  assistance,  i.e.  for  those  households 
with  Tncomes  in  the  bottom  201  of  the  houseTioTa'  income  distribution, 
should  be  no  less,  on  an  annual  outlay  basis,  than  50%  of  the  annual  * 
housing  tax  subsidies  proviaea  to  all  other  American  househoiasTKFnuQh 

teoerat  tax  deouctions  (e.g.  local  property  tax;  home  raoFtqaqe  ^ 

interest;  ana  tax  exempt  ponds  for  midd le-lncome  housinoL  "Such 
?2J!"u??w"''""^  nousing  subsidies  are  currently  estimated  to  run  at  over 
$40  billion  per  year. 

"Ladders  up  from  Poverty." 

Economic  ladders  need  to  be  established  to  offer  incentives  and 
rewards  to  low-income  households  for  earning  additional  income  if  they 
can.  Housing  assistance,  like  other  assistance,  should  be  tapered  off 
gradually  as  household  income  increases,  rather  than  being  cut-off 
absolutely  at  a  particular  income  level.   The  absolute  cut-off  of 
benefits  such  as  day  care  and  Medicaid  represents  a  de  facto  tax  rate 
that  is  extremely  high  and  falls  heavily  on  those  trying  to  work  their 
way  out  of  poverty. 

In  public  housing,  we  suggest  that  the  following  be  considered. 

1.  Homeownership  assistance  should  be  provided  to  appropriate  public 
housing  residents  to  enable  them  to  move  out  of  public  housing  and  into 
their  own  hones,  when  they  have  the  income  to  operate  and  maintain 
these  homes  over  the  longer  term. 

2.  Eligibility  of  such  households  for  Medicaid  and  other  related 
programs  such  as  day  care  should  be  maintained  as  household  income  goes 
up,  in  order  to  avoid  the  disincentive  inherent  in  a  sharp  cut-off  of 
benefits. 

rrDu^^r^lJ^  ^5®  P""^^^^  housing  "Gateway"  program  sponsored  by 

CLPHA  should  be  adopted,  to  assist  public  housing  residents  in  their 
efforts  to  improve  their  own  economic  condition. 
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E.   The  Expiring  Use  Crisis. 

"^n^n  inmediate  crisis  exists  In  terms  of  potential  expirations  of  a 
variety  of  federal  hojsing  assistance  programs  funded  In  previous 
years.   The  most  Immediate  crisis  Is  the  one  of  defaults  In 
HUD-asslsted  housing  (and  HUD's  attecpts  to  auction  these  units  off 
without  subsidy),  as  well  as  the  expirations  of  use  restrictions  on 
previously  subsidized  developments,   in  addition,  there  Is  a  massive 
projected  expiration  of  Section  8  assistance  In  the  next  5  years. 
A  large  Increase  In  new  fedsral  housing  assistance  over  the  next  5-10 
ysars  will  be  needed  in  order  to  deal  with  these  various  crises. 

Efforts  should  be  coordinated.   Blue  Ribbon  CommisslonT  Special 
Congressional  panel  established? 

In  many  Instances,  public  acquisition  and  ownership  of  some  or  all 
units  in  individual  developments  of  this  type  may  be  the  best  solution, 
and  PHAs  should  be  given  the  tools  and  the  funding  to  take  on  this  Job 
whenever  it  is  deemed  appropriate  In  the  opinion  of  the  PHA.  The 
expiring  use  crisis  demonstrates  the  serious  problems  that  exist  with 
private-sector  low-income  housing. 

Our  greatest  concern,  however,  is  that  the  expiring  use  crisis  will 
soak  up  funds  which  are  essential  for  public  housing.   We  are  also 
concerned  that  the  crisis  may  "dump"  many  low-Income  households  out  of 
their  units  at  exactly  the  time  HUD  is  trying  to  demolish  or  d1'*pose  of 
the  existing  public  housing  stock. 


F.   Maintain  strong  support  for  existing  public  housing.   There  mast  be 
strong,  continuing  ipederal  support  for  existing  public  housing  and 
rental  assistance  programs.   The  major  areas  for  this  support  are: 

(a)  operating  subsidies; 

(b)  modernization; 

(c)  major  redevelopment/reconstruction; 

(d)  new  development  (including  acquisition,  new  construction,  and 

rehab);  and, 

(e)  rental  assistance. 


G.   Operating  subsidies.   The  current  formula  and  procedures  used  to  fund 
public  housing  operating  subsidies  have  many  shortcomings.   One  major 
oversight  in  the  formula,  which  has  caused  enormous  shortfalls  In 
funding  for  PHAs,  is  the  lack  of  a  realistic  basis  for  recognizing 
the  PHAs'  actual  Insurance  costs.   This  needs  to  be  corrected. 

A  number  of  other  substantial  changes,  however,  many  much  mere 
significant,  also  need  to  be  made. 

The  basis  of  all  of  these  cnanges  should  be  the  fundamental  principles 
that  Congress  originally  laid  down  when  It  established  the  operating 
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subsidy  system  In  the  inid-1970*s,  namely  that  the  operating  subsidy 
should  be  adequate  to  cover  the  difference  between: 

(a)  the  reasonable  costs  of  a  well-managed  PHA;  and, 

(b)  PHA  incocne  from  rents  and  other  sources. 

When  the  present  Performance  Funding  System  (PFS)  was  established  in 
1975,  it  was  intended  by  Congress  and  HUD  at  that  tine  that  PFS  should 
be  periodically  changed  and  revised  in  response  to  changing  conditions, 
the  changing  circumstances  of  PHAs  and  improved  information,  in  the 
future. 

Such  a  major  revision  has  never  been  carried  out,  however.  It  needs  to 
be  initiated  now,  and  put  into  place  within  the  next  two  years. 

One  direction  CLPHA  suggests  Congress  consider  is  to  have  the  General 
Acccounting  Office  (GAO)  carry  out  an  evaluation  of  present  problems  of 
the  PFS  and  make  recommendations  for  changes. 

The  changes  need  to  reflect  the  goal  of  recognizing  public  housing  as 
both: 

|a)   a  professional  real  estate  management  operation;  and, 
(b)   an  institution  that  must  respond  to  a  variety  of  special  needs 
of  its  tenant  population. 

The  environment  in  which  public  housing  operates  has  changed  greatly 
since  PFS  was  established  over  a  decade  ago.    The  client  groups  have 
changed.  Occupancy  has  changed.   Regulations  have  changed.   Costs  have 
changed.   Expectations  have  changed. 

A  revised  PFS  needs  to  provide  the  PHAs  with  adequate  funding  to  carry 
out  the  many  new  tasks  society  expects  them  to  do. 

Short-term  "fixes".   In  the  short  term,  operating  subsidies  especially 
neea  to  De  aojusted  in  the  following  ways: 

0     revised  inflation  factor; 

0    an  appeals  process; 

0     recognition  of  the  added  costs  of  housing  certain  groups  such  as 
large  single-parent  households,  the  frail  elderly,  households 
with  disabilities,  and  certain  housing  configurations  such  as 
scattered-site  units;  and,  

0    provide  incentives  to  more  efficient  management 
of  the  public  housing  stock. 

H.  Modernization 

bringing  existing  public  housing  up  to  livable  standards  and  returning 
viable  units  to  ocupancy  should  be  primary  aims  for  the  future  of  the 
public  housing  program. 

Four  years  ago,  the  Congress  appropriated  over  $4  million  for  a  study 
of  modernization  needs  in  public  housing,  including  an  analysis  of 
those  development?;  needing  major  redesign  and  redevelopment.   As  of 
September  30,  1987,  no  final  reports  of  that  study  had  yet  been 
completed  and  issuedTy  HUO. 
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A  prellwlnary  draft  of  the  "national  needs  estimate"  from  the  study 
indicated  that  the  total  modernization  "backlog"  could  well  be  over  $20 
billion  for  the  nation's  1.3  million  housing  units,  which  would  be  just 
over  $15,000  per  unit  on  the  average.   When  the  final  results  of  the 
study  are  issued,  they  are  expected  to  show,  however,  that  the  great 
majority  of  the  current  public  housing  stock  has  modernization  needs  of 
under  $15,000  per  unit  —  which  means  it  is  in  relatively  good 
condition  —  while  a  limited  proportion  of  all  of  the  nation's  10,000 
public  housing  developments  would  cost  significantly  more  per  unit  to 
modernize,  redevelop  and/or  restore  to  full  occupancy. 

The  Comprehensive  Improvements  Assistance  Program  (CIAP)  enacted  by 
Congress  and  initially  funded  in  federal  FY81  has  made  good  progress  in 
restoring  the  public  housing  stock  to  good  condition.  Much  core  needs 
to  be  done,  however. 

Some  PHAs  have  now  "CIAP<-ed"  most  or  all  of  the  developments  wfiich 
needed  the  "comprehensive"  approach  mandated  by  CIAP.   These  PHAs  are 
now  ready  to  move  on  to  a  more  flexible  and  routine  annual  approach  to 
modernization.   Other  PHAs  have  been  less  successful  in  past 
competitions  for  CIAP  funds,  and  still  need  "comp.  mod"  money  in 
substantial  amounts  to  begin  cutting  into  their  modernization 
"backlog".   Other  PHAs  have  very  small  fper  unit)  modernization  needs, 
and  would  like  a  routine  annual  funding  allowance  for  modernization, 
with  the  possibility  of  accessing  some  type  of  national  pool,  from  time 
to  time,  for  extraordinary  needs  or  major  systems  replacement. 

RECOMMENDATIONS 

1.  More  flexible  types  of  systems  for  funding  "jo^g^^j^^^^Q"  \^ 
future  are  needed,  systems  wnlch  offer  more  predictability  and  more 
local  control  over  tfie  types  of  work  to  be  carried  out,   r jexlbillty, 
preoictaDiiity  and  local  control  are  tne  watchwords  we  wolTra"  asK 
Congress  to  provide  In  any  future  changes  to  the  modernization  program. 

2.  CLPHA  would  like  to  participate  in  efforts  to  modify  the  public 
housing  modernization  program,  and  has  made  many  such  recommendations 
to  HUD  and  the  Congress  in  the  past.   However,  CLPHA  recommends  that  a 
fundamental  principle  to  be  observed  in  any  transition  to  a  new  or 
revised  system  be  that  first  priority  in  funding  must  be  given  to  work 
needed  to  reduce  the  existing  Pack log  of  modernization  needs;  and  iF 
the  congress  determines  that  additional  funding  can  oe  provided  aDo"ye 
what  is  needed  to^reduce  the  backlog  on  a  reasonable  timetable,  sucTT 
"extra"  funding  could  be  targeted  to  a'rout tne  annual  repiacemenT 
allowance  to  deal  with  new  modernization  needs  as  they  arise  (accrue) 
In  the  future. 

3.  Retain  and  Modify  CIAP  in  FY88.   CLPHA  recommends  that  the  CIAP 
program  be  retained  and  modified  in  the  following  ways  in  FY88. 

(a)  Expand  Special  Purpose  Modernization.  The  allowable  uses  of 
special  purpose  modernization  funds  should  be  expanded  as  per  the 
proposed  Flake  Amendment  to  H.R.  4.  In  addition,  special  purpose 
funds  should  be  usable  for  interim  modernization  of  developments 
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awaiting  major  redevelopment. 

^b)   Redefine  Emergency  Wodernlzatlon.  Emergency  modernization 
shoulo  inciuae  an  work  needed  to  protect  the  health  and  safety  of 
residents,  including  work  whose  lack  of  funding  would  contribute  to 
a  worsening  of  an  impending  emergency. 

^c)   Technical  Chan<^es.  Several  technical  changes  in  the  way  the 
program  is  aaministered  should  be  made,  including  the  folowing; 

0     begin  any  time  limits  on  obligation  of  funds  with  ACC 
execution,  not  with  final  application  approval. 
0     develop  realistic  modernization  cost  guidelines, 
instead  of  applying  dated  development  guidelines  to 
modernization;  and  apply  guidelines  only  to  modernization 
work  at  hand,  instead  of  to  the  total  of  all  work  ever  done 
at  a  development. 

0     clarify  to  HUD  regional  and  field  offices  regulations 
which  have  been  misinterpreted,  and  institute  training 
sessions  for  PHAs. 

0     cease  forcing  PHAs  to  use  operating  reserves  for 
modernization  (although  such  use  should  always  be 
considered). 

4'  Hazardous  Materials.  Congress  should  direct  HUD  or  the  National 
Institute  Of  Building  Sciences  (NIBS)  to  make  estimates  of  the  need  for 
lead  paint,  asbestos  and  radon  abatement  in  public  housing,  and  provide 
the  needed  funding  for  such  abatement.  Thes3  major  efforts  cannot  be 
addressed  simply  by  making  them  priorities  within  existing 
modernization  programs,  without  providing  the  additional  funding 
needed. 

Congress  should  also  direct  HUD  to  contract  for  a  technical  assistance 
center,  supervised  by  a  board  of  PHA  executive  directors,  to  offer  PHAs 
technical  assistance  in  assessing  PHA  problems  with  hazardous 
materials,  developing  optimal  abatement  strategies,  and  implementing 
such  strategies. 

5*    A  revissd  system  in  FY89.   CLPHA  recommends  that  the  following 
types  or  revisions  be  made  In  the  modernization  funding  system  in  the 
future.    If  it  is  possible  to  develop  these  changes  in  time  to  be 
adopted  by  Congress  for  the  FY89  funding  year,  this  would  be  desirable; 
otherwise  the  changes  might  have  to  wait  for  FY9D. 

(a)   Backlog  Needs.   Continue  to  fund  "backlog"  needs  through  an 
amendea  CIAP  (Section  14)  modernization  program,  considerably 
simplified  to  make  it  more  flexible,  predictable  and  subject  to 
^ocal  control  over  the  activiLtes  to  be  undertaken.  TRe 
allocation  system  tor  this  program  would  be  based  upon  a  study  to 
be  mandated  by  Congress  (that  would  be  carried  out  by  HUD, 
preferably  by  the  Dffice  of  Public  Housing),  and  the  program  would 
not  be  adopted  until  such  an  allocation  system,  based  upon 
identified  needs,  had  been  authorized  by  the  Congress.  The 
results  of  the  HUD/Abt  study  of  modernization  needs  in  public 
housing  may  possibly  be  usable  to  allocate  such  backlog  funds  at 
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least  to  the  HUD  Field  Office  level,  for  51  such  Field  Offices 
across  the  country. 

(b)  Ne>^ly  accruing  (on-'golng)  modernization  needs.  To  the  extent 
that  additional  funding  can  be  provided  py  congress,  CLPHA 
recowiends  that  a  new  annual  replacement  allowance  be  provided  to 
PHAs,   The  watchwords  again  are  f lexiDtnty,  preaictablllty  and 
local  control.   It  Is  possible  that  the  annual  amounts  to  be 
provided  under  such  a  replacement  allowance  could  be  based  upon  a 
percentage  of  the  capital  value  of  the  developments  to  be 
nominated  for  inclusion  In  the  program.   In  addition,  developments 
which  receive  the  annual  replacement  allowance  should  also  be 
eligible  for  a  national  "pot"  of  funds  for  extraordinary  Items  or 
major  systems  replacement.  Such  a  national  "pot"  could  either  be 
a  new  source  of  funds  or  else  periodic  eligibility  by  such  PHAs 
for  access  to  the  modern^-Stlon  "backlog"  pot. 

The  new  replacement  alu..jnce  program  should  be  targeted  primarily 
at  developments  that  meet  one  or  more  of  the  following  criteria: 

(I)  are  new; 

(II)  have  been  recently  modernized;  or, 

(ill)   have  relatively  low  (per  unit)  modernization  needs. 

Based  upon  the  funding  available,  HUD  could  offer  a  certain 
dollar-per-unit  amount  to  PHAs  unC.r  a  replacement  allowance,  and 
PHAs  could  nominate  certain  of  their  developments  for  such  an 
allowance  under  a  multi-year  (e.g.  5-year«  contract.   The  PHA 
would  continue  to  apply  for  modernization  funding  for  its  other 
developments  under  the  revised  "backlog"  program. 

CLPHA  recoumends  that  no  more  than  5*  of  the  total  funding 
available  for  modernization  be  issued  through  the  replecement 
allowance  program  in  its  first  year.  That  ratio  would  be 
Increased  gradually  in  the  future  as  the  existing  backlog  of 
modernization  needs  in  public  housing  is  reduced. 

6.  HUD/Abt  Study.   CLPHA  asKs  Congress  to  direct  HUD  to  complete  this 
study,  'issue  the  results,  and  make  the  date  base  available  for  public 
use.   This  is  very  important. 

Development.  CLPHA  proposes  that  sijor  funding  be  provided  for  a 
revitalized  and  reformed  development  program.   Figure  1  shows  the 
continuing  decrease  in  units  available  to  low-income  households. 

1.  Purpose;   to  expand  the  supply  of  low-income  housing,  including: 
(a)  publicly-owned  housing;  and  (b)  non-public^y-owned  housing  • 
dedicated  to  low-income  use.   Eligible  recipients  would  be  Public 
Housing  Authorities.   Low-income  means  "public  housing  eligible". 

2.  Application  process:   HUD  would  issue  a  Notice  of  Funding 
Avallabiiiiy  (NOrA)  and  PHAs  would  apply. 
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3.  Eligible  uses;   Funds  could  be  used  for  a  variety  of  eligible 
purposes  (soraewhat  similar  to  the  CDBG  program)  In  the  discretion 
of  the  PHAs,  Including: 

(a)  conventional  public  housing  development  (acquisition 
rehabilitation  or  new  construction); 

(b)  contribution  by  the  PHA  to  a  "deal"  being  packaged  by  someone 
elso  (e.g,  non-profit,  CDC  or  private  developer)  to  leverage  an 
Increase  In  the  number  of  low-Income  units;  [*] 

(c)  commitment  of  funds  for  long-term  rental  assistance  (operating 
subsidy)  to  a  non-PHA  as  an  Incentive  to  build,  rehabilitate  or 
acquire  units  for  long-term  low-Income  occupancy;  OR,  [*] 

(d)  provision  of  assistance  to  a  low-1nco»ie  household  living  In 
public  housing  to  achieve  homeownership  outside  of  public  housing, 
thereby  freeing  up  a  unit  of  public  housing:  

Use  of  funds  for  condos  and  coops  would  be  explicitly  permitted  and 
encouraged. 

4.  De-Regulation,   The  development  process  needs  to  be  substantially 
deregulated,  or  else  It  will  not  work,  no  matter  how  much  It  Is 
revised  statutorily,   PhAs, should  be  able  to  get  the  money,  and  use 
It  much  more  In  their  own  discretion.   For  example,  PHAs  should  be 
able  to  quickly  change  the  use  of  the  money  In  response  to  changing 
local  housing  market  conditions,  without  HUD's  approval,  (HUD 
would  of  course  continue  to  have  audit  responsibilities  to  ensur*' 
that  all  use  of  funds  complied  with  statute  and  regulations,) 

5.  Wames,   The  development  program  would  have  three  sections,  each 
with  Its  own  name: 

(a)  the  Elderly  Housing  Program; 

(b)  the  Family  Housing  Program;  and, 

(c)  the  Special  Needs  Housing  Program, 

Congress  would  specify  the  amount  of  the  development  appropriation 
to  be  used  for  each  purpose,   PHAs  would  be  allowed  to  combine 
units  under  the  various  programs  on  a  single  site,  or  as  part  of  a 
single  development  project,   A  new  way  of  calculating  the  operating 
subsidy  eligibility  Allowable  Expense  Level  (AEL)  would  be  needed 
for  the  three  types  of  developments,   (But  this  would  not  affect 
the  AEL  for  units  previously  funded  under  the  present  PFS,) 

6»   Amount/level  of  funding  to  be  requested.   For  purposes  of  CLPHA's 
recommendations  at  tnis  time,  we  refo*^ only  to  the  level  of  need 
there  appears  to  be  nationally  for  low-Income  housing  assistance, 
(See  Section  B  above,) 


[*]  for  purposes  of  4(b)  ind  4(c),  "long-term"  would  be  30  years. 
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7.  Size  of  developwent. 

CLPHA  endorses  a  strong  statement  of  principle  that  In  general 
there  be  a  Unit  on  the  size  of  new  low-lncone  family  developments, 
e.g.  "for  example,  In  nest  communities,  the  best  size  for  new 
family  developments  would  be  from  10  to  lOO  units,"  while 
acknowledging  that  In  some  cities  the  limit  could  be  higher*. 
CLPliA  endorses  the  provisions  of  present  statute  strongly 
discouraging  «ny  more  family  high-rise  developments  unless  there 
are  no  practical  alternatives,  e.g«  ^ttiere  construction  of 
non-h1;>r1$e  family  units  would  exceed  cost  guidelines. 

8.  Bedr^ow  distribution.   CLPHA  supports  the  elimination  of  the 
present  statutory  requirement  that  development  funds  go  only  to 
large  units  (e.g«  3*BRh   While  there  Is  an  urgent  need  Tor  such 
unltSt  there  Is  an  even  larger  need  for  2BR  and  even  IBR  units. 
Projects  consisting  solely  of  3^8R  are  much  more  difficult  to 
manage  and  maintain,  and  consequently  become  less  viable,  too. 

9.  Rather  than  establishing  rigid  cost  guidelines  for  development,  HUO 
should  rely  on  the  competitive  bidding  process,  on  an  Individual 
project  basis,  perhaps  supplemented  by  a  panel  or  jury  review  that 
would  Include  persons  In  addition  to  HUO  staff.   Cost  figures 
should  be  looked  at  "per  square  foot"  rather  than  "per  unit". 

10.  If  the  Nehenlah  program  Is  adopted  by  Congress,  there  should  be  a 
set-aside  to  the  PHAs  to  help  encourage  homeowner ship  among 
currently  existing  residents  of  public  housing,  who  could  move  out 
and  free  up  an  existing  public  housing  unit. 

11.  CLPHA  endorses  continued  use  of  tax-exempt  financing  by  PHAs  and 
state  and  local  Housing  Finance  Agencies  to  develop  additional 
housing;  and  tax-exempt  financing  should  also  be  restored  for 
public  housing  development. 

12.  CLPHA  endorses  the  Low-Income  Tax  Credit  Program  and  It  should  be 
made  more  workable  (along  the  lines  of  the  Assn.  of  Local  Housing 
Finance  Agencies  proposals)*   Among  these  proposals  are: 

(a)  remove  251  passive  loss  restriction  for  Irilvlduals;  and, 

(b)  use  In  conjunction  with  tax-exempt  financing  (91  credit), 
and  loosen  up  criteria  for  the  9t. 

13.  Planning  and  local  needs* 

(a)  An  eligible  use  for  development  funds  should  be  to  fund  local 
planning  efforts  aimed  at  preparing  "Incluslonary  zoning"  and  other 
similar  proposals  that  would  help  expand  the  locai  lon-lricose 
housing  supply. 


*  For  example,  in  larger  cities  such  as  Kew  York  and  Philadelphia,  family 
high-rise  might  be  specially  defined  as  buildings  over  six  stories. 
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(b)  CLPHA  endorses  the  principle  that  each  PHA's  approach  to 
Meeting  local  housing  needs  should  be  flexible  and  reflect  local 
housing  Market  conditions.   For  exaMple,  a  PHA  should  always 
evaluate  whether  or  not  It  would  be  feasible  to  Meet  local  needs 
using  rental  assistance,  acquisition,  etc,,  before  deciding  to  do 
new  construction,   [Xote,  however,  that  soMetlMes,  although  units 
Might  be  available  for  acquisition,  the  age  anc  quality  of  such 
units  Might  Mke  theN  More  expensive.  In  the  long  run,  than  new 
construction,]  Figure  2  shows  that  the  vacancy  rate  In  the  rental 
housing  Market  vaiMes  widely  by  section  of  the  country.  Indicating  a 
need  for  different  approaches  In  diff'srent  regions,    it  Is  iMportant 
to  note  that  a  high  rental  vacancy  rate,  however,  does  not  always 
Mean  that  new  low-1ncoM€  housing  developMent  Is  not  needed,  since 
most  of  these  vacancies  are  usually  In  higher  rent  units, 

(c)  PHAs  should  be  funded  to  hire  their  own  planners  to  carry  out 
the  above  tasks,  and  also  to  help  find  sites  for  new  development 
that  are  responsive  to  the  "lapactlon"  Issue,   Kew  and  rehabilitated 
housing  should  be  duilgned  to  fif  well  Into  the  surrounding 
neighborhood  environment  -  and  should  strengthen  (and  be  coordinated 
^ith)  local  neighborhood  InproveMent  efforts, 

(d)  PHA's  should  be  required  to  participate  In,  and  sign  off  on, 
local  Housing  Assistance  Plans  (HAPs),    Input  to  HAPs  should  be 
based  to  a  large  degree  on  PHA  waiting  list  Inforaatlon, 

14,  If  long-term  operating  subsidy  Is  provided  to  new  low-Income 
housing  development  not  undertaken  by  the  PHA  (e,g.  by  non-profits), 
such  subsidy  should  go  through  the  PHA, 

15,  CLPHA  encourages  PHAs  to  work  to  ensure  a  better  "fit"  between 
households  and  housing  units  In  public  housing.  In  terns  of  size  of 
household/unit.   This  cou^d  Increase  the  number  of  larger  units 
available  for  use  by  large  families, 

16,  Public  Housing  Design, 

Public  housing  design  has  changed  and  been  vastly  Improved  since  the 
19S0's  and  1960's,  yet  much  remains  to  be  done, 

(a)  Need  to  change  H' ^  /egulatlons  that  now  require  Minimum 
standards  only 

(b)  Meed  to  sponsor  information  exchange  on  new  directions  in 
improved  public  housing  for  families,  the  elderly,  and 
special  needs  groups. 


Major  Redevelopment/Reconstruction 

(1)  Substantially  expanded  funding  should  be  provided  for  the  purpose  of 
major  redevelopment.   Adequate  funding  for  a  major  redevelopment 
project  should  include  enough  funding  for  replacement  housing  where 
needed, 

(2)  Targeting;   attention  would  be  targeted  especially  to  large 
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developments  and  those  with  serious  vacancy  problems,  e.g.  for 
hi-rlse,  those  with  over  154  vacancy  rate,  and  for  low-rlse,  those 
with  '^ver  20*  vacancies),  or  other  serious  problems  resulting  In  the 
development  being  severely  stressed  according  to  the  PHA. 

(3)  Plans.  PHA3  should  be  required  to  submit  a  statement  to  HUD,  for 
development*"  Identified  In  (2)  above,  which  would  Include: 

-  t:ie  name,  size  and  characteristics  of  the  development  and  Its 
occupancy  history; 

-  a  preliminary  survey  of  the  physical  and  other  conditions  of  the 
development  and  an  estimate  of  Its  mod./redevelopment  needs;  and, 

-  the  PHA's  proposed  future  general  strategy  for  addressing  the  needs 
of  this  development. 

The  plan  would  explicitly  recognize  that  strategies  for  addressing 
the  needs  of  these  special  developments  might  require  a  long-term 
multi-year  Implementation  schedule  (e.g.  10  years).  Multi-year 
planning  grants  would  then  be  awarded  by  HUD  to  undertake  the  major 
kinds  of  detailed  planning  and  other  activities  that  would  be 
required  to  address  these  needs. 

(4)  The  viability  question  should  be  rddressed  more  professionally. 
HUD*s  present  procedures  require  more  bureaucracy*,  but  not 
necessarily  more  good  Judgement. 

(5)  In  addition,  the  definition  of  "special  purpose  mod."  should  be 
expanded  to  Include  Interim  modernization  for  developments  where 
major  redevelopment  Is  being  planned. 


K.  Reshaping  the  role  of  public  housing. 

Although  It  was  once  occupied  primarily  by  the  "working  poor",  public 
housing  has  Increasingly  come  to  have  a  negative  stereotype  in  many 
communities  as  housing  of  last  resort  for  those  who  "won  t  wo«*k  to 
support  themselves,"  especially  for  those  dependent  on  welfare.  Public 
housing  has  also  come  to  be  increasingly  minority  occupied.   The  role 
and  image  of  public  housing  needs  to  receive  serious  attention. 

Some  PHAs  see  their  goal  as  being  to  achieve  sound,  stable,  long-term 
communities  in  public  housing;  while  others  fear  that  such  "stability 
will  only  result  in  ghettoization  and  the  spread  of  a  long-term  culture 
of  poverty. 

Some  principles  need  to  be  established,  redefining  the  role  of  public 
housing,  e.g.: 

1.   Reduce  the  isolation  of  public  housing. 

The  national  housing  policy  is  that  housing  assistance  should  go  to 
those  who  need  it  most.   Yet  this  should  not  mean  that  assisted 
units  should  be  isolated  from  the  rest  of  the  community. 
Major  efforts  must  be  made  to  overcome  the  isolation  of  public 
housing. 
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The  local  connunity  should  be  responsible  for  providing  adequate 
security  in  public  housii^n,  but  PH  funds  should  be  devoted  to 
supplementing  and  targeting  these  efforts. 

Service  providers  (e.g.  day  care,  health  care,  education,  etc.) 
need  to  De  encouraged  t.o  retch  out  and  enroll  wore  of  their  clients 
from  those  living  in  public  housing,  and  in  soMe  cases  establish 
service  centers  in  public  hoyving  developments  (subsidized  by  the 
PHA  without  a  loss  of  operating  subsidy)* 

2.  Encourage  upward  mobility  econowically. 

Housenoids  receiving  housing  assistance  should  be  helped  to  improve 
their  own  abilities  to  seek  and  take  advantage  of  economic 
opportunities,  for  example  through  job  training.  (See  "ladders" 
section  D  above.)   "Up  and  out"  strategies  should  be  encouraged  and 
supported  by  the  structure  of  housing  assistance  programs,  to  the 
extent  that  viable  alternative  housing  opportunities  are  available. 
Consideration  should  be  given  to  establishing  a  maximum  time  limit 
for  continuous  occupancy  of  family  public  housing,  with  limited 
exceptions  for  emergencies. 

3.  Integration. 

Integrated  public  housing  conwminities  should  be  the  goal, 
and  this  should  be  achieved  not  only  by  desegregation  policies  and 
tenant  selection  policies,  but  also  by  approval  of  plans  for 
maintaining  existing  racial  balance.   This  is  one  of  the  most 
critical  issues  In  public  housing  today,  yet  the  current 
Administration's  policies  are  muddled  and  self-contradictory.  This 
is  a  highly  complex  issue  and  needs  a  variety  of  sensitive 
implementation  policies  and  procedures. 

4.  Expanded  role  for  residents. 

The  roie  of  the  residents  themselves  must  be  expanded,  in 
preserving  and  maintaining  the  quality  of  life  in  their  own 
developments. 

Improving  the  Housing  Development  and  Management  System. 

The  present  structure  for  governing,  overseeing,  regulating  and 
managing  the  country's  assisted  housing  programs  is  cumbersome,  rigid 
and  bureaucratic.    It  is  not  goal-orientcd.   Authority  and 
responsibility  are  widely  divided.   The  system  has  become  almost 
totally  unworkable.   No  large  private  real  estate  operation  would  be 
run  this  way. 

!^!/"^^!  public  housing  program  are  made  and  approved  by  HUD's 

Wficeof  Public  Housing,  with  advice  of  the  HUD  General  Counsel. 

The  interpretation  of  the  rules>  and  oversight  of  individual  PHAs  on  a 
day-to-day  basis  is  carried  out  by  HUD  Regional  and  Field  Offices. 
These  offices  do  not  report  directly  to  the  Office  of  Public  Housing, 
but  to  the  Undersecretary  of  HUD.   They  are  widely  perceived  as  being 
responsive  primarily  to  the  political  and  policy  mandates  of  any 
incumbent  Administration  of  HUD. 
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Ipcal  PHAs  are  responsible  for  managing  the  public  housing  units  within 
tnetr  juTTsdiction;  yet  they  must  operate  within  very  rigid  guidelines 
and  regulations  laid  down  by  HUD's  Office  of  Public  Housing,  as 
interpreted  in  a  wide  variety  of  ways  by  the  HUD  Regional  and  Field 
Offices,  The  PHAs  have  little  authority  or  autononiy  of  their  own. 

The  "actors"  in  the  process,  whether  at  HUD  Central,  in  the  Regional 
and  Field  Offices  or  in  the  local  PHAs,  see  theiKelves  by  and  large  as 
corapetitors,  each  trying  to  achieve  their  own  objectives,  and  usually 
at  the  expense  of  the  others,   Sowetimes  there  is  cooperation.  Equally 
often,  however,  there  is  a  lack  of  cofwunication  and  a  failure  to 
cooperate  in  achieving  what  should  be  coiwon  goals, 

RECOHHENOATIOWS 

1)   De-Regulation  (short-term,  iremediate) 

we  ask  the  Congress  to  direct  HUO  to  take  all  steps  possible, 
consistent  with  statute,  to  de-regulate  public  housing.  This 
Should  be  entirely  compatible  with  the  current  Administration's 
alleged  organizational  philosophy. 

What  we  mean  by  de-regulation  is  that  HUD,  for  now,  should 
establish  rules  and  regulations  for  the  public  housing  programs, 
and  then  should  carry  out  reviews  and  audits  to  check  that  PHAs  are 
obeying  statutes  and  rules, 

HUD  Should  withdraw,  however,  from  the  process  of  approving  or 
disapproving  every  major  (and  many  minor)  decisions  wh  ch  must  be 
made  by  the  PHAs  in  the  course  of  their  day-to-day  operations. 

The  present  degree  of  HUD  "oversight"  and  interference  in  routine 
local  administrative  decision-making  processes  is  intolerable,  and 
highly  detrimental  to  the  professional  and  efficient  management  of 
the  public  housing  stock, 

2)  Major  change  fn  the  system 

laj   The  management  of  the  public  housing  delivery  system  needs  to 
be  completely  overhauled.   There  should  be  a  single  Public  Housing 
Administration,  established  for  the  purpose  of  ensuring 
professional  management  and  administration  of  the  nation's 
vital ly-needed  public  housing  stock,  which  now  includes  over  1,3 
million  unitr.    The  policy  direction  of  the  agency  should  be 
established  by  an  appointed  Board  of  Directors,  All  of  these 
officials  Should  have  a  long  and  outstanding  experience  in  the 
management  of  the  public  housing  stock,  and  should  understand  the 
problems  facing  local  PHA  managers, 

(b)  Public  housing  should  be  run  as  a  professional  real-estate 
operation, 

(c)  The  staff  of  the  agency  that  administers  public  housing 
programs  (whether  at  HUD  or  in  a  new  agency)  should  be  revitalized 
and  augmented.    Staff  should  be  required  to  demonstrate  extensive 
knowledge  in  housing  management  skills.   Promotions  should  be  on  a 
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■ertt  basts,  wtth  PHAs  Involved  tn  the  performance-evaluatton 
process* 

(d)  The  new  agency  nust  be  held  accountable,  not  onlv  for 
rule-Mktng,  but  also  for  the  condition  of  the  nation  s  assisted 
housing  units*   The  agency  must  work  cooperatively  with  local 
agencies  In  the  pursuit  of  a  coonon  goal:   to  house  low-Income 
people  that  need  such  housing,  under  decent,  safe,  sanitary, 
affordable  conditions* 

(e)  Locsl  Authorities  (PHAs)  need  greater  flexibility  and  autonomy 
In: 

(I)  establishing  their  own  budget  priorities; 

(II)  personnel  and  salary  policies; 

(III)  establishing  program  directions  and  needs; 

(Iv)  carrying  out  programs  such  as  modernization  and  development* 


M*  Rental  Assistance*   (For  CIPHA  historical  review  of  Section  8  and 
voucher  experience,  see  Appendix  III*) 

1«  CIPHA  strongly  supports  expanded  funding  for  additional 
(Increwental)  Section  8  "existing"  and  "mod*  rehab*"  units;  and  Is 
opposed  to  any  expansion  of  the  so-called  "Voucher"  J>rogram  at  this 
time,  pending  a  fun  assessment  of  the  "voucher  option",  including  but 
nor"limited  to  whatever  further  reports  HUD  may  release  of  the  Abt 
Voucher  Demonstration  evaluation*   (See  attached  CIPHA  summary  of  the 
first  and  only  evaluation  report  released  to  date,  in  Appendix  II*) 

If  9  as  the  resuU  of  such  an  assesment,  it  is  concluded  that  there  are 
advantages  associated  with  the  greater  flexibility  in  rents  (and 
rent-income  ratios)  allowed  under  the  Voucher  program,  then  such 
greater  flexibility  should  be  introduced  as  modifications  to  the 
Section  8  "existing"  and  "mod*  rehab*"  programs,  with  Congressional 
authorization*   These  changes  need  not  be  made  by  throning  out  the 
current  Section  8  "existing"  and  "mod*  rehab*"  programs,  which  in  most 
respects  are  highly  successful  in  their  present  formjnd  should  be 
preserved  as  much  as  possible*  They  can  simply  be  modified* 

2*   Rent  reasonableness  and  limits  on  rent*income  ratios*    If  such 
modifications  are  introduced  in  tne  future.  It  may  be  desirable  to  put 
limits  on  the  range  of  allowable  rent-income-ratios,  by  household  size; 
and  in  any  event  to  allow  PHAs  to  evaluate  "rent  reasonableness"* 
However,  before  an  evaluation  has  been  conducted,  it  is  premature  to 
specify  exactly  what  these  provisions  should  be* 

3*    It  is  clear  that  vouchers  have  the  potential  for  costing  more  on  an 
average,  per-unit  basis,  that  Section  8  certificates,  since  with 
Section  8,  if  a  certificate-holder  pays  less  than  the  Fair  Market  Rent, 
the  subsidy  equals  the  difference  between  30X  of  inco;;ie  and  the  actual 
rent,  while  under  Vouchers,  the  subsidy  always  equals  the  difference 
Hlwieen  30*  of  income  and  the  payments  standard* 
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4.  The  present  administrative  provisions  of  the  Section  8  "existing" 
and  mod,  rehab/  programs  should  by  and  lar^^  be  continued  under  any 
future,  modified  program.   These  provisions  should  also  be  extended  to 
certificates  currently  under  the  "voucher"  program.   The  list  of  such 
the  folloSlng^  provisions  Includes  but  Is  not  necessarily  limited  to 

itJoll     ^"^J^"  the  present  way  of  calculating  Fair  Market  Rents 
(FMRs),   Any  payments  standard*  under  a  modified  or  voucher  program 
should  be  required  to  equal  lOOX  of  the  FMR,  and  HUO  should  continue  to 
allo*t  annual  cost  amendments  to  the  ACCs  and  provide  additional  funding 
for  such  amendments  accordingly.   Update  Fm  and  payments  standards 
annual ly, 

(b)  The  procedure  for  allocating  money  under  any  modified  or 
voucher  program  should  be  the  same  as  currently  used  for  Section  8 
1,e,,  tenant  contribution  should  not  be  deducted  from  the  calculation 
so  that  PHAs  can  build  up  project  reserves  In  the  same  manner  as 
currently, 

(c)  Continue  to  allow  exception  rents  and  allow  similar  exceptions 
to  payments  standards,  backed  up  by  additional  funding  where  required, 

(d)  Maintain  the  same  provisions  regarding  adjustments  to  the 
subsidy  of  Individual  certificate-holders  as  currently  with  Section  8, 

fe)  Restore  the  administrative  fee  for  Section  8  "existing"  and  all 

vouchers  lO  tf,bl,    VOUCnerS  are  not  rhpappr  fn   

(f )  Maintain  the  current  provisions  for  damage  payments  and  PHA 
payment  of  rent  when  a  unit  Is  vacated, 

5.  Require  HUO  to  calculate  true  voucher  costs  more  accurately^ 
Congress  shouia  direct  HUu  to  snow,  when  it  reports  to  Congress,  what 
the  costs  are  of  the  number  of  Vouchers  actually  fundable  by  the 
Housing  Authorities,  given  the  money  provided  by  HUO,  not  the 
theoretical  cost  of  the  number  of  units  that  HUO  says  TSie  PHA  ought  to 
!        J°           ^"y  cost  comparisons  between  Section  8  and  voHcHers 
should  also  be  madeuslng  the  same  methodology  witft  regard  to  whPthPr 
or  not  the  tenant  contribution  is  included  In  the  calculation?:  

6;  Term  of  Budget  Authority  and  ACC.    In  order  to  allow  greater 
flexibility  in  the  congressional  authorizing  and  approprlatinc  process 
It  may  be  useful  to  reduce  the  term  of  the  Budget  Authority  (and  ACCs) 
for  the  Section  8   existing"  program  (and  for  any  modified  program  In 
future  years).  ^ 

CLPHA  could  support  a  five-year  term  for  the  Section  8  "existing" 
program.   One  of  the  difficulties  with  this,  however.  Is  that  It  might 
contribute  to  the  problem  in  the  early  iggo^s  when  massive  amounts  of 
current  Section  8  budget  authority  are  already  scheduled  to  expire. 

Also,  the  ACC  term  should  be  counted  from  the  time  of  amendment 
authorizing  additional  units  under  the  ACC,  not  from  the  Initiation 
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dote  of  the  first  ACC.   The  latter  is  current  HUO  practice. 

7.    All  program  modifications  should  be  brought  about  through  the  usual 
Notice  and  Comment  process  required  under  the  Administrative  Procedures 
Act  lAPA).    ine  use  ot  nukAs  for  rulemaking,  as  a  way  of  sidestepping 
these  requirements,  is  unacceptable. 

B.    Variety  of  program  approaches  need  to  be  Maintained.   Although  there 
should  be  only  one  "certificate"  program  in  the  future,  Ci.PHA 
recommends  that  Congress  also  continue  funding  housing  programs  that 
expand  the  supply  of  physical  structures  in  areas  where  these  program 
approaches  are  needed.  (See  Section  I.  above.)   In  particular,  even 
though  rental  vacancy  rates  may  be  high  in  some  areas  of  the  country 
(see  Figure  2),  new  development  may  still  be  needed  if  these  units  are 
unavailable  to  low-income  households. 

9.    Expirations  of  Budget  Authority.   CLPHA  is  extremely  concerned  about 
the  massive  expirations  of  Budget  Authority  scheduled  to  occur  in  the 
late  1980*s  and  early  1990's  for  Section  8  and  voucher  programs.  This 
makes  it  all  the  more  important  to  begin  to  plan  for  this  crisis 
immediately.   CLPHA  recommends  that  Congress  establish  a  crisis  study 
committee  to  begin  developing  recommendations  for  steps  to  be  taken  as 
this  Budget  Authority  expires,  in  order  to  anoid  the  loss  of  housing 
assistance  by  thousands  of  low-income  households  across  the  country 
within  the  next  few  years.    (See  Section  E  above.) 


N,   Rents  and  Incomes  in  Public  Housing 

Two  important  changes  have  occured  in  statute  since  1980,  affecting  the 
rents  residents  pay  in  public  housing. 

Eligibility.   The  eligibility  limit  for  admission  to  pubUc  housing  has 
been  dropped  from  80%  of  an  area's  median  income  ("low  inccae")  to  501  of 
the  median  ("very  low  income").   Making  this  change  has  set  into  motion  a 
process  which  will,  if  not  amended,  eventually  result  in  public  housing 
becoming  an  entirely  "very  low  income"  program. 

Rent-income  ratio.  In  addition,  the  rent-income  ratio  has  been  reused  from 
a  maximum  of  251  to  a  mandatory  30X. 

Since  these  changes  have  been  made,  a  growing  number  of  PHAs  have  found 
that  a  significant  proportion  of  their  residents  in  the  "50  to  80  percent 
of  median   income  category  have  moved  out  of  public  housing,  or  are 
strongly  considering  doing  so.   The  reason  is  that  the  difference  between 
public  and  private  housing  rents  is  no  longer  great  enough  to  make  public 
housing  attractive  to  many  of  these  households. 

Many  PHAs  see  these  households  as  providing  a  core  group  of  a  stable, 
socialized  community  in  the  public  housing  developments.    If  the  PHAs 
continue  to  lose  this  whole  category  of  residents,  many  PHAs  believe  there 
will  be  increasing  social  destabilization,  and  that  the  developments  will 
become  increasingly  difficult  and  costly  to  manage.   As  rents  go  down  and 
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costs  90  up»  the  average  subsidy  level  would  have  to  Increase. 
RECOMMENDATIONS 

1.  Eligibility  Units  for  assisted  housing  programs  should  be  restored 
to  80t  of  Median  Income*   Economic  Integration  Is  necessary  for 
long-term  viability  in  public  housing. 

2.  CLPHA  endorses  the  provisions  of  H.R.4  which  allow  up  to  25%  of  all 
units  to  be  used  for  households  between  50%  and  80%  of  median  Income. 

3.  The  calculation  of  adjusted  tenant  Income  (for  rent-determination 
purposes)  should  be  revised  to  provide  larger  deductions  (at  least  10%) 
for  earned  Income  (and  for  health  costs  of  the  elderly).   The  former 
will  provide  an  Increased  Incentive  for  residents  to  seek  and  to 
maintain  employment. 

4.  In  the  case  of  a  household  living  In  public  housing  whose  Income 
exceeded  the  Initial  occupancy  eligibility  11m1t»  It  would  be  eligible 
for  the  homeownership  funds  listed  In  Section  1.4(d)  above»  as  long  as 
>1ts  Income  did  not  exceed  100%  of  median. 

5.  Rents 

CIPHA  endorses  seeking  ways  to  reduce  the  effective  rent- Income  ratio 
for  all  households »  but  especially  for  large  low- Income  families,  either 
by  reducing  the  mandated  30%  rent- Income  ratio,  or  else  by  Increasing 
allowable  deductions* 

6.  Housing  Authorities  should  be  allowed  to  grant  a  maximum  rent  (rent 
cap)  to  some  limited  proportion  of  the  residents,  based  either  upon: 
(a)  a  maximum  rent,  linked  to  private  market  comparables;  or  (b)  a  rent 
which  reflects  actual  cost  to  the  PHA* 

7.  CLPHA  also  recommends  that  PHAs  be  given  discretion  to  reduce  rents 
(rent- Income-ratios)  In  any  development  with  serious  vacancy  problems, 
to  help  In  marketing  the  units  In  that  development. 

0.  Hoipeownership  In  Public  Housing. 

The  need  for  assisted  housing  for  low-Income  Individuals  and  households 
Is  growing,  not  shrinking,  for  a  variety  of  reasons.  Including:   (a)  the 
Increasing  ff^cparlty  between  the  Income  of  the  lowest  income  groups  and 
that  of  th^  ^eneral  population;  and  (b)  the  elimination  of  most  of  the 
major  tax  preferences  for  rental  housing  In  the  recent  "tax  reform" 
amendments* 

As  a  result,  the  waiting  lists  for  public  housing  have  never  been 
longer;  and  an  ever  growing  proportion  of  both  those  living  In  public 
housing  and  those  on  the  waiting  lists  consists  of  "very  low  Income" 
households. 

Homeownership  Is  generally  beyond  the  reach  of  low  and  very  low  Income 
households,  without  very  deep  subsidies;  and  the  provision  of  very  deep 
subsidies  to  a  limited  number  of  households,  while  others  contTHue  to 
suffer  without  any  housing}  assistance.  Is  poor  public  policy* 
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In  addition,  low-income  households  find  it  very  difficuH  to  support 
the  "carrying  costs"  of  operating  their  own  housing,  when  owned,  such  as 
fuel,  utility,  maintenance  custs  and  taxes, 

HUD  has  cited  the  British  example  of  selling  large  amounts  of  public 
housing  to  its  residents  as  a  model  for  this  country.   However,  some  of  the 
many  reasons  why  the  British  model  has  very  limited  applicability  to  the 
U.S.  are  the  following.  — ^ 

1)  At  the  time  when  the  sale  of  public  housing  in  the  U.K.  began, 
nearly  a  third  of  the  population  lived  in  public  housing,  much  of  which 
had  been  build  since  WWII  and  had  been  better  maintained  than  in  the 
U.S. 

2)  The  units  that  were  sold  were  generally  in  garden 
apartment/row-house  types  of  structures,  not  in  walk-ups  or  high-rises 
which  are  the  more  prevalent  type  of  structure  in  America. 

3)  There  were  essentially  no  upper  income  limits  for  eligibility  to 
live  in  public  housing  in  the  U.K.    Any  household  that  wanted  to  live 
there  could.   TJrerefore,  the  median  income  of  households  living  in 
public  housing  in  the  U.K.,  relatively  speaking,  was  much  higher  than 
in  the  U.S.;  jnd  the  households  that  purchased  their  own  units  had  a 
much  higher  income,  relatively  speaking,  as  well. 

4)  The  units  that  were  purchased  tended  to  be  those  in  the  best 
physical  condition,  and  had  been  the  best  maintained  over  the  life  of 
the  program,  generally  in  large  part  by  the  occupants  themselves. 
There  was  therefore  a  well-documented  pattern  ofskimming"  in  which  the 
best  units  were  sold  to  the  higher-income  residents,  while  the  units 
that  remained  in  the  public  housing  stock  were  those  of  poorer  quality, 
occupied  by  lower-income  residents.    The  benefits  realized  through  the 
sale  of  public  housing,  in  other  words,  went  largely  to  the  residents 
with  the  smallest  needs. 

In  addition  to  the  above  reasons  why  the  British  experience  is  not  directly 
applicable  to  the  U.S.,  HUD  is  currently  involved  in  what  is  now  a 
relatively  unsuccessful  Homeownership  Demonstration  of  its  own  in  public 
housing.   Before  the  Homeownership  Program  is  expanded,  the  results  of  this 
Demonstration  need  to  be  received,  reviewed  and  analyzed  by  the  Congress 
and  the  low-income  housing  community. 

CLPHA  policy  recommendations 

1)  CLPHA  supports  the  idea  of  federal  financial  support  to 
lower-income  households  to  assist  them  in  purchasing  their  own  housing 
in  the  private  market,  especially  existing  or  rehabilitated  housing 
(rather  than  new  construction).   CLPHA  would  like  to  work  with  Congress 
to  develop  the  provisions  of  such  new  programs.    (See  Section  I.3.d 
above) 

2)  Homeownership  programs  should  be  as  equitable  as  possible,  and 
should  provide  a  moderate  level  of  subsidies  to  the  greatest  number  of 
people,  not  very  deep  subsidies  to  only  a  few,  such  as  would  occur 
under  certain  amendments  under  consideration  by  the  Congress. 
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3)  CtPHA  supports  homeowner^hlp  In  public  hoi^slng  under  the  following 
conditions: 

a)  The  sale  Is  voluntary  on  the  part  of  botn  the  PHA  and  the 
resident* 

b)  Any  unit  sold  roust  be  replaced  on  a  one-for-one  basis  by  an 
actual,  physical  housing  unit  unless  the  PHA  and  the  ^Dcal  government 
both  certify  that  such  physical  units  are  no  longrr  needed  and 
therefore  either;   (1)  do  not  require  any  njplacewent;  or  (I^J  may  be 
replaced  by  non-project-based  housing  assistance  (e.g.  Section  8  or 
voucher  certificates). 

c)  Units  to  be  sold  must  be  In  standard  condition  at  the  time  of 
sale*  This  nay  require  modernization  of  units  prior  to  sale* 

d)  In  order  to  purchase  a  unit,  a  household  must  be  able  to  show 
that  the  total  carrying  costs  of  the  unit  will  not  exceed  25X  of  the 
household's  after-tax  annual  income;  and  there  must  be  evidence  of 
continuing  employablllty  and  Income  on  the  part  of  the  household 
"head(s)"* 

e)  Resale  provisions  must  be  tightly  written  to  prevent  "windfall" 
profits  from  the  resale  of  the  units*   An  example  that  night  be 
considered  Is  the  FmKA  "502"   homeo^nershlp  program,  which  provides 
that  the  government  has  a  Hen  on  the  unit  that  would  enable  some 
percentage  of  the  Increased  value  of  the  unit  to  be  recaptured  by  the 
government  at  the  time  the  unit  Is  re-sold* 

4)   Any  Honeownership  Amendments  that  do  not  contain  provisions 
resembling  those  listed  above  would  be  strongly  and  unequivocally 
oppos'/l  by  CLPHA* 


P*   Homelessness  and  the  Haed  for  More  Low-?ncom€  Housing 

Hundreds  of  thousands  of  Individuals  and  families  currently  live,  but 
barely  survive.  In  the  nation's  streets.  In  cars.  In  overcrowded  hotel 
rooms,  or  crowded  Into  other  temporary  acconmodatlons*   In  a  recent  survey 
by  the  U*S*  Conference  of  Mayors,  It  was  found  that  In  one  >4^ar  alone, 
1986,  the  number  of  families  with  children  seeking  emergency  shelter  grew 
by  20  percent*   The  survey  further  found  that  the  lack  of  permanent  housing 
was  the  most  cownon  cause  of  homelessness* 

Witnesses  at  a  recent  Congressional  hearing  also  Identified  the  lack  of 
permanent  housing  as  a  najor  cause  of  the  current  epidemic  of  homelessness* 
These  witnesses  Included  such  diverse  groups  as  the  National  League  of 
Cities.  National  Assn*  of  Counties,  Council  of  Jewish  Federations,  Catholic 
Charities,  Salvation  Aro^  and  the  United  Way,  the  agency  charged  with  the 
administration  of  the  F£MA  Emergency  Food  and  Shelter  Program  funds* 

The  reasons  for  homelessness  and  the  needs  of  the  homeless  arc-  as 
diverse  as  the  population  Itself*   Some  are  alcoholic  Individuals,  male  and 
female,  young  and  old*   Some  have  mental  or  emotional  problems.  Including 
but  not  limited  to  those  whose  problems  have  been  severe  enough  to  require 
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previous  institutionalization.   Some  are  handicapped.   Some  are  chronically 
ill  physically.   Most  have  more  linited  job  skills  than  the  general 
population.  Most  are  very  poor,  with  few  if  any  assets.   In  the  case  of 
famines,  many  have  recently  gone  through  some  traunatic  disruption  of 
family  life,  often  including  the  loss  of  a  major  wage-earner  through  death 
or  the  break-up  of  the  family.   Most  are  "well  socialized,"  but  sone  are 
not.   Many  are  young  mothers.  Many  are  minorities. 

Their  needs  range  from  comprehensive  physical  and  mental  health 
assistance,  to  employment  assistance,  to  day  care  and  assistance  in  finding 
a  new  place  to  live.   The  common  thread  is  '*ie  need  for  a  roof  over  one's 
head,  since  without  some  kind  of  stable  living  situation  it  is  difficult  if 
not  impossible  to  effectively  provide  other  types  of  assistance.  [In 
addition,  some  programs  require  a  peraanent  address  as  a  condition  of 
eligibility.] 

A  great  variety  of  efforts  are  needed  to  address  these  problems,  public 
and  private,  by  individuals,  groups  and  organizations,  working  together. 
There  is  no  single  key  to  the  solution. 

The  crisis  In  homelessness  is  expected  to  worsen  in  the  future,  for  a 
variety  of  reasons. 

Most  significantly,  the  gap  betwen  average  housing  costs  and  the 
Incomes  of  the  very  poor  continues  to  g/ow.    The  people  in  the  lowest 
segments  of  the  income  distribution  nationally  cannot  afford  to  obtain 
housing  without  assistance.    (See  Table  1  aboveT  

Wecent  cnanges  in  the  tax  codes  have  eliminated  many  of  the  tax 
incentives  for  rental  housing,  which  has  led  to  predictions  by  Industry 
sources  as  well  as  HUD  Secretary  Pierce  that  the  shortage  of  affordable 
rental  housing  will  get  worse  in  the  future.    (See  Section  B  above) 

Despite  the  clear  and  close  linkage  between  the  shortage  of  sf'ordable 
housing  and  the  increase  in  homelessness,  federal  assistance  for  assisted 
housing  has  been  cut  by  70X  in  the  last  five  years.   The  availability  of 
low-cost  housing  in  the  private  market  is  also  shrinking.    (See  Figure  1.) 

RECOMMENDATIONS 

FT  Many  approaches  to  dealing  with  the  problems  of  the  homeless  are 
needed.   However,  the  backbone  of  all  of  these  approaches,  for  which 
there  is  no  substituleTls  expanaea  federal  assistance  for  more 
permanent  housing  for  low-income  families  and  indlvlJuaT?:   Only  In  this 
way  can  adequate  funding  be  provided  to  address  the  long-terra,  permanent 
housing  needs  of  those  who  may  be  temporarily  homeless  for  a  variety  of 
reasons. 

2)  Such  assistance  needs  to  be  provided  to  PHAs  and  other  groups  that 
are  addressing  a  variety  of  special  housing  needs  in  their  cofwnunlties 
such  as  housing  for: 

0    the  physically  and  mentally  handicapped; 
0    young  mothe  s; 
0  alcoholics; 

0    the  deinstitutionalized  mentally  ill;  and, 

0    those  in  need  of  special  education,  job  training  and/or  day  care. 

3)  Operating  subsidies  for  public  housing  should  be  supplemented  in 
cases  where  PHAs  are  providing  housing  to  special  needs  households.  In 
addition,  operating  subsidy  funds  should  be  allowed  to  help  subsidize 
the  rents  of  essential  service  providers  that  wish  to  locate  some  of 
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thelr  operations  In  public  housing  developments*   [HUD  currently  forbids 
this  by  regulation*]   In  addition,  PHAs  that  Increase  their  percentage 
of  slngle-rooohoccupancy  (SRD)  under  HUD*s  proposed  new  rule,  In  order 
to  serve  "special  needs"  Individuals,  should  be  granted  a  higher  level 
of  per  unit  operating  subsidy  In  recognition  of  those  needs*   (Also  see 
Section  G  above) 

4)  Adequate  modernization  funding  should  be  provided  to  enable  the 
return  of  vacant  public  housing  units  to  occupancy* 

5)  The  Section  8  certificate  program  should  be  expanded  and  some  of  the 
certificates  set  aside  to  help  meet  the  special  short-term  needs  of  the 
temporarily  homeless* 

6)  In  order  to  prevent  evictions  from  both  private  and  public  housing 
for  nonpayment  of  rent,  HHS  should  require  every  stati  to  participate  In 
the  AFDC  Emergency  Assistance  Program,  and  to  remove  restrictions  on  the 
duration  of  such  assistance* 

7)  Clearly,  more  Is  required  than  sirepte  physical  buildings  In  order  to 
address  the  problems  of  the  homeless*  Horoelessness,  In  fact.  Is  usually 
a  symptom  of  other  problems* 

Preventing  homelessness  Is  more  effective  than  trying  to  "fix"  It  once 
It  has  occurred* 

Public,  private  and  community  efforts  need  to  be  made: 
0    to  maintain  Single-Room  Occupancy  (SRD)  buildings; 
0    to  prevent  loss  of  funds  by  doub?ed-up  AFDC  families; 
0    to  assist  those  displaced  by  downtown  or  neighborhood  renewal  and 

gentrlflcatlon  activities;  and, 
0    to  require  housing  for  the  mentally  111  who  have  been  "dumped" 

through  deinstitutionalization  programs* 

Coalitions  must  be  established  among  all  groups  to  establish  a  national 
houslnp  policy  and  get  housing  production  programs  moving  again*  These 
programs  snouid  be  extended  to  support  a  variety  of  "nontradltlonal" 
housing  types  In  the  community,  such  as  SRDs,  whose  demise  concrlbutes 
to  homelessness* 

In  some  cases,  public  hpusing  units  may  be  converted  Into  shelters,  with 
City  Council  and  HUD  approval* 

However,  to  the  extent  that  PHAs  become  Involved  In  the  problems  of 
homelessness,  they  will  need  Increased  federal,  state  and  local  funding 
assistance  so  they  may  begin  to  address  the  special  needs  associated 
with  the  homeless*   Services  must  be  provided,  along  with  shelters, 
temporary  housing  and  assistance  In  finding  permanent  housing  resources* 

The  activities  that  PHAs  routinely  perform  every  day  Is  one  of  the 
biggest  deterrents  to  a  household  becoming  homeless,  namely,  providing 
an  alternative  place  to  live  for  a  low-Income  household*  Homelessness 
Is  on  the  Increase*  and  It  Is  not  an  accident  that  this  trend 
corresponds  to  the  enormous  cuts  In  the  federally  assisted  low-Income 
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housing  programs  over  the  past  six  years. 


Q»   Tenant  wanageitcnt  In  public  housing 

Virtually  all  PHAs  recognize  «  need  for  "tenant  Involvement"  In  guiding 
and  steering  the  management  and  renovation  if  the  developments  In  which 
they  live.    (See  also  Section  K,4  above,)   from  time  to  time,  the  Idea  of 
tenant  management  of  public  housing  developments  Is  also  recowended.  This 
concept  nas  many  meanings  for  many  different  people.   For  some  It  means  tUe 
development  Is  turned  over  entirely  to  the  residents,  on  a  contract  basis, 
and  the  tenants  either  carry  out  themselves  or  arrange  to  have  otherwise 
provided,  all  required  management  and  maintenance  functions.  Including  the 
modernization  of  the  units,  A  more  limited  concept  of  tenant  management  Is 
irtiere  the  residents  contract  to  perform  certain  specifically-defined 
management  functions  on  a  routine  basis,  or  supervise  the  performance  of 
such  Hiilted  functions  by  a  sub-contractor. 

Historically,  some  of  the  most  well-known  examples  of  tenant  management 
!u        comprehensive  type  have  occured  *here  conventional  management  by 
the  Authority  had  failed  and  the  development  Itself  had  sunk  Into  severe 
disrepair  and  social  anarchy.   Under  these  circumstances,  not  only  was 
anything  better  than  the  current  Authority's  management,  but  the  residents 
theaselves  were  the  only  ones  adequately  positioned  to  carry  out  the 
sometimes  drastic  measures  required  to  return  the  developments  to  viability 
and  habitablHty,  ^ 

In  less  extreme  c1rc«stances,  tenant  management  experiments  have  been 
more  circumscribed,  and  relate  to  specific  problems  the  development  may  be 
facing,  e,g,:  (a)  security;  (b)  rent  collections;  (c)  tenant  selection;  (d) 
evictions;  and  (e)  setting  priorities  for  maintenance  ^nd  modernization 
activities  to  be  carried  out  by  the  Housing  Authcrlty, 

CLPHA  PoMcy  Recommendations 

1)  ine  general  functions  of  management,  maintenance  and  modernization 
or  public  housing  developments  are  the  responsibility  of  the  Housing 
Authorities,   However,  when  mutually  agreeable  to  both  Authorities  and 
residents,  there  are  circumstances  when  selected  management  functions 
may  be  advantageously  contracted  to  tenant  organizations  either  to  carry 
out  themselves  or  to  sub-contract  to  other  providers, 

2)  Tenants  should  always  be  involved  In  helping  to  establish  priorities 
for  management,  maintenance  and  modernization  activities  In  the 
developments  In  which  they  live, 

3)  No  Authority  should  be  forced  Into  accepting  tenant  management  for  a 
development  except  In  extreme  cases  where  an  emergency  has  been 
determined  to  exist  due  to  the  failure  of  the"Authorily  to  perform  even 
the  basic  management  services  that  the  development  needs, 

4)  Under  ordinary  circumstances,  when  a  PHA  contracts  with  a  tenant 
organization  to  carry  out  certain  management,  maintenance  or 
modernization  functions.  It  shall  be  under  the  same  terms,  standards  and 
criteria  applicable  to  other  developments  where  there  Is  no  tenant 
management,  1,e,  th?  funding  levels  for  various  activities  shall  not  be 
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Increased  (or  decreased)  because  there  Is  tenant  nanagenent, 

5)   Any  operating  or  HKKlernlzatlon  funds  going  to  developments  with 
tenant  Mnagenent  shall  be  channeled  through  the  Housing  Authority,  not 
be  provided  directly  to  the  tenant  organization  by  HUD, 

In  general,  tenant  nanageaent  is  an  option  which  PHAs  and  residents  vay 
currently  pursue  under  existing  statute  and  regulations.   Proposals  under 
consideration  by  Congress  that  would  wandate  such  activities  or  provide 
funding  directly  to  TOs  for  vanageMent  activities  are  opposed  by  CLPHA, 
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APPENDICES 

THE  RAPID  INCREASE  IN  RENT  BURMNS 


Perhaps  the  most  striking  feature  of  the 
1974  83  period  in  the  rental  housing  market 
was  the  steady,  rapid  Increase  in  rent  burdens, 
I.e.,  In  rents  plus  heating  payments  as  a  percent- 
age  of  household  Income.  The  median  rent 
burden  went  from  20  percent  of  income  In 
1970,  to  27  percent  in  1980,  to  29  percent  In 
1983.  Funhermofc,  the  share  of  households 
with  rent  burdens  below  one  quaner  of  their 
Income  dropped  from  60  percent  in  1 974  to  40 
percent  I-.  1983.  The  share  of  households  with 
rent  burdens  above  seventy-five  percent  of 
income  rose  from  8  percent  to  13  percent. 

The  changes  In  the  rent  burden  distribution 
for  the  poorest  households  were  panicularly 
dramatic.  In  1974,  the  median  rent  burden  for 
households  in  the  lowest  Income  class  was  35 
percent  of  Income.  By  1983,  the  median  rent 
burden  for  households  in  this  income  class  had' 
risen  to  46  percent  of  Income,  and  over  one- 
quaner  of  the  households  In  this  class  had  rent 
burdens  above  three  quaners  of  income.  The 
median  rent  burden  in  the  second  income  class 
rose  from  21  percent  of  Income  in  1974  to  27 
percent  of  Income  in  1983.  In  addition,  this 
income  class  experienced  a  large  increase  In 
the  number  of  households  with  rent  burdens 
between  25  and  50  percent  of  income.  By 
1983,  almost  half  of  the  households  In  this 
class  had  rent  burdens  of  this  magnitude.  These 
shifts  are  illustrated  In  Exhibit  18. 

While  rent  burdens  rose  In  all  locattons,  the 
increase  was  somewhat  higher  for  residents  of 
central  cities,  where  rent  burdens  were  the 
most  onerous  to  begin  with.  The  median  rent 
burden  for  blacks  remained  about  3  percentage 
points  higher  than  for  whites. 


SOURCE: 


These  results  must  be  interpreted  with  great 
care  for  two  reasons.  First,  some  households 
fall  temporarily  into  the  lowest  income  class 
be  ^usc  of  Illness  or  the  loss  of  a  job .  Fbr  these 
households,  high  rem  burdens  do  na  persist 
but  do  add  to  the  difficulty  of  recovering  from 
unfortunate  circumstances.  On  the  other  hand, 
high  rent  burdens  represent  an  ongoing  prob- 
lem for  the  long-term  poor. 

Second,  these  rent  burdens  are  based  on 
households'  cash  Income  and  therefore 
exclude  income  in  kind,  such  as  food  stamps 
and  Medicaid.  Between  1974  and  1980,  the 
in-kind  benefits  received  by  households,  par- 
ticulariy  low-income  households,  increased 
significantly.  As  a  n^sult,  the  figures  cited  above 
overstate  the  increase  in  rent  burdens  as  a  per- 
centage of  total  income.  White  the  exact  incre- 
ment to  income  from  in-kind  benefits  is  diffi- 
cult to  determine,  one  study  estimates  that 
including  all  such  benefits  reduces  the  median 
rent  burden  in  the  lowest  one-fifth  of  the 
income  disiributton  from  62  percent  'o  39  per- 
cent.^ For  the  second  fifth,  the  drop  in  median 
rent  burden  would  be  from  30  percent  to  27 
percent.  In-kind  income  does  make  a  differ 
ence,  but  even  accounting  for  in-kind  transfers, 
rent  burdens  in  this  lowest  income  class  arc 
now  at  extremely  high  levels. 

It  is  important  to  note,  however,  that  In-kind 
transfers  stopped  rising  In  1980.  Indeed,  the 
real  market  value  of  non-cash  transfers 
declined  4  percent  between  1980  and  1983. 
The  value  of  non<ash  transfers  per  household 
declined  by  even  more  because  the  number  of 
recipients  also  increased  over  this  perk>d.»  The 
above  results  therefore  understate  the  increase 


7.  NationatAwxiationofHomeBuitdm.  "Lou^andMod' 

tratt- Income  Housing  " 
8  See  US  Census  Bureau.  "Estimates  of  ParrtM  Including 

the  Value  of  Nort'Casb  Benefits,  liMi4" 

21  r 


"Hone  Ownership  and  Housing  Affordablllty  In  the  United 
States:    1963-1985,"    the  1986  report,    by  the  Joint  Center 
for  Housing  Studies  of  MIT/Harvard. 
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in  rent  burdens  bctv.t:en  1980  and  1983. 

Recent  inerCascs  in  rents  as  a  fraetion  of 
ineome  eould,  in  principle,  refleet  Improve- 
ments in  housing  quality.  The  evidence  does 
not  support  ih'*  possibility.  The  number  of 
households  —  part^larly  at  the  bottom  of  the 
income  distribution  —  residing  in  struaurally 
inadequate  hcusi*'^^  ftas  liSen  sharply.  Further* 


more,  ii  appears  (hat  r^-nts  luvc  iiKreased  the 
most  rapidly  for  I o\\-cr- ineome  households. 
One  recent  study  found  that  lx:i\\ren  1 974  and 
1983,  renter  households  with  1974  Incomes 
beloNV  S5.0(X)  saw  a  medun  inca*usc  in  real 
rent  of  9.9  percent  and  rentrr  households  with 
1974  incomes  bet^rcn  S5,000  and  SI 0,000 
saw  a  median  increase  of  9.6  percent.*  0\xt  the 


same  period,  real  rents  for  households  in  the 
$20,000-30,000  income  class  rose  just  2.3  per 
cent  and  those  for  renters  with  incomes  abo\r 
$30,000  "fXK  unchanged.  The  higher  rent  bur- 
dens for  low-incomc  households  therefore  pri- 
marily rcfka  a  raoid  growth  in  il<  amount 
these  households  must  pay  for  housing  of  any 
gi\«n  quality. 
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Council  of  Large  Public  Housing  Aulhontles- 

APPENDIX  II 


SUMMARY  OF  THE  FIRST  REPORT  FROM  THE  VOUCHER  DEMONSTRATIOHt  A 
COMPARISOH  OF  VOUCHERS  WITH  SECTION  8  CERTIFICATES. 

1.  Succcts  rtt«it« 

Ovtr-«ll  tuccttt  rattt  for  vouchtrt  ver«  cbout  the  tta«  ts 
fh!  c.rtlflc.f.j  Ju.t  ovr  601.    Thl.  fladlng  contr.dlcts 

Che  theortclcal  exp,cc«clo[i  for  tht  vouchtr  d«»oDttr«tloD.    By  r«aov- 
Ing  rttcrlctlont  on  rtntt  *nd  rtnt  burdtot.    vouchtrc  vcr«  cupposcd 
to  offer  e  greater  houelog  choice  ud  therefore  have  a  higher  euccess 
rate.    According  to  the  report,    "Propooeote  of  e  houelag  voucher  pro- 
gram tend  to  eee  Ite  greater  houelag  choice  a^  allowing  recipients  to 
more  cloeely  utch  their  houeing  to  Individual  houeing  necde...  This 
view  would  expect  that  (voucher*)  vIU  lead  to  higher  eppllcant  .uccess 
^  rates."  (1)    In  fact,    thle  did  not  happen. 

2.  Rent  burdene.    Under  all  currently  exletlng  low-Income  houeing 
aseletance  programs.    Including  Section  8  "exletlng"  and  public  housing, 
the  tenant  contribution  le  aandated  etatutorlly  to  be  301  of  Income. 
The  dietrlbutlon  of  rent  burdene  for  voucher  reclplenta  in  the  demon- 
etratlon  wae  as  follows:  (2) 

Rent/Incoae  ratio  X  ©f 

recipients 


Under  30Z 

30-40Z 
40-SOZ 
SOZ-t- 


Total 


46.39Z 
27. 7« 
U.IOZ 
11.76Z 
100. OOZ 


3.    Shopping  Incentive.    One  of  the  major  advantegee  claimed  by 
voucher  proponente  i.  that,    unlike  the  caec  of  Section  8  certlflcatee, 
e  voucher  houeehold  that  movee  to  find  suitable  houeing  wlU  make  a 
epeclal  .ffort  to  find  euch  ee  housing  et  rent  levele  below  the  pre- 
velllng  Pelr  Market  Rente  (FMRs).    ,ince  It  gete  to  "keep  the  dlffer- 
J^^!r<n  Section  8  certlflcatee  the  admln- 

leterlng  .uthorlty  keepe  the  difference.     There  le  no  date  In  the 
report  that  mtkee  the  comparleon  between  the  rente  of  movere  end  the 
local  Fair  Market  Rente;    and  elnce  there  eurely  would  have  been  had 
the  ehopplng  Incentive  been  proved  to  exlet.    It  can  be  reaeonably 
concluded  that  there  wae  no  euch  proof.    The  report  doee  etate:  "It 
doee  not  appear  that  the  reduced  out-of-pocket  coete  offered  by 
«Mn?!nJi  «ho  rent  below  the  TOR.  l.  lo  fact  le.ding 

^  t    I  What  thle  to  Indlcete  le  a 

relative  lack  of  unite  evelleble  to  Mvere  below  current  Fair  Market 


(1)  Source:    page  7. 

(2)  Source:    page  161    (categorlee  combined) 
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4.    Cost  of  vouchers* 

The  avtragt  tubtidy  payacnt  for  vouchtrs  (^299/aonth)  Is  ^23  hlghtr 
than  that  for  cttti'lcattt  (^276/month)  •    This  Is  bscsuss  ths  savings  which 
occur  vhsn  a  housshold  rsnts  bslov  ths  FMR  goss  to  ths  housshold,    vhllc  such 
savings  go  to  ths  govsmasnt  undsr  ths  csrtlflcats  prograa.      [Nots  that  this 
sffsct  Is  dlffsrsnt  from  ths  "shoppsr*s  Incsntlvs**  dlscusssd  abovs.    A  house- 
hold that  staya  In  placs  can  rsallzs  a  **vlndfall  profit**  vhlls  staying  In  place. 
If  Its  rsnt  Is  bslov  FMR,    without  doing  any  **shopplng**  at  all*] 

Concslvably  ths  avsrags  cost  psr  vouchsr  (to  ths  govsnusnt)  could 
Incrtass  at  a  slowsr  rats  than  csrtlflcatss  In  ths  futurs,    but  this  would 
bs  btcauss  ths  vouchsr,    as  prsssntly  dsslgnsd.    Is  allows d  a  subsidy  Increase 
only  twlcs  In  flvs  ysars,    whlls  ths  csrtlflcats  subsidy  Is  Increassd  annually* 
Ths  ''savings**  would  com  at  ths  sxpsoss  of  ths  tsnants* 

5*    Rsnt  Incrsasss* 

During  ths  courss  of  ths  Dsaonstratlon,    forty  six  psr  cent  (46Z)  of 
the  vouchsr  housshoJ  >  that  did  not  aovs  sxpsrlsncsd  rsnt  Incrsasss  of  +^25/aonth 
or  aors,    and  I6Z  sxpsrlsncsd  Incrsasss  of  +$lOO/aonth  or  Bors*    This  Is  a  poten- 
tial danger  sign.    Indicating  that  vouchsrs  aay  stlaulats  rsnt  Incrsasss*  ' 

6.    Succsss  rats  by  dsBiographlc  groups*  (*) 

Households  that  had  to  bovs  to  asst  program  rsqulrsmsnts  had  auch 
lower  succsss  ratss  than  thoss  who  staysd  In  placs;    and  ths  foraer  were  auch 
■ore  likely  to  be  very  low-lncove;    or  alnorlty;    or  dependent  on  welfare  for 
eoae  part  of  their  Incoae;    or  a  cOBblnatlon  of  all  of  theee*    There  appeared 
to  be  no  difference  between  the  eucceee  ratee  uelng  vouchere  or  certificates 
among  demographic  groupe: 


Success  rates 
Vouchsrs  Certificates 
White  75*6X  71*2X 

Black  57.0Z  56*1Z 

Hispanic  46*6Z  47*1Z 


7.    Housing  quality*     The  rsport  did  not  provlds  any  Information  on  housing 
quality*    Therefore,    It  le  Impoeelble  to  c%ll  whether  voucher  recipients 
paying  abovs  FHR  ars  gsttlng  bsttsr  housing  for  thslr  aonsy  or  simply  paying 
mors  for  ths  same  quality.     This  apparsntly  Is  to  ba  ths  subject  of  further 
reeearch. 


(*>    Note  that  lived  In  adequata  houelng  Initially  had  higher  euccess 
ratss  than  thoss  who  did  not;    whltss  had  higher  euccess  ratss  with  both 
vouchere  and  certificates  than  did  blacks  and  other  races* 
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SECTION  8  AND  VOUCHERS 


APPENDIX  III 


C  tiri.HC 


K«^C«y  MO 
LmV««m 


»<»iti|<wi*y  Cwy  MO 


A.  DUnUHCtS  lETVZEIf  SgCTIOW  8  AKP  VODCHEKS 

1li«r«  trt  t«Q  major  typta  of  dlffirancca  b«tve«n  S«ctlon  8 
^■xlatlnt*  cartlflMtaa  end  Voucbari«        flrat  li  •  conctpt<uI 
dlffarancct  oadar  Stctloo  8,  x%xl\%  ■nd  r»t/lacoa«  ratloa  are 
capped  aiid  ■obaldx  dap«iida  on  rant;  tmdar  Vouchtra  th«ra   art  no 
capa  and  tha.aobaldj  la  fliad*  Tba  aacond  type  of  dlffaranra  la 
an  adalnlatratlva  onat  BUD  haa  daflltnad  raXaa  for  adalnlatarln^ 
the  Voncbar  profraa  that  ara  dlffarcnt  from  th«  adalalatratlva 
rulaa  forSactlon  8«  BUD* a  vouchar  rulaa  taad  to  maka  Voachara 
chaapar,  accordlof  to  BUD;  but  thla  ta  lirtalj  tacauaa  of  KUD*a 
adalalatratlva  flat,  not  bacauaa  Touchera  ara  la  fact  Inharantlj 
lata  axpaoalva* 

The  aoat  laportant  adalnlatratlva  dlffarancaa  ara  aa  follova 
(for  80ra  datall  aaa  attachicnt  A}t 

!•  Undar  Vouchara ,  the  pajsant  atandard    atarta  out  at,  but 
doaa  not  nacaaaartly  kaap  up  with,  FKR  (thla  saj  hava  bean 
changed  by  a  HorA  publlahad  oa  2/l9}. 

2«  lha  Sacttoa  8  ACC  allow  coat  aaandaanta;  tha  Voucher  ACC 
doe a  aot«  • 

3«  Fnndlnt  raaarvatlona  for  Section  8  and  Vouchera  ara  aade 
differently*  ?rallalaary  Indication*  ara  that  Vouchar  funding 
reaarratlona  aaj  not  allov  for  anough  projact  raaarvea,  and  ?RAa 
vlll  hava  to  laauc  fever  Vouchara  to  pay  for  anbaldj  Incraaaea  In 
tha  final  j%%z%  of  tha  ACC. 

4«  Undar  Section  8»  oxcaptlon  ranta  of  tip  to  llOZ  of  noi  ara 
alloved;  nndar  Voachara  thara  are  no  azcaptlona  to  tha  pajsent 
atandard* 

S«  Section  8  anbaldlaa  can  ba  Incraaaad  annually;  Voochar 
aubaldlaa  can  only  be  Incraaaad  tvlca  la  5  yaara* 

6«  Admloiatretlva  faea  are  hlghar  for  Section  8  than  for 
Vouchara* 

7.  the  ?XA  can  pay  vore  daaage  clolma  to  the  landlord  undar 
Sac t ion  8  than  «>adar  Vocichert»  end  cen  elao  relabarae  e  landlord 
for  unpaid  rent  «hea  e  wit  la  vacated* 

lhare  ere  aotte  additional  laportant  facta  about  tha  «aj  tha 
Voucher  progras  la  being  nm«  yirat»  BUD' a  fimdlag  allocatlosa 
for  Vouchara  are  'oaaad  on  Ita  eatlaate  of  the  coat  of  two  bedroo« 
tmlta  end  tha  eatiaated  tenant  contribution*  Bacauaa  tha  avaraga 


509  C  SMel  NE  Waihlngioa  DC  20002  (202)  543-4900 
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tmit  btdroos  tist  uiually  andt  up  bting  Itrgtr  tlun  tm  b*droou,  and  BUD 
soattiats  mitcAlcultttt  tht  ttoant  contribution,  fRAa  trt  only  tblt  to  fund 
70  to  80Z  of  tht  nuBb«r  of  units  BITD  oritinally  tcattd  tht  BudttC  Authority 
vould  cover. 

Second,  lh«  ACC  ttm  for  Touchtrt  it  only  S  yttrt.  This  mm\mu  it 
difficult  to  plm  for  thtir  tdalnittrttion  «ad  will  c«tttt  Inrgt  nuabtrt  of 
Vouchers  to  oxpirt  in  tht  Mrly  lf90f,  whtn  the  .first  bstch  of  Ssction  8 
ACCs,  b«tua  in  tht  ald*l970s,  vlll  «lso  tspirt.  Fiatlly,  tht  roltMking  for 
Vouchtrs  bts  btttt  dont  through  HOFAs,  sot  tbt  sttadtrd  proctdurt  rtqulrtd 
undtr  tht  Adsinistrttivt  Procodurts  Act  (AFA). 

B.  AUTHOKIZniC  AWD  APnOWmilOlfS  KSTDtT  OF  fODCBERS 

!•  Authoristtions • 

Vouchtrs  vtrt  origintlly  tuthoristd  by  tht  Boutins  tnd  Urbtn-Kurtl 
Itcovtry  Act  of  1983.  BOD  htt  ttttblithtd   tvo  ctttgoritt  of  Vouchert:  (t) 
Rtnttl  Rthtb  Vouchtrt,  vhich  trt  tiailtr  to  Stction  8  Kodtrttt  tthtb;  tnd 
(b)  Frtttttnding  Vouchtrs,  uhich  trt  likt  Stction  8  txitting.  Frttsttodinf 
Vouchtrt  trt  ustd  in  four  vsys,  ts  shown  btlow: 

1*  SMll  turtl  Dtaonstrstion-  s  dtaonttrttion  profrta  dtsigntd  to  ttst 
h9v  Vouchtrs  vork  in  satll  rurtl  artas« 

2.  Ltrft  FHA  Dtaonttrttion-  tnothtr  dtaonttrttion  to  shov  hov  Vouchtrt 
vorK  in  Itrgt  urbtn  artts. 

3*  To  mult  Vouchtrt*  thttt  trt  givtn  to  f  tail  it  t,  not  tt  t  part  of  t 
dcsonstrttion,  but  tt  jutt  tnothtr  vay  of  tubtidising  rtnttl  housing. 

4.  Opt  out,  lotn  attttgtatnt,  tnd  FHA  dtaolition  Vouchtrs*  thttt  tre 
eivtn  out  to  f tail it t  involvtd  in  tubtidistd  housing  >fhich  is  discontinued 
(236,  515,  ttc),  tt  tn  inctntivt  for  privste.  dtvtloptrt  to  buy  tnd  dtvtlop 
BUD-ovntd  Itnd,  tn^  to  fsailitt  living  in  public  housing  unitt  vhich  tre 
dtprogrtaatd,  rttptctivtly. 

2*  Approprittiont 

Tht  folloving  ttblt  thowt  tht  nuabtr  of  Vouchtrt  for  vhich  fundt  vert 
tppropritttd  in  FT64*67  tnd  tht  Adainistrttion  propottl  for  FY88: 

Rtnttl   Satll  turtl   Ltrgt  PHA  ^pt  Out,  Lotn 

Rthtb     Dtao  Dtao  Forault  ■  MnttDeaolition 

FT84  10,000  5,000  ^ 

nSS  30,000  3,000                            4,300  1,000  . 

FY86  14,585  20,914  961 

n87  10,000  36,500  1,000 

n88  79,000  14,000 

C.  THE  LAICE  FHA  DPttHSTRATIOB 

Thit  progrta,  ?ua  by  Abt  Associtttt,  ttstt  Vouchtrt  by  ietuing  thta  to 
houstholdt  tt  tht  tiat  tiat  thtt  t  Stction  8  Ctrtificttt  of  tqutl  btdrooa 
tist  it  ittutd  to  tnothtr  housthold.  Tbt  dtdtion  on  vhich  houtthold  gttt 
vhich  kind  of  tubtidy  it  tottlly  rtndoa,  tnd  txttnsivt  dntt  it  ktpt  on  tht 
tubttqutnt  txptritnct  of  both  houstholdt* 
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Tha  f Irtt  dMOoatratioo  Vouchara  ««ra  latuad  to  FBAt  io  April,  1985. 
8000  thtraaftar  th«  20  P8A*  io  tha  dtaooatratioa  had  racaivad  roughly  200 
Vouchara  aach*  Data  will  W  collactad  oatil  aoMtiaa  batwaao  irovaabar, 
1987  aod.Novambtr»  1988,  tihao  tha  fiiwl  raport  ahould  ha  raady*  Tha  firat 
draft  of  tha  firat  raport  of  fiodioga  ia  curraotly  haiag  raviawad  by  BUD, 
and  ia  aspactad  to  ha  ralaaaad  to  tha  fuhlic  hy  April* 

Tha  atody'a  Mthodolegy  ahottld  thaoratically  allov  it  to  aecttraUly 
taat  Vooehara,  hat  tharf  «ra'  two  cavaata  oaa  ahould  haap  io  »iod*  Pirat, 
HDD  My  axtaoaivaly  adit  tha  raaulta  of  tha  Oasooatratioo  hafora  ralaaaiog 
thaa,  ao  that  thay  vill  oupport  IDD*a  own  datarvioatioo  to  prora  that 
^ouchara  work**  '(Anothar  factor  ia  lUD  «r«tvtatioi  •  Soaa  FHAa  hava 
raeaotly  raportad  .that  BOD  off iciala  hava  thraataoad  thair  CZAP  fundiog 
vill  ha  raducod  valaaa  thay'aaha  tha  Tooehara  io  thair  Daaonatratioo  worki) 
Steood,  it  ia  poaaihla  that,  for  a  variaty  of  adsioiatratiTa  raaaooa,  itoy 
«ajor  prohlaAi  vith  Vooehara  will  aaoifaat  thaaaalvaa  only  io  tha  foorth  or 
fifth  yoor  of  tho  ACC,  httt  tha  data  froa  tha  attidy  vill  ooly  corar  tha 
firat  3  yaara,  ct  tha  aoat* 

lha  aarly  raaulta  of  tha  Voochar  daaooatratioo  iodic a to  that  tha  lack 
of  capa  00  root  and  raot/iocoaa  ratio  doaa  io  ao«a  circuattancaa  allov 
Un£Ota  to  moVa  into  hattar  unita  io<hattar  locationa  than  inuld  ha 
poaaihla  tmdar  faetioo  8*  Bovavar,  a  auhataotial  ounhar  of  taoanta  aod  up 
paying  ovar  AOZ  of  thair  ioeoaa  for  raota,  and  aoM  pay  aa  such  aa  60Z* 
lacauaa  tha* Vouchor  auhaidy  ia  fixad,  aoaa  taoaota  ara  ravardad  for 
chooaiog  chaap  usita}  howavar,  aoat  of  thaaa  ara  paopla  who  vara  liviog  io 
ao  accaptahla  unit  hafora  tha  progras,'  oot  "aurt  ahoppara"* 

Soaa  vary  prallaioary  raaulta  froa  tha  Vouchor  Damooatratioo  will  ha 
praaaotad  hy  paoaliatd  at  tha  CLFEA  aaa tinga  at  tha  aod  of  fahruary, 
iocluding  tha  Diractora  of  Laaaad  Houaing  for  tha  Boatoo,  Nav  York  aty  and 
Oaaha  Bousing  Authoritiaa* 

D.  BHAP-  WHAT  BID  IT  BEALLT  IHOWT 


Vooehara  do  oot  vork  aa  vail  for  larga  faailiaa,  miooritiaat  tha  vary  poor,  and 
paopla  living  io  auhatandard  hooaing» 

Tha  Exparlaantal  Bouaiog  Allowanca  Prograa,  a  $160  sillion  axparlaant  vhich 
conparad  diffa/ant  aathoda  of  auhaidiainf  lov  incOM  houaing,  ia  oftao  citad  hy 
BUD  a  a  having  provad  that  Vooehara  vork*  Although  thara  may  ha  aoi^a  advantagaa 
to  Vouchara ,    tha  f olloviog  data  f roii  BHA?  ahow  that  thay  do  oot  vork  wall  for 
avaryonat 
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ROTEt    Tha  data  liatad  hara  coaaa  froa  tha  portioa  of  EHAP  vhfeh  la  aoaC  aiailar 
CO  today* a  Vouehara,  tha  houaios  gap  payaaata  vlth  boualat  quality  ataadarda  in 
Pittaburth^aad  Phoaaix*   Thara  nra,  hovrvar,  aignificaat  diffaraocaa  batman 
Cbia  part. of  EHA?  aad  today*a  Vouehara*   Nothing  ia  EHAP  raatablad  Saetioa  8  aa 
cloaaly  aa  thia  part  raaaablaa  Voucbara. 

SODICEt   Xaaaady  aad  KacMillan  Fartieipatioa  undar  Altaraatiyaa  Haaaint 
Allevanec  protraaat    gyidanea  froa  tha  Itouaint  Allowaaea  Daaand  Egpaflaant* 
Abt  Ataceiataa,  Caabridfa  ,  1980*   
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Part  I 

COSCAA  Housing  Policy 


As  a  cornerstone  o£  a  r«8poniibIe  national  housing  policy, 
COSCAA  proposes  a  new  partnership  between  the  federal  and  state 
govenuients  to  help  meet  the  acute  housing  needs  of  low-  and 
KO^lnrate-incoBe  households.  COSCAA's  proposed  State  Housing 
InuAntive  and  Partnership  Program  (SHIPP)  provides  federal  funds 
to  encourage  states  to  contribute  their  own  resources  to  help 
solve  housing  problems.  Because  both  the  nature  of  housing 
problems  and  the  appropriate  organizations  to  deliver  housing 
resource*  vary  enormously  across  the  country,  states  are  in  the 
best  position  to  blend  federal  resources  and  their  own  resources 
and  capabilities  with  those  of  the  private  sector,  the  nonprofit 
community,  and  local  <;ovemm«nt  to  address  housing  needs.  The 
SHIPP  envisions  an  even  stronger  state  commitment  to  design,  help 
fund,  and  implement  housing  policies  and  programs.  Part  II  of 
this  policy  statement  gives  a  detailed  description  of 
the  SHIPP. 

COSCAA's  housinri  policy  envisions  the  SHIPP  as  the  primary 
national  housing  prbgrum  for  low-  and  moderate-income  housing 
production.  However,  'COSCAA's  housing  policy  includes  two  other 
major  elements.  First,  the  federal  government  must  continue  its 
role  in  rental  assistance  by  adetjuately  funding  rental  assistance 
payment  programs.  Second,  the  federal  government  must  maintain 
primary  responsibility  for  ensuring  that  existing  low-  and 
moderate- income  housing  be  sustained  as  fully  and  as  adequately 
as  possible  for  low-  and  moderate-income  households.  Thus,  the 
federal  government,  working  cooperatively  with  state  and  local 
government,  the  private  sector,  and  the  nonprofit  community,  must 
provide  the  financial  resources  necessary  for  dealing  effectively 
with  at-risk,  privately-ovned  subsidized  housing  and  to  repair 
and  maintain  existing  public  housing. 

Additionally,  COSCAA  advocates  making  federal  housing 
programs  that  are  not  folded  into  the  SHIPP  more  efficient; 
recommends  changes  in  tax  policy  to  make  the  low  income  housing 
tax  credit  more  effective,  continue  the  use  of  mortgage  revenue 
bonds,  and  facilitate  the  use  of  state  and  local  •government 
general  obligations  bonds  for  houcing;  and  encourages  the 
maintenance  of  federal  insurance  and  secondary  market  activities. 


A.  Prologue 

The  need  for  affordable  housing  in  the  United  States  is  more 
acute  than  at  any  other  time  in  the  last  20  years.  In  1983  an 
estimated  29  percent  of  the  country's  household  experienced  one 
or  more  of  these  serious  housing  probleao:  overcrowding, 
excessive    costs,    or  substandard  duellings.    The  economic  growth 
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Of  Many  coaaunitiM  is  thrttatcnttd  by  the  abscncA  of  Osousing 
affordable  by  vorkcrs.  Th*  tiam  has  coae  for  a  rttnmiod  Bajor 
coHBitBent  to  providing  affordable  housing  for  lov-  and  aodcrate- 
incoBtt  households.  COSCAA  believtts  that  providing  safe, 
sanitary,  and  decent  housing  for  every  Aaerican  is  essential  for 
the  health  and  veX2.-:»eing  of  our  families  and  consunities. 
Housing  is  a  basic  necessity  that  nust  be  affordable  if 
individuals  are  to  have  an  opportunity  to  develop  their  talents 
and  become  productive  citizens. 

To  help  meet  the  nation's  housing  needs,  COSCAA  proposes 
that  the  federal  government  form  a  nev  partnership  with  statos  by 
creating  a  state  Housing  Incentives  and  PArtnership  Program 
(SHIPP) ,  a  program  that  would  challenge  states  to  combine 
creatively  a  variety  of  housing  resources  in  response  to  each 
state's  unique  housing  needs. 

In  the  last  six  years  over  100  nev  housing  programs  have 
been  initiated  by  states  using  state  funds.  The  exper'^nce  of 
states  in  housing  shows  that  state  housing  progn can 
effectively  leverage  public  and  private  funds  to  increase  the 
supply  of  affordable  housing.  However,  state  resources  alone  are 
not  sufficient  to  solve  the  problem.  A  significant  federal 
financial  commitment  also  is  retjuired. 

The  basic  objective  of  the  SHIPP  is  to  provide  a  federal 
financial  incentive  so  that  every  state  contributes  its  own 
resources  to  help  solve  housing  problems.  These  resources 
include  not  just  additional  dollars  but  also  the  expertise  of 
people,  from  state  and  local  government,  the  pr  /ate  sector,  and 
the  nonprofit  community,  who  know  best  tho  state's  housing 
problems  and  how  to  solve  them.  What  is  anticipated  is  a 
atronger  state  commitment  to  design  and  implement  a  coherent 
statewide  housing  policy. 

States  are  in  the  best  position  to  design  and  implement 
housing  assistance  programs  that  must  effectively  respond  to  the 
wide  variations  in  housing  markets  across  the  country.  From 
Alaska  to  Arizona,  from  Texas  to  Ninndsota,  and  even  within 
states,  conditions  of  supply  and  demand,  price  and  income, 
require  that  housing  programs  be  attuned  to  specific 
ci'rcumstances  if  public  funds  are  to  be  used  wisely^  In  some 
areas  or  times,  homeownership  programs  may  be  best;  in  other 
areas  or  times,  rental  programs  may  be  most  needed.  By  stressing 
flexibility,  the  SHIPP  encourages  the  creation  of  cost  effective 
housing  programs  responsive  to  unique  situations,  including  the 
proper  mix  of  ownership  and  rental  programs. 

In  addition  to  disbursing  funds,  states  are  in  the  best 
position  to  deal  most  effectively  yiXth  a  wide  range  of  issues 
that  affect  housing  affordability.  Issues  such  as  land  use 
regulations,  building  code  standards,  real  estate  tax  policies, 
and  equal  opportunity  in  housing,  for  example,  have  traditionally 
been  the  domain  of  state  and  local  governments.     The  £HIPP  can 
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function    as    an    incentive    for    states    to    work    with  local 

!cS*".V.''%??'^^  i«  or  these  aJeas' 

actions   that   will   result   in  ooro  affordable  housing.  stati 

?o^2S2!nti  Arf/^l*"*  "w^  ^^^^^^^  ^^"^^"5  "-^'^^^            do  local 

th«  i^an^!*,^  Additionally,   states  are  often  nore  reaoved  froa 

^!te2  !rr«n  thi^l^'l '^^i?!*^*^^^  politics  than  are  localities: 

orioritiM  position  to  assess  probleas  and  establish 

nr^™!  availability  of  substantial  federal  funds  for  housing 
ro^s    iunLrt  by  the  states  can  generati^  nv»r  grasi 

^22  ^^E  «  '""^  housing  prograifts.  Stronger  and  better 
organized  housing  constituencies  would  .ost  certainly  appear  in 

^tiir!;^        wl^^  """^  tnergize  a  partnership  between 

!nS  to!  ?  localities  that  in  the  long  run  would  strengthen  state 
enfrai^r^iS''''^''*""^  1"  coaaitaent  to  housing,  states  can 
I2c??r  n«^?rn«nPS^2P"'^"^t  ■^'^  ^^^1'  nonprofit,  and  private 
v!^^  fn^^^^^P""^'  relative  strengths  and  capabilities 

vary  enoraously  across  the  country  -  to  help  acet  housing  needs! 

^^^'^  are  in  the  best  position  to  achieve  for  the 
f»n?^»«^f!;«  coordination  between  the  developaent  and 
l^Di^mT^tV^^  P°l^^  the    developaent  and 

?  policies  concerning  welfare  shelter  allowances, 

nrL«n?    ^5'.  "^JS?""*."^^^**'         °t*»«^  related  services.  Th4 
ft^l  arrangeaent   of   separate   delivery   systeas   for  welfare 
?nai52^<v!*^n^*"«''*  ^^'^'^^^    assistaJce/  for    e)caap?e,  is 

iSS^fSr^H  ""^  inequitable.  states  can  take  creative  steps  to 
SHIPP?  probleas  with   the   opportunity   provided  by  the 

onB^rJimf^A..  ^t^^fi^®  hoaeownership    and    equal  housing 

nM?^^2^^n^  ^^^^^'^  ^"^"l  ^°*1^  national  and  state  housing 
CoLirnli.  w   ^P    ^"^^^  ^•'IP  those  goals! 

fn^n^i^^K  "vitalization  and  neighborhood  stabilization  are 
enhanced  by  a  sense  of  ownership,  whether  it  takes  the  fona  of 
!i2^i?.iff"^^  liaited  equity  cooperatives,  autual  housing 

associations,  or  greater  tenant  participation  in  the  aanageaent 
or  rental  housing.  Housing  funds  are  an  iaportant  resource  t^^-tt 
can  be  used  to  preserve  nr  tghborhoods  and  prevent  tht 
objSctivSS?^  ^"^^^  ^"  intended  to  support  those 

i*'^*^  housing  opportunity,  states  should  support 
?^  federal  fair  housing  laws  and  work  to  adopt  at  least  the 
equivalent  of  federal  law  as  state  and  local  fk^I icy.  Where 
!^^^Ilf»^*rr'°^^®°*"^  oechanisBS  are  needed  to  aake  equal  housing 
opportunities  a  reality,  those  aechanisas  should  be  adopted  at 
the  federal,  state,  and  local  levels.  auoi^ueu 

tofl-j  ^T.  ""'-kI^*  nation's  aost  draaatic  housing  policy  issues  in 
JhrZ,«>i  -  Jl  •^•^  increasing  nuaber  of  hoaeless  f aailies 
throughout  the  country.    Partly  because  of  the  absence  of  enough 
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affordable  hou&ing  units,  thousands  of  persons  are  being  denied 
the  opportimity  to  develop  their  abilities  and  contribute  to 
their  family's  and  society's  well-being.  This  nation's  housing 
policy  Bust  address  these  needs.  It  is  time  to  invest  enough 
resources  in  housing  to  meet  one  of  the  basic,  fimdamental  ne3ds 
of  human  beings,  the  need  for  shelter. 

The*  problem  of  homelessness  i»  directly  related  to  another 
basic  housing  issue,  the  issue  of  long-term  af fordability.  The 
threat  of  increasing  homelessness  i  very  real  as  federally- 
assisted  imits  become  eligible  for  conversion  to  market-rate 
housing.  A  commitment  to  long  term  affordable  housing  is  an 
essential  part  of  COSCAA's  proposal.  Spending  additional  funds 
to  increase  the  supply  of  affordable  housing  may  result  in 
little  achievement  if  in  five  or  ten  years  residents  can  no 
longer  afford  to  live  in  imits  initially  assisted  with  public 
funds.  Long  term  af fordability  must  be  a  goal  of  federal,  state, 
and  local  housing  policy. 

The  SHIPP  uses,  federal  fi*nds  to  challenge  states  to  become 
full  partners  in  initiating,  administering,  and  helping  fund 
programs  that  will  increase  the  supply  of  affordable  housing  for 
low-  and  moderate-income  Americans.  COSCAA  believes  states  are 
ready  to  accept  that  challenge. 


B.    State  Housing  Incentive  and  Partnership  Program  (SHIPP) 

COSCAA  recommends  that  tho  primary  faderal  funding  program 
for  the  production  of  rental  and  homeowner ship  housing  for  low- 
and  moderate-income  households  be  the  State  Housing  Incentive  and 
Partnership  Program.  SHIPP  would  channel  funds  to  the  states  for 
a  variety  of  housing  production-related  activities  for  low-  and 
moderate- income  *  households  in  a  way  that  would  encourage 
increased  state* financial  commitment  to  help  meet  housing  needs. 

SHIPP  would  be  funded  primarily  through  new  funds 
appropriated  by  Congress,  although  COSCAA  understands  that 
several  small-scale  housing  programs  may  be  eliminated  and  their 
appropriations  folded  into  the  SHIPP.  With  initial  funding  at  $4 
billion  the  SHIPP  would  provide  an  effective  and  much  needed 
complement  to  the  Community  Development  Block  Grant  Program.  In 
no  way  should  the  SHIPP  even  partly  replace  the  COBG  program. 

In  the  first  year,  20  percent  of  the  SHIPP  funds  would  be 
allocated  to  the  states  on  a  housing  needs  basis.  Fifty-five 
percent  of  the  SHIPP  funds  would  be  allocated  to  states  on  a 
housing  needs  basis  but  would  be  accessed  only  by  those  states 
that  contribute  a  threshold  amount  of  own-source  revenues  to 
housing.  This  threshold  amount  would  be  based  on  a  state's 
capacity  to  provide  such  financing.  Twenty  percent  of  the  SHIPP 
funds  would  be  made  available  on  a  pro-rated  basis  to  those 
states   whose    own-source    financial    commitment    exceeded  their 


4 


220 


CCOICAA) 

threshold  amount.  Five  percent  of  the  funds  would  be  reserved 
for  a  Secretary's  discretionary  fund.  reservea 

1  would  use  the  funds  for  a  multitude  of  activities 

related    to    providing    housing    for    low-    and  inc^eratG-Tnro«f 

Sor'houit^^  r^"""  °/  ^«  -'^^  h^^e't'o'^bi^Ss^d 

for  households  with  incomes  of  50  percent  or  less  of  »ort4»n  pn 

fSco»es  '^^^  """'^  »^  useS^i^hoSfehlfirii^S 

ImSo       L^l  percent  or  less  of  median,  and  100  percent  of  the 

p'^^^eV^o^r^'ler^f'mUtn^  '^"^^^^^^^^  with  ^income  ol  J?S 

^"''"^l  ability  to  distribute   funds  among 

nil  agencies,  local  governments,  public  housing  authorities! 
nonprofit  organizations,  and  the  private  sector  to  achieve  th4 
purposes  of  the  SHIPP.  The  goveiSior  would  designate  the  st^l 
e.gency  responsible  for  administering  the  sHIPP.  states  would  be 
S?"^i?»ln1%""f  P^'^^  i«  develolinglheir  plan 

be   required   to  prepare  a 
iSfprwouid  "^^^^  i*"^  administration  of  the 

r«i«^o  f  address  these  needs,  and  would  be  required  to  prepare 
reports    on  its  implementation  of  the  SHIPP.  Ftepate 

Part  II  of  this  policy  details  the  SHIPP. 

C»    Federal  Rental  Assistance  Prograas 

The  federal  government  must  continue  assumino  full  financial 

^ucr^ai'^^V'^^.^'^^  Po"^""'^  ^siltfnie  prS^?ams' 

such    as    section    8    certificates,    vouchers,    and    the  rental 

somi    stateJ*"^^^"       ^^''l  ^^"^^""^  Administration.  AUhSSgi 

some   states  may  elect  to  use  part  of  their  SKIPP  and  state 

Sn?ariLl«Jr^  """^"^  assistance  programs  on  a  limited  bisis: 

?lSeral  resou^^^^^^^  ""^"^  appropriately  funded  by 

Pfforta  t?^"^^  increased  state  involvement  in  housing  and 
!i         u        ^""^^^   ?   coherent-   statewide  housing  policy,  states 

auocatin^  1  f a"."™."'.  ".""T^"^  r!sp':>nsibnity'f:r 
allocating,  if  not  administering,  new  rental  assistance  funds  as 

?n«ff«%r';""''  assistance   funds  when  thele  are  being 

io^f^V  i''^^^  includes    the    Existing    Section  8 

It^pf  «h^,f,'r,''^"^*l.^",'.e"^  the  FmHA's  Rental  Assistance  program. 

l*!"""^^  '"'''^  "^"^  P^^^^  housing  authorities  and  other 
anf  mon^tor^^^^        ^^^'^^  '^'l^  effective  statewide  dellJe^ 

^Dno,?4onV;  possible.      Additionally,   as  states  gaiS 

experience  in  administering  the  sHIPP,  they  should  increasinalv 
have  the  option  to  administer  and  then  fully  use  in  a  "lexlble 
^^  2^2      ''"    ^""""^       programs  such  as  FmHA  502,  FmHA  111,  and 
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D.    Existing  Public  Hoxising  Stock 

COSCAA  recognizes  that  housing  nanaged  by  local  public 
housing  authorities  plays  an  important  role  in  providing 
affordable  rental  housing  for  lowincone  femilies.  In  hundreds 
of  communities  public  housing  provides  an  essential  focal  point 
for  social  services  necessary  to  helping  lov-income  feuailies 
acquire  the  skills  and  resources  necessary  to  enter  the  private 
housing  market. 

As  it  was  originally  designed,  the  public  housing  program 
required  no  on-going  operating  subsidies.  Beginning  in  the  late 
1960s,  however,  a  series  of  changes  to  the  basic  progreua 
destroyed  its  financial  integrity.  While  some  of  these  changes 
were  sound  in  concept,  the  system  put  in  place  to  compensate  for 
them  did  not  provide  PHAs  with  adequate  means  to  continue  running 
financially  viable  housing  projects. 

Several  changes  are  necessary  for  PHAs  to  regain  their 
financial  integrity.  PHAs  should  be  allowed  to  rent  a  greater 
portion  than  5  percent  of  their  units  to  households  that  have 
incomes  between  50  and  80  percent  of  median.  The  current  income 
limit  of  50  percent  or  less  of  median  income  unduly  restricts 
rent  receipts  emd  tends  to  concentrate  very  low-income,  multi-- 
problem  households  in  s.  small  geographical  area. 

Congress  should  direct  HUD  to  review  closely  both  the 
performance  funding  system  (PFS)  formula  and  the  allowable 
expense  levels  used  in  the  formula.  Also,  while  the  PFS  does 
make  allOT/ances  for  ''costs  beyond  the  control"  of  authorities, 
time  limits  should  be  set  for  HUD  to  respond  to  requests  from 
PHAs  for  this  type  of  waiver. 

Third,  PHAs  should  be  required  to  collect  and  manage  reserve 
funds  to  cover  major  rehabilitation  expenses.  With  PHAs  managing 
reserve  accounts,  the  need  for  a  modernization  program  will 
gradually  be  reduced.  However,  until  reserve  accounts  are  built 
up,  the  federal  government  should  maintain  responsibility  for 
adequately  funding  the  modernization  program. 

Conversion  of  units  to  resident  ownership  should  be 
permitted,  but  only  if  the  conversion  is  accompanied  by 
replacement  rental  units.  Tenant  management  programs  should  also 
be  encouraged  as  a  means  or  empowering  tenants. 

COSCAA  recognizes  that  new  public  housing  units  are 
desperately  needed  to  house  homeless  families,  as  well  as 
families  living  in  over  crowded  conditions  or  paying  more  than  50 
percent  of  their  income  for  rent.  Additional  public  housing 
units  can  be  most  effectively  produced  through  the  use  of  SHIPP 
funds. 
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E.    Bseisting  subsidized  Bousing  Stock 

i;  nothing  is  done,  up  to  3.5  nil lion  rental  units  occupied 
by  low-  and  Boderate-incone  households  nay  be  removed  from  the 
housing  inventory  over  the  next  sixteen  years,  cutting  the  supply 
of  lov  incone  housing  from  12.9  nillion  units  to  9.4  million 
units.  At  the  sane  tine  that  these  affordeU>Ie  housing  units  are 
disappearing,  the  nunber  of  households  needing  low  rent  units  is 
projected  to  increase  by  5.3  nillion.  If  nothing  is  done,  in 
sixteen  years  8.8  nillion  additional  households  nay  be  in  need  of 
affordable  housing  —  18.7  nillion  Americans  faced  with  the 
threat  of  honelessness. 

To  avoid  the  dramatic  inpact  on  families  and  conmunities  of 
persons  being  evicted  from  their  hones,  COSCAA  urges  the  federal 
government  to  act  decisively  to  naintain  the  existing  federally 
supported  housing  stock  for  lov-incone  persons.  The  most  cost 
effective  nethod  of  housing  low  incone  persons  is  to  naintain  the 
housing  units  in  which  they  now  live. 

Congress  should  ensure  that  extensive  displacement  of  low- 
or  noderate-incone  persons  does  not  occur  until  Congress  and 
other  interested  parties  have  a  comprehensive  agreement  about  the 
scope  of  the  problem  and  solutions  that  will  protect  the  tenants 
and  other  interests  involved. 

Intermediaries  such  as  nonprofits,  PKAs,  states,  and  local 
governments  should  be  used  as  much  as  possible  to  help  derive  and 
implement  solutions.  Bach  rental  housing  developnent  has  its  own 
unique  set  of  conditions  affecting  its  narketability  and  the 
anount  of  funds  required  to  preserve  it  as  housing  for  low-incone 
persons.  Intermediaries  can  be  very  effective  in  achieving  the 
goal  of  long  term  affordability. 

Congress  should  consider  the  relative  merits  of  the 
following  examples  of  ways  to  deal  with  the  long  term 
affordability  problem. 

1.  A  right  of  first  refusal  by  tenants  or  nonprofit 
organizations  identified  by  tenants  to  purchase  federally 
subsidized  properties  from  their  current  owners  when  such  owners 
opt  to  prepay  their  current  mortgages  can  be  established.  The 
right  to  purchase  the  properties  can  be  extended  to  state  and 
local  governments  whr^n  the  tenants  either  fail  to  exercise  or 
waive  their  right. 

2.  Federal  funds  can  be  appropriated  to  provide  grants  or 
loans  to  nonprofit  or  governmental  organizations  to  assist  in  the 
purchase  of  the  properties.  In  return  for  this  assistance,  the 
purchaser  would  pledge  to  maintain  the  housing  for  lov-income 
persons  for  the  life  of  the  buildings. 
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3.  The  current  tax  treatment  of  financial  gain  realized  on 
the  rale  of  lov-^incone  properties  can  be  changed  so  that  ctxrrent 
owners  have  more  incentive  to  sell  to  new  owners  who  agree  to 
maintain  the  xmits  for  low-  and  moderate*- incone  use. 


F.    Kore  Efficient  Federal  Programs 

COSCAX  believes  that  the  delivery  system  of  those  federal 
housing  programs  that  are  not  folded  into  the  SHIFF  should  be 
made  more  efficient  and  responsive  to  the  particular  needs  of 
individual  states  and  to  those  administering  the  programs.  Every 
effort  should  be  made  to  allocate  federal  housing  resources  in  a 
manner  that  is  consistent  with  state  priorities  and  in  a  manner 
that  encourages  the  appropriate  federal-state-Iocal-non prof it- 
private  partTitrship. 

COSCAA  recommends  that  all  administrative  and  regulatory 
requirements  of  existing  federal  housing  programs  be 
comprehensively  reviewed  with  the  objective  of  minimizing  the 
administrative  cost  burden  and  eliminating  program  duplication. 
To  achieve  this  goal  Congress  should  direct  HUD  and  FmHA  to 
est2d>Iish  a  national  commission  on  federal  housing  administrative 
requirements.  States  and  localities  and  agencies  that  administer 
the  programs  at  the  local  level  should  be  well  represented  on  the 
commission. 

Two  examples  illustrate  the  administrative  burden  imposed  on 
states  and  other  service  providers.  First,  the  Section  8 
Existing  Housing  Program  can  take  20  pages  of  paperwork  to 
qualify  one  person  for  a  certificate.  Second,  the  Section  8 
certificates  and  voucher  programs  both  subsidize  the  rent 
payments  of  low-income  persons  and  have  many  similarities.  Yet 
to  administer  the  progreuas,  the  service  provider  must  prepare  twc 
dlf£orent  sets  of  landlord  and  tenant  information  packages,  two 
different  sets  of  computer  programs  for  issuing  checks,  and  two 
different  training  packages  for  local  administ:rators. 

COSCAX  urges  that  maximum  effort  be  invested  in  reducing 
administrative  costs  by  minimizing  p^ervork  requirements. 


G.    Tax  Policy 

1*    Low  Income  Housing  Tax  Credit 

The  legislation  authorizing  the  low-income  housing  tax 
credit  should  be  amended  to  make  the  credit  a  more  workable  tool 
for  developing  low  income  housing  and  to  ensure  its  cospatibility 
with  the  SHIFF.    Congress  should  consider  the  following  examples. 

a*  Under  current  law  a  project  must  be  placed  in  service  in 
the  specific  year  in  which  it  has  been  granted  a  credit 
allocation.     If  the  project  is  not  con^Ieted  and  in  servJrze  by 


8 


224 


the  end  of  the  year,  the  credit  allocation  is  lost  —  both  to  the 
project  and  to  the  state  which  provided  it*  Congress  should 
consider  changing  the  lav  to  allow  the  credit  to  be  carried  over 
to  the  next  calendar  year  when  at  least  half  of  the  cost  of  a 
project  has  been  incurred  by  the  end  of  the  allocation  year  and 
Khsn  the  project  is  placed  i^  service  the  following  year* 

b*  The  tax  credit  statute  currently  denies  credit  on  the 
acquisition  cost  of  an  existing  project  if  the  project  has 
changed  hands  within  the  preceding  ten  years*  Congress  should 
consider  making  the  credit  usable  with  any  federally-assisted 
housing  that  io  financially  distressed  or  in  danger  of  being 
converted  to  upper  incone  housing*  The  entire  inventory  of 
federally-related  housing  should  be  viewed  as  a  present  or 
potential  resource  for  lover  incone  persons  and  a  prime  target 
for  the  use  of  the  credit* 

c*  The  statute  sets  limits  on  the  income  of  low-income 
tenants  at  50  percent  or  60  percent  of  the  area  median, 
depending  on  whether  the  '*20-50  test**  or  "40-60  test**  is  used* 
Rents  are  restricted  to  30  percent  of  the  applicable  income 
ceiling*  In  the  poorest  areas  of  the  country,  particularly  in 
rural  areas,  these  restrictions  combine  to  produce  permissible 
rents  so  low  as  to  make  it  financially  impossible  to  support 
construction  costs*  Congress  should  consider  permitting  the  use 
of  the  higher  of  the  state  nonmetropolitan  or  county  median 
income  as  the  basis  for  determining  rent  levels* 

d*  Congress}  should  consider  allowing  states  to  set  the 
value  of  the  tax  credit  when  the  credit  is  a.\ located  rather  than 
having  to  wait  until  the  project  is  placed  in  service* 

2*    Mortgage  Revenue  Bonds 

The  use  of  mortgage  revenue  bonds,  which  have  proven  to  be 
effective  in  offering  homeownership  opportunities  to  limited 
income,  first  time  home  buyers,  should  be  extended  beyond  the 
current  sunset  date  as  proposed  in  H*R*  2640  and  S*  1522* 

3*    General  Obligation  Bonds 

Ho  restrictions  should  be  set  on  the  use  of  state  or  local 
government  general  obligation  bonds  to  finance  housing 
activities*  Those  bonds,  which  are  backed  by  the  full  faith  and 
credit  of  states  and  localities  and  are  retired  by  general  funds, 
should  not  be  constrained  by  the  federal  government* 


H*    Insurance  and  Secondary  Market  Activities 

COSCAA  supports  maintaining  and  strengthening  the  federal 
loan  insurance  and  guarantee  programs  of  the  Federal  Housing 
Administration    and    the    Veterans    Administration,    which  have 
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enabled  millions  of  Americans  who  otherwise  would  not  have  been 
able  to  purchase  a  home  to  achieve  the  dreaa  of  homeownership. 

COSCAA  opposes  efforts  to  privatize  or  to  restrict  or 
encumber  the  operation  of  these  programs,  such  as  through  the 
imposition  of  restrictive  volume  limits,  additional  user  fees,  or 
income  targeting. 

The  federal  and  federally  sponsored  secondary  market 
institutions  —  the  Government  National  Kortgage  Association,  the 
Federal  National  Mortgage  Association,  and  the  Federal  Home  Loan 
Mortgage  Cojrporation  —  have  greatly  increased  the  availability 
of  mortgage  capital  and  reduced  homeownership  costs  for  millions 
of  Aiaericans.  These  institutions  provide  nationwide  access  to 
residential  mortgage  credit  at  a  uniform  cost  and  at  all  stages 
of  the  credit  cycle.  COSCAA  strongly  opposes  any  attempt  to 
•♦privatize"  unnecessarily  or  weaken  any  of  these  secondary 
mortgage  institutions.  Attempts  to  increase  the  cost  of 
securities  issued  by  FNMA  and  THIHC  through  the  imposition  of 
user  fees  would  diminish  homeownership  opportunities  and  reduce 
economic  growth.  Other  restrictive  proposals  would  be  counter 
productive  and  undermine  the  expressed  public  purpose  of  these 
institutions . 


X.  Conclusion 

The  housing  policy  COSCAA  proposes  would  substantially 
improve  the  quality  of  housing  for  low-  and  moderate-income 
households.  it  would  orchestrate  the  most  appropriate 
partnerships  among  the  federal,  state,  and  local  govemmente,  the 
private  sector,  and  the  nonprofit  community.  The  policy  builds 
on  the  housing  initiatives  of  the  recent  past  and  seeks  to  make 
safe  and  decent  housing  a  realistic  goal  once  again  for  all 
Americans. 
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Part  II 

State  Housing  Incentive  and  Partnersitip  Program 
A  Statutory  Outline 

A«  Authorization 

The  Secretary  is  authorized  to  make  grants  to  S^-ates  and 
Indian  tribes  to  carry  out  activities  in  accordance  with  this 
title.  There  are  authorized  to  be  appropriated  for  purposes  of 
assistance  under  this  title  $*»000#000'000  for  fiscal  y^^^^ 
$4,500,000,000  for  fiscal  year  1990,  and  $5,000,000,000  for 
fiscal  year  1991.  [Most  of  th«se  funds  would  be  new 
appropriations,  but  COSCAA  understands  that  Congress  may 
eliminate  several  small-scale  housing  programs  and  fold  rneir 
appropriations  into  the  SHIPP.] 

B.  Definitions 

The  term  "state"  means  any  state  of  the  United  States,  or 
any  agency  or  instrumentality  thereof  approved  by  the  Governor, 
and  the  District  of  Columbia  and  the  Commonwealth  of  Puerto  Rico. 

The  term  "general  purpose  local  government"  means  any  city, 
town,  township,  parish,  village  or  other  genfjal  purpose 
political  subdivision  of  a  state;  Gaum,  the  Northern  Mariana 
Island,  the  Virgin  Islands,  and  American  Samoa,  or  a  genj"! 
purpose  subdivision  thereof?  a  combination  of  political 
subdivision  recognized  by  the  Secretary,  and  the  Trust  Territory 
of  the  Pacific  Islands. 

The  term  "Secretary"   means   the  Secretary  of  Housing  and 
Urban  Development. 

The  term  nonprofit  housing  organization"  means  a  501(c)(3) 
organization  that  has  the  provision  of  housing  services  as  one  of 
its  purposes  of  incorporation. 

The  tern  "instrumentality  of  local  government"  or 
"instrumentality  of  state  government"  means  a  special  district  or 
special  authority  established  for  a  public  service  pursuant  to 
local  or  state  legislation. 

The  term  "initial  allocation"  means  the  portion  of  State 
Housing  Incentive  and  Partnership  Program  funds  alloc^ted  among 
the  states  without  any  requirement  for  a  state  contribution. 

The  term  "incentive  allocation"  means  the  portion  of  State 
Housing  Incentive  and  Partnership  Program  funds  allocated  among 
only  those  states  that  contribute  a  threshold  amount  of  own- 
source  revenues  for  housing. 
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The  tern  '^partnership  allocation"  aeans  th^  portion  of  State 
Housing  incentive  and  Partnership  Progran  funds  allocated  on  a 
pro  rata  basis  only  to  those  states  that  have  exceeded  their 
threshold  contribution  amount. 

The  tern  ''threshold  contribution  anount"  is  the  ninimun 
amount  of  own-source  revenue  that  a  state  nust  contribute  to 
housing  annually  to  receive  its  annual  portion  of  the  incentive 
allocation. 

The  tern  "own-source  revenue"  neans  direct  appropriations 
fron  a  state's  general  fund,  authorizations  to  issue  state 
general  obligation  bonds,  and  state  levied  fees  and  special  taxes 
dedicated  to  housing. 


C.    Statement  of  Activities  &nd  Review 

Prior  to  the  receipt  in  any  fiscal  year  of  a  grant  under 
tills  act,  the  grantee  shall  have  prepared  a  final  statenent  of 
housing  objectives  and  use  of  funds  and  shall  have  provided  the 
Secretary  the  required  certifications. 

The  statement  of  the  projected  use  of  funds  shall  consist  of 
the  policy  the  state  will  use  in  distributing  funds,  including 
administrative  funds,  to  local  general  purpose  govemnents,  to 
nonprofit  housing  organizations,  to  private  for-profit 
developers,  to  local  instrumentalities  and  agencies,  anchor  to 
state  instrumentalities  and  agencies.  This  policy  shall 
reference  the  general  extent  and  kind  of  housing  needs  that  exist 
in  the  state,  especially  as  those  needs  affect  persons  of  low- 
and  moderate-income.  The  policy  shall  also  (1)  outline  the 
state's  housing  priorities,  (2)  briefly  describe  the  state's 
overall  strategy  for  addressing  its  housing  needs,  including  the 
relationship  to  non-housing  resources  and  policies,  and  (3) 
provide  information  on  how  the  state  will  attenpt  to  nininize  the 
displacement  of  persors  as  a  result  of  activities  assisted  with 
these  funds  and  on  how  the  state  will  assist  those  actually 
displaced  as  a  result  of  these  activities* 

The  grantee  shall  in  a  timely  manner  (1)  furnish  citizens 
and  general  purpose  local  governments  information  concerning  the 
amount  of  funds  available  for  proposed  housing  activities  as  well 
as  the  grantee's  plans  for  minimizing  the  displacement  of 
persons,  (2)  publish  a  proposed  statement  to  provide  citizens, 
local  governments,  and  other  interested  parties  the  opportimity 
to  review  ^nd  comment,  (3)  hold  one  or  more  public  hearings,  (4) 
provide  citisens  and  local  govemmentR  reasonable  access  to 
records  regarding  the  past  use  of  funds  under  this  act,  {5) 
provide  citizens  and  local  governments  with  reasomible  notice  of 
proposed  substantial  changes  in  the  final  statenent,  (6)  make  the 
final  statement  available  to  the  public^  and  (7)  provide  a  copy 
to  the  Secretary  along  with  the  required  certifications. 
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Before  receiving  funds  under  this  act,  the  grantee  aust 
certify  to  the  Secretary  that  (1)  the  grantee  is  in  full 
compliance  with  the  review  requirenents  identified  above  and  (2) 
the  grant  will  be  conducted  and  administered  in  conformity  with 
Public  Law  88-352  and  Public  Law  9C~284  and  that  the  grantee  will 
affirmatively  further  fair  housing. 


D.    Reporting  Requireaenta 

Each  grantee  shall  submit  to  the  Secretary,  at  a  time 
determined  by  the  Secretary  through  the  process  identified 
herein,  a  performance  and  evaluation  report  on  the  use  of  the 
funds  made  available  through  this  act,  together  with  an 
assessment  by  the  grantee  of  the  relationship  of  such  fund  usage 
with  the  grantee'j.  final  statement.  The  report  on  fund  usage 
shall  include  iuformation  on  the  number  and  types  of  households 
served/  including  the  income  levels  of  those  served.  The  report 
shall  be  made  available  to  the  public  so  that  citizens  and  local 
governments  htve  a  chance  to  comment  on  the  report  prior  to  its 
submission  as  the  grantee  may  determine-  The  report  shall 
include  a  summary  of  any  comments  received  from  citizens,  local 
governments,  and  other  interested  parties. 

The  Secretary  shall  consult  with  national  associations  of 
states,  local  governments,  and  other  housing  interests  to  develop 
uniform  recordkeeping,  performance  reporting,  and  auditing 
requirements.  Based  on  the  Secretary's  approval  of  these 
recommendations,  the  Secretary  shall  establish  such  requirements 
for  use  by  the  states. 

The  Secretary  shall  make  such  reviews  and  audits  as  may  be 
necessary  to  determine  whother  the  grantee  has  carried  out  its 
activities  in  a  timely  manner,  whether  the  grantee  has 
distributed  its  fundc  in  conformance  with  its  final  state«ent, 
whether  the  grantee  haB»  carried  out  its  certifications  in 
compliance  with  this  act  and  other  applicable  laws,  and  whether 
the  grantee  has  made  ouch  reviews  and  audits  as  may  be  necessary 
to  satisfy  the  requirements  of  this  act  and  other  applicable 
laws. 


E.    Revolving  Loa^i  Fund 

States  receiving  funds  under  this  act  may  draw  down  funds  in 
a  luiap-cuB  basis  to  establish,  either  directly  or  through  a 
recipient,  onft  or  more  revolvincj  loan  funds  in  private  financial 
in75tittttJoi'i8  for  the  purpose  of  financing  rehabilitation 
activities,  •'h'ssa  rnhabilitaticn  activities  must  begin  vithin  <5 
da"rj  afccr  ^receipt  of  ruch  Xonp  sua(Q)  and  substantial 
disbursements  from  these  funds  j.as^  h^o^n  within  180  days  after 
receipt  of  bmch  lurp  cuir'*.). 
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F.    Progr&M  income 

States  aay  require  as  a  condition  of  any  anount  distributed 
through  this  act  that  a  recipient  shall  return  to  the  state 
incODe  realized  froia  the  aoount  distributed. 


G.    Setaside  of  Funds 

The  funds  authorized  under  this  act  shall  be  divided  into 
four  parts  as  follows. 

1.  Twenty  percent  of  the  first  year's  funds  shall  be  &ade 
available  to  all  the  states  for  their  distribution  and/or  use  for 
activities  identified  in  this  act.  This  portion  of  the  funds 
shall  be  called  the  "initial  allocation.**  The  Secretary  shall 
distribute  in  a  state  the  amount  of  the  initial  allocation  if  a 
state  elects  not  to  distribute  and/or  use  its  initial  allocation. 

The  amount  of  funds  in  this  allocation  shall  renain  the  same 
in  the  next  and  subsequent  fis'zal  years  notwithstanding  any 
increase  in  overall  funding  authorization  for  this  act. 

2.  Fifty-five  percent  of  the  first  year's  funds  shall  be 
aade  available  to  those  states  that  certify  the  expenditure  of 
state  own-source  revenue  in  an  amount  equal  to  or  greater  than 
their  threshold  contribution  amount.  This  portion  of  the  funds 
shall  be  called  the  "incentive  allocation.** 

The  amount  of  funds  in  this  allocation  shall  increase  with 
each  increase  in  funding  authorization  in  the  next  and  subsequent 
fiscal  years  by  11/15  of  the  amount  of  increase  in  funding 
authorization  in  «>ach  year. 

3.  Twenty  percent  of  the  first  year's  funds  shall  be  Ba<ie 
available  on  a  pro-rata  basis  to  those  states  that  certify  an 
expenditure  of  state  own-source  revenue  in  an  amount  greater  than 
their  threshold  contribution  amount.  This  portion  of  the  funds 
shall  b^  called  the  "pa»-tnership  allocation.** 

The  aa'^unt  of  ^unds  in  this  allocation  shall  increase  with 
each  increase  in  funding  authorization  in  the  next  and  subsequent 
fiscal  years  by  4/15  of  the  amount  of  increase  in  funding 
authoriza::ion  in  each  year. 

4.  Five  percent  of  the  first  year's  funds  shall  be  made 
available  to  the  Secretary  to  be  used  at  his  or  her  discretion 
for  the  following  activities. 

Up  to  one-half  of  this  discretionary  fund  may  be  used  by 
the  Secretary  to  assist  states  in  undertaking  their 
responsibilities  under  this  act.  Provided,  however,  that  the 
maximum  amount  of  funds  that  may  be  used  for  this  assistance 
shall   decrease   to   40   percent   In    fiscal   year   199C   and  to  30 
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p«rc«nt  in  fiaciil  y«ar  1991  and  th«r«aft«r«  Suctx  aMistanca  »ay 
includa  grant*  mada  diractly  to  atataa  and/or  through  contracts 
to  provida  (1)  tachnical  aaaiatanca  in  planning,  devaloping,  and 
adainiatari  7  funda  providad  through  thia  act,  (2)  tachnical 
aaaiatanca  to  prapara  atataa  for  adainiataring  funds  provided 
through  thia  act,  including  atataa  that  hava  tamporarily  declined 
to  accept  their  initii:!  allocation,  and  (3)  data  and  inforwation 
that  will  hm  useful  in  the  implementation  and  evaluation  of  this 


The  Secretary  may  use  up  to  75  parcent  of  the  discrationary 
fund  to  provide  financial  assistance  to  projects  that  show  great 
potential  for  deaonstrating  innovative  and  cost  effective 
building  materials  or  construction  processes,  for  projects  that 
■ay  otherwise  take  an  inordinate  percentage  of  a  state's 
allocation  under  this  act,  for  projects  that  show  unique  and 
potentially  transferable  partnership  arrangeaents,  or  for  other 
innovative  and  creative  projects  that  otherwise  show  potential 
for  reducing  housing  costs  or  meeting  unique  housing  needs « 

In  making  decisions  about  housing  project  applications  to 
fund,  the  Secretary  shall  heavily  weigh  the  actions  taken  by  the 
state  in  which  the  project  is  located  to  address  the  goals  and 
meet  the  purposes  of  this  act,  other  than  the  state's  own-source 
financial  commitment.  The  Secretary  shall  especially  consider 
state  action*  that  potentially  lower  housing  costs  through 
regulatory  related  activities,  particularly  those  affecting  the 
availability  and  cost  of  land  for  affordable  housing,  and  to  fair 
housing  and  oth;«r  measures  that  reduce  discrimination  in  the 
sale,  rental,  lease,  or  construction  of  housing. 

The  Sec.'^tary  is  also  authorized  to  make  grants  from  the 
discretionary  fund  to  Gaua,  the  Virgin  Islands,  Aaarican  Saaoa, 
the  Northern  Mariana  Islands,  and  the  Trust  Territory  of  the 
Pacific  Islands. 

The  Secretary  is  also  authorized  to  aake  grants  froa  the 
discretionary  fund  to  Indian  tribes. 


H*    Statm  Threshold  Ccntribution 

To  receive  funds  froa  each  fiscal  year's  incentive 
allocation,  the  governor  must  certify  the  aaount  of  state  own- 
source  revenue  that  tha  state  will  spend  on  housing  during  the 
si^e  pariod  of  time  that  the  state  distributes  and/or  uses  funds 
from  its  incentive  allocation.  This  aaount  must  be  equal  to  or 
greater  than  the  threshold  contribution  amount  determined  for  the 
state*  Each  state's  threshold  contribution  amount  shall  be  based 
on  a  measure  or  measures  of  its  ability  to  pay.  The  «tate8' 
total  aggregate  threshold  contribution  aaount  shall  oqual  10 
percent  of  the  total  aaount  of  funds  in  the  incentive  allocation, 
or  $220  million*  The  states'  aggregate  threshold  aaount  shall 
not  increase  with  any  increase  in  the  aggregate  total  of  the 
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ir*csntivc  allocation.  Howevar,  any  decraaaa  in  tha  aggragata 
incantiva  allocation  ahall  raault  in  a  pro  rata  daduction  of  tha 
■tataa'  total  thraahold  contribution  anount. 

[HOTEt  Tabla  I  illuatrataa  threa  poaalbla  thrashold 
contri:;>ution  amount*  for  aach  atata  baaad  on  rapraaantativa  tax 

systcs:  isapacity,  par  capita  incoaa  capacity,  and  a  coabination  of 
tha  tvo.  Although  data  vara  not  availabla  for  Puarto  Rico  and 
tha  Diatrict  of  Colimbia,  thay  ara  intandad  to  ba  aligible 
granteaa  of  funda  through  thia  act.  Tha  appandix  provides  a  sore 
thorough  explanation  of  Tables  I.] 

Bach  state's  thrashold  contribution  aaount  aust  be  provided 
froa  own-source  revenues,  such  as  direct  appropriations  from  tho 
uinenil  fund,  authorizations  to  issue  general  obligation  bonds, 
and  state-levied  fees  and  special  taxes  dedicated  to  housing. 
However,  any  fees  or  special  taxes  levied  on  the  housing  assisted 
through  this  act  shall  not  i>e  included  in  determining  the  state's 
threshold  contribution. 

Hhile  each  state's  threshold  contribution  must  be  spent  on 
housing,  these  expenditures  need  not  meet  the  eligibility 
requirements  or  other  constraints  of  this  act.  State 
expenditures  for  developing  Jitate  housing  plans,  undertaking 
housing  market  research,  housing  policy  analysis,  and  housing 
needs  studies,  providing  housing  technical  assistance,  and 
administering  housing  programs  may  be  considered  in  determining 
the  state's  threshold  contribution. 

Within  90  days  of  the  expenditure  of  the  last  of  the  state's 
incentive  allocation  funds,  or  within  the  three-year  anniversary 
date  of  the  award  of  incentive  allocation  funds  to  the  state, 
whichever  comes  first,  the  governor  ahall  send  to  the  Secretary  a 
statement  certifying  that  the  state  has  met  the  own-source 
revenae  requirements  related  to  the  state's  receipt  of  incentive 
allocation  funds.  However,  the  Secretary  shall  grant  one  six- 
month  extension  to  this  dato  upon  receipx:  of  a  written  request 
for  a7i  extension  by  the  governor. 

If  the  amount  certified  by  the  governor  is  less  than  the 
state's  threshold  c\^-itribution  amount,  the  Secretary  shall 
withhold  an  amount  aquAl  to  1.5  the  shortfall  aaount  from  the 
staters  receipt  of  Its  next  portion  of  the  distribution  of 
Initial  allocation  funds.  Ml  «uch  withheld  aaounts  shall  be 
pooled  and  distributed  on  a  pro  rata  basis  to  all  the  other 
remaining  states  as  an  increase  in  their  initial  allocation 
amounts. 


I.    Allocation  Of  Funds  To  The  States 

The  initial  allocation  and  the  incentive  allocation  shall  be 
allocated  to  each  of  the  states  on  the  basis  of  a  forxa'.^a 
representing  housing  needs.     The  formula  should  use  the  latist 
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data  available  from  which  housing  needs  of  all  the  states  can  be 
adequately  measured  and  should  be  weighted  so  as  to  reflect  the 
intensity  of  the  various  components  of  housing  need.  However,  no 
state's  portion  of  the  initial  share  nhall  be  less  than  the 
amount  of  funds  obligated  or  allocated  to  the  state  during  the 
average  of  the  last  two  years  for  which  data  is  available  from 
the  programs  terminated  be  this  act* 

[NOTE:  TeOsle  II  illustrates  four  possible  allocations  to 
each  of  the  states.  The  allocation  formulas  are  based  on  four 
measures  of  Housing  need:  cost  burden,  housing  cost,  physically 
inadequate  housing,  and  crowding.  Although  data  for  Puerto  Rico 
and  Washington,  D.C.  were  not  available,  they  are  intended  to  be 
eligible  grantees.  The  appendix  provides  mere  information  on  the 
allocation  formulas. ] 

If  a  state  does  not  qualify  for  receipt  of  its  portion  of 
the  incentive  allocation,  that  amount  shall  be  distributed  on  a 
pro  rata  basis  to  all  the  states  that  do  qualify.  To  qualify  for 
this  extra  incentive  allocation,  the  governor  has  90  days  from 
notice  of  its  availability  given  by  the  Secretary  to  certify  that 
the  state's  threshold  contribution  amount  will  be  increased 
proportionate  to  the  percentage  increase  in  the  state's  incentive 
allocation  represented  by  the  pro  rated  extro  incentive  funds. 
On  the  expiration  of  the  90  days,  any  incentive  allocation  funds 
unqualified  for  shall  be  pooled  and  added  to  the  partnership 
allocation  and  distributed  to  states  accordingly. 

The  partnership  allocation  shall  be  allocated  to  a  state  on 
the  basis  of  the  proportion  that  the  state's  contribution  in 
excess  of  the  threshold  contribution  amount,  including  the  amount 
as  determined  through  any  90-day  reallocation  of  incentive 
allocation  funds  as  noted  above,  is  to  the  aggregate  of  all 
states'  contribution  in  excess  of  their  threshold  contribution 
amount.  However,  no  state's  partnership  allocation  share  may  be 
more  than  12  percent  of  the  total  amount  of  partnership  funds 
available    for    allocation.  Such    excess    funds    shall  be 

reallocated  on  pro-rata  basis  among  states  whose  share  of  the 
partnership  allocation  does  not  exceed  12  percent. 

States  receiving  partnership  allocation  funds  shall  be 
subject  to  audit  certification  procedures  and  reduction  of 
initial  allocation  funds  similar  to  those  required  for  incentive 
allocation  funds. 


J.    Eligible  Activities 

Funds  received  thrc.gh  this  act  may  be  used  or  contracted  to 
be  used  by  states  as  grants,  loans,  interest  subsidies,  and/or 
loan  guarantees  and  insurance. 
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Funds  nay  be  used  to  finance  the  repair  or  rehabilitation 
of  prblicly  or  privately  owned  residential  properties,  to  finance 
the  construction,  reconstruction,  or  acquisition  of  privately  or 
publicly  owi!2d  residential  dwellings,  to  finance  the  repair, 
rehabilitation,  reconstruction,  or  acquisition  of  publicly  or 
privately  owned  properties  for  use  as  privately  or  publicly  owned 
residential  properties,  tc  purchase  lard  to  be  used  for  privately 
or  publicly  owned  residential  properties,  to  develop  land  to  be 
used  for  privately  or  publicly  owned  residential  properties 
provided  that  such  developnent  is  United  to  on-site  developnent, 
to  reduce  mortgage  payments  for  owner  occupants,  to  provide  down 
payment  or  other  assistance  to  first-time  homebuyers,  to  reduce 
i'r.ntal  payments  by  tenants  in  privately  owned  residential 
properties,  to  facilitate  reverse  annuity  mortgages  to  those  65 
years  of  age  and  older^  to  provide  seed  money  loans  to  nonprofit 
organizations,  to  provide  mortgage  insurance,  and  to  provide 
overnight  shelters  for  the  homeless. 

Up  to  two  percent  of  the  initial  allocation  and  up  to  one 
percent  of  the  incentive  allocation  may  be  used  by  states,  local 
governments,  and  non-profit  organizations  to  pay  for  the  pro  rata 
share  of  the  cost  of  administering  programs  and  projects  funded 
by  this  act.  The  distribution  of  these  administrative  funds 
shall  be  determined  by  the  state  after  consultation  with  local 
governments  and  non-profit  organizations. 

States  receiving  funds  from  the  incentive  allocation  or  the 
partnership  allocation  may  set  aside  up  to  10  percent  of  these 
funds  in  a  governor's  discretionary  account.  In  addition  to  the 
eJ.igible  activities  identified  above,  the  governor's 
discretionary  account  may  be  used  to  provide  housing  counseling 
services  and  day-care  and  other  services  necessary  for  low-income 
or  special  needs  populations  to  make  effective  use  of  their 
housing,  to  pay  for  the  pro-rata  share  of  the  costs  of  off-site 
infrastructure,  to  strengthen  and  carry  out  fair  housing  and 
other  housing  anti-discrimination  activities,  to  provide 
transitional  housing  and  related  services  to  the  homeless,  to 
provide  permanent  or  transitional  non-institutional  housing  for 
the  mentally  ill,  the  physically  handicapped,  alcohol  and  drug 
abusers,  and  other  special  needs  populations  as  defined  by  the 
Secretary,  and  to  provide  congregate  housing  for  the  frail 
elderly. 

For  states  receiving  funds  from  the  partnership  allocation, 
up  to  one-half  of  the  governor's  discretionary  fund  may  be  used 
to  finance  housing  research  or  housing  demonstrations  that 
otherwise  do  not  meet  the  eligibility  and  income  requirements  of 
this  act  provided,  however,  that  the  research  or  demonstrations 
are  designed  specifically  to  encourage,  promote,  or  test  housing 
practices  that  may  further  the  purposes  of  this  act  and/or  may  be 
used  to  provide  technical  assistance  to  local  governments, 
nonprofit  organizations,  or  other  potential  recipients  of  housina 
funds  provided  through  this  act. 
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For  purposes  of  this  section  a  501(c)  (3)  not  for  profit 
corporation  is  considered  a  private  organization. 


K.    Incoae  Requireaents 

One  hundred  percent  of  the  households  directly  benefiting 
from  the  housing  provided  through  this  act  shall  have  incomes  not 
higher  than  110  percent  of  median  income-  A  minimum  of  eighty 
percent  of  the  households  directly  benefiting  from  the  housing 
provided  through  this  act  shall  have  incomes  of  not  more  than  80 
oercent  of  median  income,  A  minimum  of  twenty  percent  of  the 
households  directly  benefiting  from  this  act  shal*  have  incomes 
of  not  more  than  50  percent  of  median  income. 

For  purposes  of  this  act,  median  income  in  jurisdictions 
located  in  metropolitan  areas  shall  be  the  median  income  of  the 
county  in  which  the  jurisdiction  is  located.  Median  income  in 
jurisdictions  outside  of  metropolitan  areas  shall  the  median 
income  of  tho  nonmetropolitan  portion  of  the  state.  The 
Secretary  shall  adjust  median  income  for  household  size. 


L.    Distribution  Within  A  State 

The  governor  shall  identify  the  state  official  to  receive 
initially  funds  from  this  act  and  to  manage  the  funds  according 
to  the  requirements  of  this  act. 

Funds  provided  through  this  act  may  be  used  by  state 
agencies,  by  instrumentalities  of  states,  by  general  purpose 
local  governments f  by  nonprofit  organizations,  by  private  for 
profit  organizations,  and  by  instrumentalities  of  local 
governments  to  provide  housing  that  meets  the  purposes  and 
requirements  of  this  act.  A  state  may  use  and/or  distribute 
funds  provided  through  this  act  to  meet  its  housing  goals  and 
needs  as  it  determines  provided  that  the  sv.ate  meets  the  review 
and  activities  requirements  specified  in  this  act. 

States  may  entitle  one  or  more  local  general  purpose 
governments  to  receive  a  portion  of  the  funds  provided  to  the 
state  through  this  act.  If  a  state  entitles  one  or  more  local 
govemnents  to  receive  funds,  the  entitled  jurisdiction  is 
responsible  for  undertaking  all  the  obligations  for  which  the 
state  would  otherwise  be  responsible. 

The  entitlement  by  the  state  of  one  or  more  local 
governments  shall  not  replace  or  lessen  the  state's  requirement 
relative  to  meeting  its  threshold  contribution  amount  in  order  to 
receive  a  portion  of  tLt  incentive  allocation  or  to  exceeding  its 
threshold  contribution  amount  in  order  to  receive  a  portion  of 
the  partnership  allocation. 
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A  state  nay  require  a  local  jurisdiction  to  contribute  own- 
source  revenues  to  be  entitled  to  receive  a  portion  of  a  state's 
incentive  allocation  or  partnership  allocation  provided,  however, 
that  a  local  government's  required  own-source  contribution  shall 
not  be  more  than  one-half  the  per  capita  amount  contributed  by 
the  state  to  receive  its  incentive  allocation. 

The  entitlement  of  one  or  more  local  governments  by  a  state 
shall  not  preclude  the  expenditure  of  funds  received  by  the  state 
through  this  act  in  such  local  jurisdictions* 

The  state  shall  require  an  applicant  submitting  a  proposal 
to  the  state  for  financial  assistance  under  this  act  to  notify 
the  chief  elected  official  of  the  jurisdiction  in  which  the 
project  is  located  of  the  major  characteristics  of  the  proposal 
within  15  working  days  of  submitting  the  proposal  to  the  state* 
Prior  to  funding  the  proposal,  the  state  shall  respond  in  writing 
to  the  written  comments  or  questions  submitted  by  the  chief  local 
elected  official* 

M*  Nondiscrimination 

No  person  in  the  United  States  shall  on  ground  of  race, 
color,  national  origin,  or  sex  be  excluded  from  participation  in, 
be  denied  the  benefits  of,  or  be  subjected  to  discrimination 
under  any  program  or  activity  funded  in  whole  or  in  part  with 
funds  made  available  through  this  act* 

N*    Remedies  For  Noncompliance 

If  the  Secretary  finds  after  reasonable  notice  and 
opportunity  for  hearing  that  a  grantee  has  failed  to  comply 
substantially  with  any  provision  of  this  act,  the  Secretary, 
until  he  or  she  is  satisfied  that  there  is  no  longer  any  such 
failure  to  comply,  shall  (1)  terminate  payments  to  the  grantee, 
or  (2)  reduce  payments  to  the  grantee  by  an  amount  of  such 
payments  that  were  nor  expended  in  accordance  with  this  act,  or 
(3)  limit  the  availability  of  payments  to  programs,  projects,  or 
activities  not  effected  by  such  failure  to  comply,  and/or  (4) 
refer  the  matter  to  the  Attorney  General  of  the  United  States 
'jith  a  recommendation  that  an  appropriate  civil  action  be 
instituted* 


0*    Reporting  Requirements 

Not  later  than  180  days  after  the  close  of  each  fiscal  year 
in  which  the  assistance  under  this  act  is  furnished,  the 
Secretary  shall  submit  to  the  Congress  a  report  that  shall 
contain  a  description  of  the  progress  made  in  accomplishing  the 
objectives  of  this  act  and  a  sumnary  of  the  use  of  funds  provided 
through  this  act  during  the  preceding  fiscal  year. 

20 


238 


APPENDIX 
Noles  to  Table  I  and  II 

Table  l!    Statft  Threshold  ConfcT-ihutlon 

COSCAA  believes  that  a  state's  threshold  amount,  the  amount 
of  ovn-source  resource  that  a  state  is  required  to  contribute  to 
housing  to  receive  a  share  of  the  incentive  allocation  of  SHIPP 
funds,  must  be  based  on  a  state's  ability  or  capacity  to  pay. 

The  ViSt  accurate  currently  available  measure  of  a  state's 
fiscal  capacity  is  the  "representative  tax  syr terns  "(RTS).  The 
U.S.  Advisory  Commission  on  Intergovernmental  insulations  (ACIR) , 
which  has  long  advocated  the  use  of  the  RTS,  annually  calculates 
each  state's  RTS. 

Briefly,  the  RTS  combines  all  sources  of  tax  revenue  into  a 
composite  index  of  state  tax  capacity.  The  RTS  provides  a 
comprehensive  measure  of  each  state's  overall  tax  base  by 
estimating  the  amount  of  revenue  that  each  state  would  raise  if 
each  used  an  identified  set  of  tax  rates.  Because  the  same  rates 
and  used  for  every  state,  estimated  tax  yields  vary  only  because 
of  differences  in  the  underlying  bases.  The  RTS  is  neutral  among 
high  and  low  tax  states  in  its  calculation  of  tax  capacity. 
Table  I  uses  the  1984  RTS  as  determined  by  ACIR. 

The  second  measure  of  capacity  used  by  Table  I  is  state  per 
capita  income.  Although  per  capita  income  is  not  a  very  good 
indication  of  capacity,  it  is  a  widely  luiown,  often  used,  and 
readily  available  measure.  Table  I  uses  the  1986  state  per 
capita  income  as  determined  by  the  U.S.  Bureau  of  Census. 

The  third  and  final  measure  of  state  capacity  used  by  Table 
I  is  a  combination  of  RTS  and  per  capita  income  weighted  equally. 

The  basis  for  determining  the  state  threshold  amount  is  the 
per  capita  own-source  revenue  appropriated  for  housing  in  the 
state  of  Maryland  in  1986.  Specifically,  the  threshold  amount 
for  each  is  based  on  the  premise  that  each  state  should  be  able 
to  put  forth  an  amount  of  own-source  revenue  for  housing 
approximately  one-third  of  the  per  capita  amount  appropriated  by 
Maryland  in  1986,  adjusted  by  state's  ability  to  pay.  Thus, 
Maryland's  RTS  and  per  capita  income  are  used  as  an  index  of  1.0. 
The  amounts  ao  determined  for  each  state  are  adjusted  so  that  the 
sum  total  of  all  state  threshold  contribution  amounts 
appLv,ximates  lo  percent  of  the  incentive  allocation. 


Table  II;    Allocation  of  SHIPP  Pundft  to  States 

COSCAA  believes  that  the  allocation  of  funds  to  states 
should  be  based  solely  on  housing  needs.  The  latest  available 
data  on  housing  needs  is  the  1983  annual  housing  survey  of  the 
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U.S.  Department  of  Housing  and  Urban  Development  (HUD).  One 
interpretation  of  the  data  suggests  that  8.9  percent  of  all 
occupied  units  are  physically  inadequate,  2.6  percent  are 
crowded,  and  12  percent  are  cost-burdened.  (See,  Iredia  Irby, 
"Attaining  the  Housing  Goal?"  Housing  and  Demographic  Analysis 
Division,  Office  of  Economic  Affairs,  HUD,  July  1986) .  Another 
interpretation  suggests  that  the  housing  affordability  problem 
affects  24.3  percent  of  all  households  and  not  17  percent.  (See, 

Anthony    Do^ns,     LPW-Inggmg  Housing    ProblomR    and  Policy 

g9ngigemiPngT  A  DisCU&gion  Report  Written  for  the  Urban  T^nri 

InatiSltte,  The  Brookings  Institute,  Washington,  D.C. ,  June  1987, 
p. 6.) 

Depending  on  the  interpretation  of  the  1983  annual  housing 
survey  data,  the  distribution  of  problem  units  is  either  60 
percent  cost-burdened,  32  percent  physically  inadequate,  and  8 
percent  crowded,  or  68  percent  cost-burdened,  25  percent 
physically  inadequate,  and  7  percent  crowded. 

Unfortunately,  HUD's  annual  housing  survey  cannot  be  used  on 
a  state  basis  because  itf  "ethodology  limits  analysis  only  to  the 
more  populous  states.  Thus,  Table  II  generally  uses  data  from 
the  1980  census. 

In  Table  II,  Formula  I,  Formula  II,  and  Formula  III  each  use 
the  same  four  variables,  but  the  variables  are  weighted 
differently.  ^ 

Formula  I  approximates  the  first  interpretation  of  the 
distribution  of  housing  problems:  "Cost-burden"  represents  a 
state's  share  of  renters  paying  more  than  30  percent  of  their  for 
gross  rent  and  homeowners  paying  more  than  35  percent  of  their 
income  for  principal,  interest,  insurance,  taxes,  and  utilities. 
The  variable  is  weighted  70  percent  for  renters  and  30  percent 
for  homeowners.  "Cost-index"  is  a  ratio  a  state's  weighted 
average  fair  market  rent  to  the  national  weighted  average  fair 
market  rent,  1985,  for  bedroom  units.  This  variable  js  used 
both  to  update  in  a  surrogate  fashion  the  1980  data  on  Cost- 
burden  and  as  a  variable  in  and  of  itself.  Together  the  two 
variable  account  for  60  percent,  40  percent  for  Cost-burden  and 
20  percent  for  Cost-index,  of  the  weight  of  formula  I. 

"Crowding"  is  the  share  of  a  state's  households,  renter  and 
homeowner,  who  are  living  at  a  density  of  more  than  l.oi  persons 
per  room.    It  is  based  on  the  1980  census. 

"Inadequate  Condition"  is  the  state's  share  of  housing  that 
is  physically  inadequate.  m  part  this  is  a  surrogate  variable 
comprised  of  three  factors:  (1)  renters  in  poverty  living  in  pre 
1940-units  (weighted  50  percent),  (2)  renters  and  ow:iers  without 
plumbing  (weighted  25  percent),  and  (3)  owners  in  poverty 
(weighted  25  percent) . 
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According  to  one  interpretation  of  the  1983  annual  housing 
survey.  Formula  I  may  underweight  the  cost-burden  problem,  but 
COSCAA's  policy  calls  for  the  federal  government  to  fund  adequate 
rental  assistance  payment  programs,  so  this  under  weighing  is  not 


Formula  II  reduces  the  weight  given  to  Co«t-burden  and 
Cost-^'Mdex  variables  and  increases  the  weight  given  to  the 
Inadequate  Condition  variable.  This  reflects  not  only  the 
federal  responsibility  for  rental  assistance  payment  programs  but 
also  the  fact  that  Inadequate  Condition  is  probably  the  most 
accurate  of  the  four  housing  problem  variables. 

Formula  III  reduces  the  w«iicrht  given  to  crowding  and  gives 
more  weight  to  Inadequate  Condition*  This  reflects  the  fact  that 
crowding  is  the  weakest  variable  —  it  may  change  radically  over 
a  short  period  of  time  and  may  tend  to  represent  in  part 
traditional  patterns  of  living  rather  than  housing  problems  per 


Formula  IV  keeps  the  same  weights  as  Formula  III  but 
slightly  alters  the  Cost-index  variable  by  including  a  factor 
that  represents  a  weighted  ratio  of  a  state's  cost  of 
constructing  a  unit  of  public  housing  compared  to  the  weighted 
national  average  (New  York  state  is  adjusted  jo  that  New  York 
city  comprises  only  40  percent  of  the  state's  average).  This 
factor  is  based  on  HUD's  Cost  Containment  standards  for  typical 
residents  of  public  housing.  The  Fair  Market  Rent  index  is 
weighted  7i>  percent  and  the  Construction  Cost  Containment 
Standard  is  weighted  25  percent. 

For  most  states,  the  four  formulas  give  fairly  similar 
allocations.  The  exceptions  occur  among  several  states  whose 
housing  af fordability  problems  are  relatively  very  small  and 
whose  physically  inadequate  housing  conditions  problems  are 
relatively  very  large.  All  the  formulas  allocate  funds  based 
solely  on  measures  of  housing  needs. 

Taken  together.  Table  I  shows  that  states  with  low  fiscal 
capacity  have  to  put  up  a  lesser  amount  of  own-aource  dollars  on 
a  per  capita  basis  and  Table  II  shows  that  states  with  more 
severe  housing  problems  receive  more  SHIPP  funds  on  a  per  capita 
basis,  other  things  being  equal. 
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i  Executive  Summary  "^^~] 

A  half-centuiy  has  passed  since  the  Congress  first 
committed  the  resources  of  the  nation  to  expanding 
homeownershlp  opportunities  and  improved  housing  quality. 
This  historic  commitment  to  housing  has  recently  been  tested  as 
housing  expenditures  have  suffered  diamatic  reductions  and  the 
use  of  the  tax  incentives  has  been  curtailed.  The  efforts  of 
Senators  Cranston  and  D'Amato  are  thus  both  timely  and 
valuable,  A  reaffirmation  of  the  nation's  commitment  to  housing 
is  in  order.  More  important  still,  is  the  opportunity  to  reassess 
the  strategy  for  meeting  the  policy  goals. 

State  Housing  Finance  Agencies  (HFAs)  bring  an  important 
perspective  to  this  task.  Over  900,000  homes  for  predominantly 
first-time  homebuyers  and  over  almost  650.000  units  of  rental 
housing  been  financed  for  by  HFAs.  "Responding  to  opportunities 
and  their  public  purpose  mandate,  xiFAs  are  both  providing  an 
essential  conduit  for  mortgage  capital  and  participating  as  an 
entrepreneurs  in  the  housing  market.  The  latter  HFA  role  has 
necessarily  evolved  as  federal  efforts  to  stimulate  private  sector 
activity  have  diminished. 

To  a  greater  extent  than  any  time  in  the  past  two  decades,  a 
public  role  in  housing  is  needed.  Although  this  nation  Is  generally 
the  best  housed  in  the  world,  due  largely  to  the  strength  of  a 
robust  housing  industry,  the  private  sector  alone  cannot  meet 
the  full  housing  needs  of  the  nation.  Evidence  of  this  is  the 
declining  rates  of  homeownershlp.  Families  who  only  a  decade 
ago  could  expect  to  purchase  a  home  now  find  the  "American 
Dream"  to  be  Just  that . . ,  a  dream.  Moreo^/er,  increasing  numbei^ 
of  poor  Americans  cannot  find  affordable  rental  housing.  A  high 
rent  burden  exists  at  a  time  when  the  overall  supply  of  low-rent 
housing  is  declining.  It  is  not  surprising  then  that  homelessness 
has  emerged  as  a  national  embarrassment.  Equally  troubling  is 
the  sight  of  "ordinary  working-people"  who  find  themselves 
imable  to  afford  housing  which  the  market  provides,  yet  ineligible 
for  or  unable  to  secure  housing  program  assistance. 
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A  Basis  for  Public  Involvement  in  Housing 

Public  sector  involvement  in  housing  has  made  a  difference 
in  expanding  housing  opportunities  and  improving  the  quality 
and  availabllity.of  housing.  Whereas  once,  basic  housing  quality 
was  the  paramount  policy  concern,  the  nature  of  the  housing 
problems  have  changed.  Housing  affordability  and  the  related 
problem  of  availability  represent  the  fundamental  housing 
concerns  today.  As  was  necessary  a  half-century  ago,  a 
concerted  effort  on  the  part  of  the  public  and  private  sectors  is 
needed  today. 

The  fundamental  national  housing  policy  goals  have 
remained  virtually  unchanged  over  the  decades  .  .  .  expanding 
opportu.  lities  for  homeownership  and  ensuring  an 
affordable/available  supply  of  safe,  decent,  sanitary  rental 
housing.  But,  after  a  period  marked  by  declining  federal 
involvement  in  housing,  diminished  federal  capability,  and  the 
prospect  of  tight  resources  in  the  coming  years,  careful  thought 
must  be  given  to  devising  the  strategy  for  reaching  these  goals 
and  the  implementing  vehicles. 

A  Strategic  Approach 

The  Council  of  State  Housing  Agencies  recommends  a  new 
strate^c  approach  based  upon  fundamental  principles.  First, 
increased  public  resources  are  needed.  Any  ideas  that  cheap 
solutions  exist  are  fancy.  Second,  the  base  of  existing  federal 
housing  programs  must  be  improved  as  a  foimdation  for  future 
efforts.  Third,  new  resources  and  existing  programs  must  be 
integrated  and  coordinated  for  maximtmi  impact.  No  longer 
should  direct  expenditure,  tax  expenditure,  and  credit  and 
secondary  marltet  support  programs  be  viewed  in  isolation.  To  do 
so  squanders  the  potential  for  a  geometrically  expanded  impact. 
Fourth,  program  flexibility  is  vital.  The  diverse  nature  of  housing 
problems  across  the  county  renders  inadequate  any  generic 
national  solutions.  Finally,  federal  resources  must  leverage  state 
and  local  resources,  and  the  public  resources  must  leverage 
private  for-  and  non-profit  resources. 
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States  As  Program  Delivery  Vehicles 

State  financial  resources  are  limited.  They  are  not  equal  to 
the  problem.  Nonetheless,  federal  resources  in  the  form  of  new 
and  improved  existing  programs  can  be  combined  with  state 
resources.  Thus  a  key  element  of  tlie  housing  strategy  should  be 
an  expansion  of  the  state  role.  This  expansion  begins  with  a  more 
effective  use  of  state  housing  finance  agencies  (HFAs).  The 
traditional  role  of  HPAs  as  conduits  of  capital  in  he  national 
housing  finance  system  should  be  strengthened.  Moreover, 
HFAs  are  experienced  in  administering  and  allocating  federal 
resources.  Lastly,  as  an  Innovative  and  creative  delivery  vehicle, 
their  carrying  capacity  can  be  efficiently  expanded,  allowing  a 
greater  portion  of  federal  resources  to  go  more  directly  to  meet 
state  and  local  housing  problems. 

New  Housing  Initiatives 

CSHA  recommends  that  Congress  create  a  Housing 
AfTordablllty  Fund  through  annual  appropriation.  Funds  should 
be  awarded  to  states  on  a  formula  basis  to  expand 
homeownershlp  and  Improve  rental  housing.  Uses  of  the  funds 
should  be  prescribed  and  participant  eligibility  should  coraform 
with  the  tax-exempt  bond  programs  which  states  operate.  A 
special  "Challenge  Grant"  portion  should  be  created  to  encourage 
additional  state  resources,  reward  Innovative  programs,  and 
target  special  housing  problems. 

To  demonstrate  the  opportimity  to  integrate  and  coordinate 
resources,  an  HFA/  Fanners  Home  Administration  (FmHA) 
Demonstration  Program  is  recommended.  HFAs  would  assist 
FmHA  by  providing  services  in  support  of  FmHA  programs.  The 
housing  and  financial  skills  of  HFA  staffs  would  thereby  augment 
FtnHA  field  office  operations. 

CSHA  also  recommends  passage  of  Congressional 
legislation  aimed  at  expanding  the  Nehemlah  Plan  nationwide, 
creating  an  Individual  Home  Account  ...  the  "Homebuyer  IRA." 
and  expanding  nationwide  the  HUD  Distressed  Project 
Demonstra-tion. 
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BuitdiRg  Upon  the  Existing  Program  Foundation 

The  fundamental  principals  set-forth  above  ^hoiild  guide 
the  strategy  for  delivering  existing  federal  housing  programs 
directed  toward  expanding  homeownership  opportunities  and 
rental  housing  affordability/ availability.  Improvements  to  these 
programs  are  needed  both  In  response  to  changing  housing 
problems  and  to  alleviate  problems  created  by  recent  changes  in 
federal  law. 

Perhaps  nowhere  Is  the  latter  problem  manifest  more 
clearly  than  in  the  federal  tax-expenditure  programs.  Too 
frequently,  the  fuU  programmatic  Impact  of  changes  are  not 
anticipated  or  imderstood.  Mortgage  Revenue  Bonds  (MRBs), 
Multifamily  Development  Bonds  (MFDBs)  and  the  new  Low- 
Income  Housing  Tax  Credits  (LIHCs)  each  suffer  from  twiix  goals 
of  Congress  to  limit  the  revenue  expended  and  to  increase 
program  targeting.  The  result  are  programs  which  are  too 
constrained  to  accomplish  the  desirable  program  targeting  goals. 
CSHA  recommends  changes  to  these  programs  to  Improve  their 
effectiveness. 

Secondary  market  and  credit  support  programs  are  vital  to 
continued  smooth  functioning  of  tlie  housing  markets.  These 
institutions  facilitate  flow  of  private  capital  to  housing  markets 
which  would  otherwise  not  be  served.  Especially  when  operated 
in  t?  :m  with  MRBs,  MFDBs,  and  LIHCs,  federal  secondary 
ro.ariu.,  and  credit  support  programs  further  *he  national 
housing  goals.  Recommendations  to  Improve  these  programs  are 
also  proposed. 

Finally,  CSHA  proposes  major  changes  in  existing  federal 
direct  expenditure  programs  which  have  suffered  dramatic 
reductions  in  recent  years.  A  hybrid  Rental  Assistance  program 
derived  from  the  existing  Section  8  Certificate  and  Voucher 
programs  is  proposed.  Nowhere  will  the  need  for  combined 
program  approaches  built  around  direct  expenditures  be  more 
important  than  in  the  up-coming  efforts  to  arrest  the  declining 
assisted  rental  inventory. 

No  reading  of  the  current  situation  can  Ignore  the  limited 
potential  of  individual  programs  relative  to  the  magnitude  of  the 
nation's  housing  problems.  Progress  will  be  made  in  meeting  the 
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nation  s  housing  policy  goals  only  If  efforts  .  nd  resources  are 
coordinated  and  combined.  States  are  prepared  to  deliver 
programs  and  contribute  resources,  but  need  the  flexibility  to 
craft  appropriate  program  solutions.  A  firm,  significant 
commitment  of  federal  resources  Is  needed,  both  to  leverage  those 
of  states  and  locals,  and  especially  those  of  the  private  sector. 
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Section  1 

I  The  National  Housing  Policy 

With  the  creation  of  the  Federal  Housing  Administration 
fifty  years  ago,  Congress  estabhshed  housing  as  an  issue  of 
national  concern.  Now,  as  the  national  housing  policy  is 
revisited,  it  is  important  to  reaEOrm  those  basic  policy  goals,  It  is 
even  more  important  to  devise  an  updated  strategy  for 
implementing  the  national  housing  policy. 

An  Historic  Commitment  to  Housing 

In  1934,  recognizing  that  many  families  were  losing  their 
homes  and  others  had  lost  any  hope  of  ever  owning  one. 
Congress  passed  landmark  legislation  creating  the  Federal 
Housing  Administration,  Throu^out  the  New  Deal,  a  variety  of 
housing  programs  were  developed  which  still  shape  the  public 
sector's  involvement  in  housing. 

In  1949,  Congress  clearly  articulated  the  nation's  housing 
goals: 

"[That]  the  general  welfare  and  security  of  the  Nation 
and  the  health  and  living  standards  of  its  people 
require  housing  production  and  related  community 
development  sufficient  to  remedy  the  serious  housing 
shortage,  the  elimination  of  substandard  and  other 
inadequate  housing,,, and  the  realization  as  soon  as 
feasible  of  the  goal  of  a  decent  home  and  a  suitable 
living  envLromnent  for  eveiy  American  faxoBy.J^ 

In  an  effort  to  implement  this  national  housing  objective. 
Coi.^ress  employed  a  strategy  that  relied  upon  the  following 
premises: 

-f  private  enterprise  should  be  encouraged  to  serve 
as  large  a  part  of  the  total  need  as  possible; 

^  governmental  assistance  should  be  utilized 
wherever  feasible  to  help  private  enterprise  serve 
more  of  the  need; 
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4^  state  and  local  entities  would  be  encouraged  to 
assist  by  undertaking  programs  of  housing  and 
community  development: 

^  governmental  assistance  should  be  provided  to 
eliminate  substandard  and  inadequate  housing 
and  neighborhoods  and  to  assure  that  adequate 
housing  is  available  to  families  ^^o  carmot  secure 
it  in  the  private  sector; 

>  governmental  assistance  should  be  available  for 
decent,  safe  and  sanitaiy  farm  dwellings  where 
the  fannowners'  credit  and  resources  are 
insufficient  to  secure  them  on  their  own. 

These  national  housing  goals,  and  the  basic  approach  to  their 
implementation,  have  been  reaffirmed  by  Congress  at  several 
junctures  over  the  last  five  decades. 

Housing  *'Have-Not8" 

When  the  first  national  housing  policy  statements  were 
articulated  in  the  Great  Depression,  the  policy  makers  felt 
government  had  to  act  where  "private  enteiprlse"  was  imable.  The 
programs  created  to  implement  this  policy  covered  the  entire 
spectrum  of  housing  needs  beyond  the  private  sector  housing 
markets:  including  expanding  homeownership  opportunities, 
stimulating  private  rental  production  of  lov/-  and  moderate- 
income  imits.  assisting  low-income  renters,  providing  public 
housing,  and  more  recently,  providing  some  funding  to  house  the 
homeless. 

Despite  the  appearance  of  a  robust  housing  industry,  the 
private  sector  by  itself  still  cannot  meet  the  entirety  of  the 
nation's  housing  needs.  As  Dr.  James  Brown,  the  Director  of  the 
Joint  Center  of  Housing  Studies  at  the  Massachusetts  Institute 
of  Technology  and  Harvard  University,  has  testified  to  Congress, 
there  exists  a  growing  segment  of  the  nation's  population  who 
are  "housing  have-nots." 

The  assertion  that  there  are  "housing  have-nots"  is  based 
upon  the  private  sector's  limited  ability  to  meet  the  full  housing 
needs  of  the  nation.  The  needs  of  the  very  low-income  2ire  all  too 
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apparent.  People  affected  by  this  problem  are  frequently  the 
blue-collar  tradesmen,  teachers  and  low-level  white  collar 
workers  who  are  simply  trying  to  get  ahead.  We  are  witnessing 
an  erosion  in  housing  afFordability  that  directly  affects  families 
-who  onty  a  decade  ago  had  promising  prospects. 

In  graphic  form.  Chart  1  below  illustrates  that  where  the 
ability  of  the  private  sector  ends,  pablic  resources  are  needed. 
Farther  down  the  income  scale,  a  gre^Jter  amount  of  public  sector 
involvement  and  resources  are  needed  either  to  encourage  private 
sector  a:ctlvity.  or  liltimatefy^  to  provide  needed  housing. 


Chart  1 


m '  . 

• 

In  many  ways*  the  array  of  housing  programis  which  have 
been  created  reflect  a  tacit  understanding  of  the  public  sector  role. 
For  example,  funds  fix)m  the  morf^gage  revenue  bond  program  are 
available  in  certain  targeted  (economically  distressed)  areas  to 
prospective  homebuyers  whose  incomes  are  as  high  as  140 
percent  of  median.  Any  prospective  first-time  homebiqrer  with 
an  income  of  up  to  1^5  percent  of  the  state  or  area*s  median  can 
receive  mortgage  revenue  bond  assistance  with  their  home 
purchase.  Thus  a  family  with  combined  $30,360  income  in  a 
small  town  in  Texas  can  take  advantage  of  this  program.  Public 
policy  goals  are  met  because  many  of  these  yoimg  families  could 
not  purchase  a  home  without  the  assistance  of  lower-interest 
rates  and  an  available  loan  source. 

Likewise,  households  with  incomes  of  only  80  percent  cf 
the  median  income  have  traditionally  been  eligible  for  assistance 
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in  securing  suitable  rental  housing.  Unfortunately,  in  recent 
years,  the  income  limits  on  many  federal  assistance  programs 
such  as  Section  8  Rental  Assistance  have  been  lowered  to  50 
percent  of  median  income.  This  change  in  eligibility  has  meant 
that  a  family  with  an  income  of  $10,500  retains  eligibility  for 
rental  assistance  in  rural  Arkansas,  while  the  family  next  door 
with  an  income  of  only  $16,000  is  now  ineligible. 

Implicit  in  the  crafting  and  evolution  of  housing  programs 
over  the  years  has  been  a  re jogni^on  that  the  public  sector's  role 
begins  at  the  point  where  private  market  activity  alone  is  imable 
to  meet  housing  demands.  Much  of  the  debate  has  focused  upon 
the  type  and  level  of  public  support  that  is  needed  to  serve  those 
with  lower  incomes.  As  incomes  decrease,  the  economic  viability 
of  private  sector  involvement  decreases  as  well.  Today,  it  is 
important  to  refocus  national  housing  policy  on  the  whole 
spectrum  of  housing  needs  unfulfilled  by  the  private  sector,  a 
broader  spectrum  than  has  been  ^cently  acknowledged. 

National  Housing  Policy  Goals 

Today,  om'  fui^damental  housing  policy  goals  remain  as 
easily  recognizable  as  xhey  were  fifty  years  ago. 

I First  Expanding  opporttmities  for  homeownershlp.B 
and  H 


Second  Ensuring  an  affordable/available  supply  of 
safe,  decent,  sanitary  rental  housing.   

Nonetheless,  changing  perceptions  are  coloring  our  view  of 
national  housing  policy.  Over  the  years  there  has  been  a  growing 
recogn'tiun  that  many  Americans  have  special  housing  needs 
which  the  public  sector  must  consider.  These  people  include  the 
homeless,  the  elderly,  the  handicapped,  and  migrant  farm- 
workers. 

The  following  concerns  make  the  efforts  to  implement  a 
national  housing  policy  more  dlfilcult. 

^     Programs  have  been  targeted  so  narrowly  that  many 
households  find  themselves  both  ineligible  for 
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assistance  and  simultaneously  unable  to  access  the 
private  housing  market.  This  current  policy  trend 
represents  a  form  of  programmatic  "triage"  that  is  an 
inadequate  strategy  for  meeting  the  nation's  housing 
goals. 

^  Our  society  has  historically  placed  an  extremely  high 
value  on  homeownership  and  on  safe  and  decent  rental 
housing.  If  families  cannot  afford  to  purchase  or  rent 
quality  homes,  this  important  social  value  is  placed  in 
Je(^nardy. 

Fiftj  years  of  housing  program  history  affirm  that 
government  can  be  a  catalyst  for  improving  the  nation's  housing 
opportunities.  Hence,  it  is  necessary  to  reaffirm  the  nation's 
housing  goals.  Beyond  reaffirmation,  it  is  essential  that  we 
reassess  cur  strategies  for  implementing  these  goals.  This 
reassessment  must  consider  the  delivery  of  housing  programs. 
Unlike  the  past,  implementing  strategies  must  consider  an 
increasing  role  for  the  statf  s. 

An  laereasicg  Role  for  fhe  States 

As  domestic  matters  gained  more  and  more  :  rominence  in 
the  post-war  era,  states  began  to  take  an  active  role  in  housing 
policy,  an  area  that  historically  had  been  the  exclusive  purview  of 
federal  and  local  governments.  TTie  need  for  state  involvement 
became  more  and  more  apparent  throughout  the  1950's  so  that 
by  the  early  1960*s  they  began  to  form  housing  finance  agencies 
(HFAs).  The  mission  of  HFAs  was  to  facilitate  the  flow  of  mortgage 
capital  into  the  state.  This  money  would  then  be  used  to  provide 
below  market  mortgages  to  developers  of  low-income  rental 
housing.  The  early  HFAs  were  so  successful  that  the  Housing  Act 
of  1968  encouraged  states  to  create  them  as  a  means  of 
leveraging  federal  rental  housing  dollars.  States  were  also  able  to 
provide  mortgage  capital  for  low-  and  moderate-income  first-time 
homebuyers  througli  these  agencies. 

Today  48  states,  the  District  of  Columbia,  Puerto  Rico  and 
the  Virgin  Islands  have  housing  finance  agencies.  Their  collective 
roles  as  providers  of  low-  and  moderate-income  housing  continue 
to  grow.  Illustrative  of  this  is  the  statistical  growth  over  the  six- 
year  period  from  1980  to  1985.  By  1980,  HFAs  had  cumulatively 
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provided  only  210.800  single  family  mortgage  loans.  Through 
1985  the  HFAs  had  provided  889,866  such  loans.  Seventy-six 
percent  of  the  mortgage  loans  issued  by  HFA's  have  been  closed 
since  the  beginning  of  the  decade. 

By  the  end  of  1984,  HFAs  had  provided  476,099  mortgage 
loans  to  homebixyrers.  By  the  end  of  1985  this  number  had  grown 
to  889,866.  Through  1984  the  average  purchase  price  was 
$51,931;  in  1985  it  was  $55,343.  Average  borrower  income 
through  1984  was  $25,896;  in  1985  it  was  $26,713. 
Interestingly,  1985  borrowers  paid  down  8.0%,  while  the  prior 
year  average  shows  9.7%  was  required. 

The  rental  housing  production  numbers  aire  just  as 
impressive.  Through  1980,  210,800  units  of  rental  housing  had 
been  flnfoiced  by  HFAs.  By  1984,  the  number  had  risen  to 
446.594  units  of  rental  housing.  After  fiscal  year  1985,  this 
number  was  636,515,  representing  a  threefold  increase  in  renta 
housing  imits  financed  by  HFAs  during  a  six  year  period. 

While  it  would  be  naive  to  believe  that  HFAs  could  contirxue  to 
shoulder  such  a  large  share  of  the  burden,  especially  in  light  of 
the  Tax  Reform  Act  of  1986,  their  record  of  high  quality  public 
purpose  growth  is  Indicative  of  the  ever  expanding  willingness 
and  capability  of  state  governments  to  assist  in  the  provision  of 
affordable  housing.  As  federal  resources  for  housing  have 
diminished,  state  HFAs  have  increasingly  turned  to  new  program 
initiatives  developed  at  the  state  level  to  provide  affordable 
housing  opportimities  for  low-  and  moderate-income  renters  and 
homebuyers. 

The  number  of  new  homeownership  program  initiatives  are 
indicative  of  the  evolution  within  HFAs  away  from  homogeneous 
approaches  of  service  delivery  in  favor  of  multiple  programs 
which  match  specific  local  market  areas  or  the  special  needs  of  a 
imique  population.  These  new  programs  stress  a  partnership 
approach  such  as  that  of  the  public  and  private  sectors,  or 
various  levels  of  government. 

The  integration  of  such  scarce  resources  promotes  greater 
program  efficiency,  and  allows  for  deeper  targeting.  For  example, 
Illinois  and  West  Virginia  have  developed  a  uew  construction 
program  with  the  state  Home  Builders  Association;  Wisconsin 
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developed  a  risk  sharing  program  with  a  private  mortgage 
msiuance  corporation;  Washington  contracted  with  a  private 
mortgage  service  ccToration  to  administer  the  Mortgage  Credit 
Certificate  Program;  Maine.  Rhode  Island.  Wisconsin.  Minnesota 
and  New  Jersey  are  working  with  nonprofit  organizations;  and. 
Massachusetts.  New  Jersey  and  Virginia  are  woiking  with  local 
tmits  of  government. 

A  common  technique  HFAs  use  for  providing  affordable 
homcownership  opportunities  for  lower  income  households  is  to 
combine  tax-exempt  mortgage  revenue  bonds  with  interest  rate 
subsidies  that  permit  targeting  to  a  lower  income  market 
population. 

The  1986  Tax  Act  had  a  profoimd  affect  on  the  HFAs*  ability 
to  develop  and  finance  multifamily  rental  housing.  While  the  full 
ramifications  of  the  Tax  Act  cn  rental  housing  are  still  imknown. 
the  resolve  of  HFAs  to  continue  lo  provide  afibrdable  rental 
housing  opportunities  for  low-  and  moderate-income  families 
has  not  waivered. 

Four  states  have  developed  rental  housing  production 
programs  which  feature  the  new  Low  Income  Housing  Tax  Credit 
(LIHC)  as  a  critical  component  .  Rhode  Island  is  combining  I'he 
tax  credit  with  multi-family  development  bond  financing  and  zero 
percent  second  mortgages.  Texas  is  utilizing  the  tax  credit  to 
address  the  rental  housing  needs  in  the  Rio  Grande  Valley  of 
south  Texas  which  suffers  tiie  highest  incidence  of  poverty  in  the 
nation.  Washington  has  implemented  a  comprehensive 
marketing  and  training  program  which  has  generated 
applications  for  forty-one  percent  of  the  state's  credit  authority 
for  1987.  and  West  Virginia  has  combined  LIHC  with  State 
Investment  Board  funds  to  initiate  a  substantial  rehabilitation 
program  to  convert  downtown  structures  to  rental  housing 

HFAs  have  proven  their  capacity  to  recognize  and  respond 
to  innovative  housing  efforts  that  would  not  be  possible  without 
the  creative  use  of  state  and/or  agency  .^onds.  Conventional 
financing  is  appropriate  for  most  housing  activities,  but  private 
lenders  are  often  imable  or  imwilling  to  provide  the  specific  type 
of  financing  needed  for  many  low-  and  moderate-income  housing 
projects,  especially  the  financing  for  pre-development  and 
construction  activities.  Agencies  in  Ohio  and  California  have 
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implemented  development  loan  programs  and  Illinois  has  created 
a  construction  loan  fund.  Following  the  example  of  Minnesota, 
home  repair  loan  programs  have  been  established  in  Michigan 
and  North  Carolina.  New  Jersey  created  a  separate  corporation 
to  assist  developers  of  low-income  housing  in  financial  packaging 
and  to  be  a  developer  of  "last  resort"  if  necessary.  Unique 
permanent  financing  programs  have  been  created  by  Missouri 
and  Arkansas,  involving  a  "blended  rate"  mortgage  pool  to  lower 
interest  rates,  and  by  Connecticut,  which  has  initiated  a 
statewide  reverse  annuity  mortgage  program  for  c  elderly. 

Programs  to  increase  minority  and  women  business  and 
lender  participation  in  state  housing  finance  agency  activities  are 
underway  in  California  and  New  York.  In  Rhode  Island  the 
agency  is  offering  small  grants  to  distressed  families  in  an  effort 
to  prevent  homelessness  and  is  offering  loans  to  nonprofit 
organizations  to  acquire  valuable  land  for  future  low  income 
housing  developments.  Oregon  is  providing  grants  to  support 
the  creation  of  new  group  homes  for  disabled  individuals. 
Kentucky  has  operated  an  affordable  housing  construction 
training  program  for  Vietnam  Veterans  that  since  1984  has 
provided  better  housing  for  ever  500  households  and  valuable  job 
training  and  career  opportunities  for  almost  200  veterans. 

Four  HFAs  have  obligated  significant  agency  reserves  to 
create  a  long-term,  flexible  financing  source  for  low-  and 
moderate-income  housing  programs.  Rhode  Island  is  using 
funds  for  special  program  efforts.  Virginia  set  aside  $45  million 
in  agency  reserves  to  create  the  Virginia  Housing  Fund,  the 
nation's  lar<^est  HFA  capitalized  revolving  loan  fund.  During  the 
last  four  years  the  "Dividends  for  Wisconsin"  program  has  made 
available  $33  million  from  agency  reserves  to  fund  a  variety  of 
housing  and  economic  development  programs  and  in  Maryland 
$16  million  in  agency  funds  have  been  combined  with  $200 
million  in  state  funds  to  support  nineteen  housing  programs. 

State  HFAs  are  often  the  only  source  of  assistance  available 
for  those  most  in  need  of  special  housing.  The  plight  of  the 
homeless  has  dominated  current  policy  discussions.  In 
response,  HFAs  have  created  a  variety  of  programs,  in  addition, 
housing  programs  have  been  created  to  assist  single  parent 
households,  in  Kentucky  and  Missouri,  the  handicapped  and  the 
elderly. 
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These,  and  other  new  initiatives  developed,  and  often  funded 
by  the  states,  illustrate  the  capacity  and  willingness  to  imple- 
ment national  housing  policy  goals.  They  could  not  occur  at  a 
better  time,  for  housing  trends  of  the  past  few  years  are  troubling 
and  are  reason  for  public  concern. 
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I  -  , .        ,  -  section  2   

I  Evidence  of  Growing  Housing  Problems 

The  nation's  housing  problems  have  been  changing.  Until 
now.  the  fundamental  problems  of  housing  related  to  qucdity  .  . . 
the  absence  of  Indoor  plumbing,  inadequate  heating  systems, 
severe  over-crowding  and  basic  structural  problems.  Now.  the 
problems  are  more  related  to  quantity  . . .  Involving  the  availability 
and  qffordability  of  housing  rather  than  quality  of  life  style.  The 
scope  and  magnitude  of  the  availabillty/affordablllty  problem 
differ  from  state  to  state,  area  to  area.  The  great  challenge  in 
forging  effective  national  housing  policy  today  is  envisioning 
policies  and  programs  that  can  effectively  address  the  diversity 
and  disparity  of  multiple  housing  markets. 

Although  housing  quality  continues  to  be  a  concern,  the 
presence  of  code  enforcement  and  the  funnelling  of  major  federal 
dollars  for  housing  production  in  years  past  have  dramatically 
revfxsed  this  situation.  Today's  central  problem  is  the  disparity 
between  housing  costs  and  incomes  resulting  in  an  inability  of 
man  to  afford  housing. 

Within  both  the  homeownershlp  and  rental  markets,  the 
private  sector's  ability  to  meet  housing  demand  has  eroded  as  the 
costs  of  producing  housing  have  risen  at  rates  faster  than 
peoples  ability  to  for  it.  This  situation  creates  a  duality  of  housing 
need:  affordabllity  and  availability. 

Concurrent  with  the  rise  of  the  affordabllity  problem  has 
been  a  dramatic  decline  in  the  level  of  federal  support  for  bousing. 
Additionally,  those  federal  dollars  which  remain  have  been 
targeted  to  lower  income  households  more  than  ever  before. 
While  it  is  clear  that  the  housing  needs  of  the  low  and  very  low- 
income  funds  are  significant  and  will  continue  to  exceed  the 
availability  of  public  resources,  it  is  also  true  that  housing 
problems  of  affordabllity  and  supply  are  not  restricted  solely  to 
the  lowest  income  households. 

Changes  in  the  housing  industry  and  mortgage  markets, 
and  redirection  in  federal  assistance  have  placed  many 
households  in  a  "housing  gap."  Families  and  individuals  imable 
to  afford  to  rent  or  to  buy  in  the  private  sector  often  find  either 
they  are  ineligible  for  federal  assistance,  or  that  they  are  eligible. 
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but  the  assistance  has  been  exhausted.  Caught  in  jeopardv.  the 
people  become  victims  of  simultaneously  increasing  housing  gaps 
and  shrinking  funding  sources.  Tough  poUcy  decisions  must  be 
made. 

Troubling  Housing  Trends 

Because  some  now  contend  that  housing  is  no  longer  an 
issue  of  national  concern,  it  is  important  to  examine  what  is 
happening.  Whether  considering  homeownership  or  rental 
housing,  r  -re  is  clear  evidence  of  a  mounting  problem. 

Homeownership  Rates  Are  Dropping 

In  our  culture,  the  best  barometer  of  troubling  housing 
trends  is  reflected  in  the  declining  homeownership  rates.  Since 
1980,  the  trend  in  homeownership  has  been  one  of  erosion. 
Chart  2  shows  the  trend  clearly  over  more  than  a  decade.  Ai^er 

radual,  consistent  increases  in  the  rate  of  homeownership 

eginning  in  the  1940s,  a  reversal  has  begun. 

Chart  2 


ource:  (AS.  Census  Asmucd  Housing  Survey,  National  AssodaUon  of  HonvebuOders 


Today  the  homeownership  rate  is  at  its  lowest  level  in  over  a 
decade.  Moreover,  the  impact  of  the  affordability  problem  on 
younger  households  is  now  becoming  quite  clear.  The  detailed 
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picttire  presented  in  Chart  3  shows  the  homeownership  rate 
from  1981  to  1987  according  to  the  ages  of  the  heads  of 
household.  Most  distressing  is  the  decline  in  homeownership 
among  those  households  39-years-of  age  and  under.  A  decline 
was  15  percent  In  the  past  five  years  occurred  for  those  aged  25- 
29.  and  eight  percent  for  those  aged  30-34.  In  addition, 
homeownership  declined  by  nearty  five  percent  for  households 
headed  by  a  35  to  39  year  old.  an  age  bracket  in  which  the 
financial  capability  of  the  household  should  traditionally  be 
nearing  its  strongest  level. 


Charts 


Sottrce:  U,S,  Census  Annual  Housing  Survey,  Nattonai  AssocUxiion  of  HomebuUders 


Equally  important  to  an  objective  understanding  of 
contemporary  housing  Issues  is  the  extent  of  lost  opportunities 
for  homeownership.  Had  homeownership  remained  at  the  1980 
levels,  an  additional  1.6  million  households  would  own  their 
homes  today. 

Rent  Burdens  Are  Rising  os  Low  Cost  Rental  Housing  Supplies 
Decline 

Since  the  1940*s.  a  twenty-five  percent  rental  cost  to  income 
ratio  was  considered  an  appropriate  housing  cost  burden. 
Recently,  that  ratio  has  been  raised  to  30  percent.  Households 
who  must  pay  30  percent  or  more  of  their  incomes  for  rent,  are 
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considered  to  bear  a  high  rent  burden.  As  Chart  4  so  graphically 
indicates,  the  incidence  of  high  rent  burden  has  been  increasing 
over  the  past  decade. 

In  1983,  66  percent  of  all  rental  households  were  bearing  a 
high  rental  cost  burden,  indicative  of  the  private  sector's  difficulty 
in  supplying  affordable  rental  units.  Notably,  the  information 
gathered  in  both  1975  and  1983  by  the  Census  Bureau  shows 
that  the  high  rental  cost  burden  is  most  widespread  and  is 
increasing  most  rapidly  among  very  low  income  households. 
Equally  discouraging  is  the  increase  in  the  number  of  households 
thus  affected  among  low-  to-moderate  income  households. 


Source:  HUD  Houstng  and  Demographic  Division,  Office  of  Economic  Analysis 


One  reason  so  many  renters  are  paying  a  high  portion  of 
their  incom .  or  rent  is  the  inadequate  supply  of  low  rent  units. 
As  Chart  5  indicates,  in  1974  the  supply  of  low  rent  units 
exceeded  the  number  of  households  able  to  afford  only  low-rent 
units.  The  changing  supply  and  demand  relationship  between 
1974  and  1983  is  alarming.  Over  that  decade,  the  situation 
reversed  and  a  fundamental  supply/ demand  problem  emerged. 
This  siti  ation  limits  the  actual  available  supply  for  those  unable 
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to  pay  more.  If  the  trend  proceeds  unabated,  the  problem  will 
become  all  the  more  severe  In  the  future. 

While  Chart  5  shows  that  in  1983,  the  total  supply  of  low 
rent  units  exceeded  by  one  million  the  demand  for  those  units, 
Chart  6  indicates  that  vAien  the  rental  units,  which  receive  some 
federal  subsi<fy,  are  removed  from  this  picture,  the  suppfy  of  low 
rent  units  provided  by  the  private  sector  is  3  million  fewer  than 
the  demand. 


Source:       m^h  t^f  Tjvt**  Th»  P^nHnnp^rmrl  B\.f,irt*  qf  Lout-Tncome  Rental  Haxising 

Resources.  Neighborhood  Reinvestment  Corporatton,  Author:  Phillip  L,  Clay, 
Massachusetts  Instiiute  qf  Technology,  Cambridge 


Thus,  the  trends  in  Chart  6  are  even  more  troubling.  The 
picture  that  emerges  is  one  which  clearly  indicates  a  collective 
failure  on  the  part  ox  both  the  public  and  private  sectors  to 
effectively  meet  the  rentsd  housing  needs  of  low  income 
households. 


Charts 
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Chart  6 


Supply  of  Unsubsidized 
Low  Rent  Units  Compared 
With  Demand 

(Miaion  Units) 


Source:  At  Risk  of  Loss:  The  EndannprpH  Pi,hn-f>  of  T^iuTnrome  RentnJ  Wn>#-^/ng 

 jrcffg,  Neignbornood  Reinvestment  Corporation,  Author:  PhUUp  L,  Clau, 

Massachusetts  Institute  oJTecfirjology,  Cambrid^ 

Assisted  Rental  Housing  Units  Are  Being  T^st 

Chart  7  indicates  that  the  proHem  of  increased  demand 
verses  dwindling  supply  of  low  rent  housing  is  exacerbated  hy  an 
impending  loss  of  federally  assisted  rental  housing. 

The  inventory  of  federally  assisted  low-income  rental 
housing  will  shortly  begin  a  period  of  reduction  as  assistance 
contracts  on  these  units  made  during  the  I970*s  reach  their 
expiration  date.  Chart  7  contains  the  analysis  oi  the  General 
Accoimting  Office  of  projected  changes  in  the  Section  8  Certificate 
and  Voucher  inventoiy.  assuming  minimum  contract  terms. 

There  is  a  growing  nadonal  debate  about  the  appropriate 
responses  to  this  problem.  It  is  imclear  if  all  of  these  imits  from 
the  inventoiy  of  low  income  housing,  or  even  a  majority  of  them, 
will  be  lost.  Yet.  the  loss  of  any  number  is  troubling  in  light  of 
rental  housing  trends. 
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Chart? 


Source:  Potential  Reduction  in  the  Section  8  Existing  and  Voucher  Invent^ty,  t?'./era/ 
Accounting  Office,  October  1986 


Understanding  the  Causes  of  Current  Housing  Trends 

£  'iply  identifying  trends  is  not  enough.  The  factors  that 
contributed  to  their  formation  must  be  imderstood,  in  order  to 
describe  stiategies  for  reversing  these  trends. 

Access  to  Homeownership  Is  Stymied  Bv  Higher  Annual  and 
Entry  Costs  and  Mortgage  Market  Changes 

After  a  decade  of  lixOation.  mortgage  lending  practices  were 
liberalized  during  the  early  1980s  when  the  industry  was  being 
transformed  by  deregulution.  Increased  competition  forced  the 
creation  of  a  host  of  new  and  innovative  financing  vehicles  for 
directing  capital  to  mortgages.  Industry  observers  point  to  a 
proliferating  number  of  mortgage  lenders  that  are  increasingly 
concentrated  in  metropolitan  areas  as  evidence  of  fundamental 
changes  taking  place. 

These  changes  have  narrowed  the  profit  margins  on 
mortr^age  market-  transactions,  increasing  the  concern  fo/  the 
risk  of  each  loan  involved.  As  a  result,  homebuyei-s  are  forced  to 
pay  higher  down-pajmaents  and  meet  more  stringent 
underwriting  criteria.  Although  tne  mortgage  industry 
continues  to  deUver  a  competitively  priced  product,  it  is  a  product 
that  is  increasingly  u:iavallable  to  many  households  which,  just  a 
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decade  ago,  were  qualified  borrowers.  Moreover,  the  lack  of 
interest  in  supplying  low  volume  areas  has  resulted  in  the 
industry's  inabilit/  or  unwilljigness  to  direct  mortgage  capital 
outside  of  metropolitan  and  large  urban  areas. 

Along  with  changes  in  the  mortgage  market,  land  costs  have 
continued  to  Increase  and  although  construction  costs  have 
moderated  in  recent  years,  the  overall  eflfect  has  been  an  increase 
in  home  prices.  Rising  home  prices  have  Srequently  driven  the 
price  of  housing  beyond  the  reach  of  the  moderate  income 
American.  By  contrast,  certain  regions  of  the  countiy  are  seeing 
housing  prices  and  values  decline.  Economic  problems  translate 
into  ho'^sMing  problems,  especially  for  households  who  made  pre- 
deflatiOi^i  home  purchases  only  to  see  their  Investment  erode.  A 
similar  situation  was  once  the  primary  catalyst  for  federal 
involvement  in  housing. 

As  home  values  escalated,  homeowners  sav,'  their  equity  rise 
dramatically  with  Inflation.  The  result  has  been  a  lucrative 
opportunity  to  sell  their  home  and  "trade-up"  using  large  down- 
payments.  By  contrast,  the  typical  prospective  first-time 
homebtyers  must  select  firom  high  priced  homes,  but  frequently 
do  not  have  the  means  for  making  significant  down-payments. 

Low-Income  Rental  Housing  f  s  Not  Feasible  in  the  Absence  of 
Subsidies 

Rental  housing  iievelopment  is  a  complex  and  variable 
process  which  relies  on  certain  bas'  >  ingredients  to  ensure 
feasibility.  The  cost  of  purchasing  the  land,  preparing  the  site, 
constructing  the  units,  financing  the  construction  and 
mortgage,  and  managing  the  property  must  not  exceed  the 
income  which  can  be  gained  from  the  rents.  In  order  to  attract 
private  investment  the  project  must  generate  sufficient  earnings 
to  provide  a  return  to  the  investor  comparable  to  other 
investment  options.  Finally,  there  must  be  enough  people 
present  who  axe  able  and  willing  to  pay  the  needed  rents,  or  else, 
operating  losses  will  oc  rar. 

Rental  property  owners  who  saw  rental  increases  lag  behind 
other  cost  increases  throughout  the  late  1970's  and  early  1980*s 
now  face  the  neer*  to  raise  rents.  As  a  result,  Wllliai  ^  Apgar  of  the 
Joint  Center  for  Housing  Studies  at  the  Massachusetts  Institute 
of  Technology  and  Harvard  University  in  an  analysis  has  found 
that  real  rents  (current  rents  adjusted  for  inflation)  are 


17 


279 


ERIC 


266 


increasing  at  a  rate  faster  than  at  any  time  in  tlie  last  twenty 
years. 

Where  then  does  the  low-income  renter  fit  in  such  a 
market?  In  testimony  before  Congress  this  year.  Apgar  noted 

"For  a  household  earning  $10,000  a  year.  $250  per 
month  is  a  high  rental  payment,  an  amount  equal  to 
30  percent  of  income  on  an  annual  basis.  Yet  a  rental 
payment  of  $250  per  month  is  not  suflBcient  in  most 
housing  market  areas  to  cover  the  cost  of  operating 
and  maintaining  rental  housiiig.  A  rept  of  $250  is 
simply  inadequate  to  cover  the  costs  of  utilities, 
property  tax,  debt  service  and  the  like,  let  alone  provide 
property  owners  with  sufficient  resources  to  medntaln 
their  dwelling  units  in  good  condition.  Consequently, 
over  the  period  1974  to  1983  the  number  of  rental 
units  with  real  rents  less  than  $250  per  month 
declined  by  over  two  million  imits." 

It  is  an  unrealistic  to  expect  that  low-income  rental  housing 
will  be  constnacted  in  the  absence  of  some  type  of  subsidy  to 
bridge  the  gap  between  the  revenues  which  low  rents  generates 
and  those  needed  to  generate  a  rate  of  return  which  can  attract 
investors.  While  non-profit  sponsors  of  rental  housing  are  less 
interested  in  retained  earnings,  no  way  has  yet  been  found  to 
remove  the  other  fundamental  costs  of  a  project  short  of  some 
form  of  subsidy.  Moreover,  private,  non-profit,  and  public 
sponsors  must  be  present  if  th^  needed  volume  of  low-  and 
moderate-income  housing  will  be  provided. 

Declining  Federr*)  Resources  for  Housing 

Without  question.  Congress  has  limited  the  use  of  federal 
resources.  Moreover,  federal  programs  are  increasinglY  geared 
towards  the  lowest  income  households.  In  virtually  all  major 
programs,  direct  federal  funding  assistance  is  now  targe^^d 
pilmarily  to  households  with  less  than  50  percent  of  area  median 
incomes.  Reductions  in  federal  outlays  have  limited  the  number 
erf  eligible  people  ^o  will  receive  assisfem^e.  When  eliglble'income 
limits  for  pi^grams  such  as  Section  6  Existing  Housing  were 
lowered  fi'om  80  percent  of  area  median  to  50  percent,  many 
households  fotmd  themselves  no  longer  eligible  for  assistance. 
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but  still  inable  to  afford  ihe  housing  available  in  the  market  place. 

In  addition,  a  71.1  percent  reduction  in  budget  authority  for 
HUD  assisted  housing  programs  since  1981  affects  those  still 
eligible.  Long  waiting  lists  for  public  housing  and  Section  8 
Certificates,  as  well  as  the  growing  problem  of  homelessness  are 
just  two  results. 

Since  1980,  tlie  laws  governing  the  use  of  tax-exempt  bonds 
for  housing  have  been  changed  to  mandate  deeper  and  deeper 
income  targeting.  Another  major  constraint  is  the  Alternative 
Minimmr  Tax  (AMT)  on  these  bonds.  Hie  AMT  is  imposed  upon 
taxpayers  whose  portfolios  contain  excessive  tax  shelters.  For 
these  taxpayers,  certain  tax  preference  items  are  included  in  a 
formula  which  produces  a  minimum  tax  standard.  For  the  first 
time,  the  Tax  Reform  \ci  places  certdn  tax-exempt  bonds  among 
the  tax  preference  items  counted  for  the  AMT.  The  AMT  has 
raised,  by  as  much  as  one-half  to  two- thirds  of  a  percentage 
point,  the  mortgage  interest  rates  to  first-time  homebuyers. 
Ironically,  bond  traders  do  not  expect  typical  investors  in 
housing  bonds  to  be  subject  to  the  AMT,  but  they  nonethele3s 
enjoy  the  resulting  benefits  of  higher  bond  yields. 

The  AIvTT  was  a  major  factor  in  the  low  volume  of  bonds 
issued  under  the  tax  reform  rules.  Between  August  15,  1986,  and 
July  1,  1987,  only  $930  million  of  the  $5,3  billion  of  Mortgage 
Revenue  Bonds  issued  by  state  housing  finance  agencies  (17 
percent)  were  issued  under  the  new  rules  promulgated  in  tax 
reform.  The  availability  of  unused  bond  proceeds  and  excess 
moitgage  prepayments  resulted  in  numerous  current  refunding 
bond  issues.  Current  refimdlnfis  have  not  been  subject  to  many 
of  the  post-tax  reform  rules,  resulting  needed  flexibility  in 
structuring  MRB  programs. 

In  addition,  virtually  no  rental  housing  production  has 
occurred  using  the  Multifamily  Development  Bond  (MFDB)  since 
tax  reform.  One  goal  of  Congress  in  tax  reform  was  cO  increase 
the  targeting  of  these  bonds.  Where  previously  20  percent  of  the 
units  in  a  project  had  to  be  reserved  for  households  with  incomes 
of  less  than  80  percent  of  the  area  median,  the  law  now  requires 
that  either  40  percent  of  the  units  be  ret  aside  for  households 
within  60  percent  of  median  income  or  20  percent  of  the  imits  for 
those  within  50  percent. 
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The  Act  also  substantial^  changed  the  package  of  incentives 
for  developers  to  participate  in  low  income  rental  housing.  The 
depreciable  life  of  low  income  rental  housing  increased  from  15  to 
27-1/2  years.  The  effective  ca.  '*al  gains  tax  rate  is  now  the  rate 
for  the  income  tax  bracket  in  wnich  the  developer  is  taxed.  The 
passive  loss  provisions  of  previous  tax  law  were  effectively 
removed.  Many  other  provisions  of  the  new  tax  code  remove  or 
curtail  private  sector  developer  incentives  for  participation  in 
housing  development. 

Moreover,  the  newest  tax-based  rental  housing  program, 
the  Low-Income  Housing  Tax  Credit,  seems  unable  to  offer 
lafl&cient  incentives  for  development.  As  of  yet,  this  stimulus  to 
equity  investment  has  failed  to  supplant  the  tax  incentives  that 
existed  prior  to  the  Ts'^  Reform  Act  of  1986. 

It  is  not  too  early  to  ascertain  that  these  constraints  have 
critically  harmed  the  program.  The  financial  reality  is  that  a 
rental  project's  costs  must  be  borne  substantially  b>  the  market 
rate  units.  Tax  reform  reduced  the  size  of  market  pillars 
supporting  the  low-income  imits  while  adding  to  the  load.  Not 
surprisin^y,  the  structure  collapsed. 

The  result  is  a  virtual  end  to  the  willingness  of  private  sector 
developers  to  put  money  at  risk  for  low  income  rental  housing.  A 
survey  oi  its  members  conducted  by  the  Council  of  State  Housing 
Agencies  in  April  1987,  indicated  that  of  394  developments  in 
process  at  the  time  of  tax  reform,  56%,  or  222  developments, 
terminated  processing.  As  an  example,  in  Connecticut  in  1986, 
following  the  passage  of  tax  reform,  38%  of  the  developments 
being  processed  were  wi Jidrawn,  where  as  before  1986,  the 
Connecticut  agency  had  an  annual  development  dropout  rate  of 
approximately  8%. 

Income  targeting  requirements  further  restrict  rental 
housing  production.  For  instance,  in  Minnesota  it  would  be 
foolish  for  any  developer  to  risk  capital  for  a  long-term  rental  real 
estate  investment  in  rural  Minnesota  subject  to  the  required 
targeting.  Incomes  are  too  low  to  support  high  production  costs. 
Though  the  income  limits  for  the  metropolitan  area  are  higher, 
they  still  do  not  provide  an  adequate  cushion  for  assuming  a  15 
year  market  risk. 
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Although  there  will  be  some  1987  multifamily  construction 
starts  by  state  housing  finance  agencies,  these  starts  are  mainly 
the  result  of  developments  financed  in  1985  and  to  a  lesser  extent 
in  1986,  where  only  the  construction  begins  in  calendar  1987. 
Moreover,  a  survey  of  1987  midtlfamily  bonds  activity  in  Georgia 
found  that  no  bonds  were  being  issued  under  the  new  tax  rules. 
Instead,  governmental  bonds  nu"*  subject  to  many  of  the  rules 
and  bonds  issued  under  the  transition  rules  compose  the  whole 
sample. 

Income  targeting  requirements  on  tax-exempt  bonds  are 
restrictive  and  tax  incentives  to  developers  to  produce  low  income 
housing  are  eKminated.  It  is  not  surprising  that  state  housing 
finance  agencies,  with  few  exceptions,  have  virtually  no  rental 
developments  in  process  and  there  is  little,  if  any,  prospect  of  this 
situation  changing. 

The  longer  term  outlook  is  that  only  a  few  states  with 
resources  created  by  strong  economies  and/or  favorable  political 
climates  will  be  producing  affordable  low-income  rental  housing. 
Even  in  these  areas,  the  state  resources  are  insufficient  to 
supplant  lost  federal  funding. 

Thus,  tax  reform  raises  fundamental  intergovernmental 
policy  issues  for  the  future.  Only  a  very  few  states  are  able  to 
produce  limited  amounts  of  affordable  rental  housing.  The 
majority  of  states,  because  of  the  lack  of  federal  resources  and 
because  of  local  political  and  economic  conditions,  are  simply  not 
able  to  produce  affordable  rental  housing.  States  can  respond 
through  housing  finance  agencies  with  state  and  agency 
financial  resources,  but  only  Congress  can  fully  address  the 
resource  issue. 

The  chiillenge  for  federal,  state,  and  local  s^vemment  is  to 
address  the  broad  spectrum  of  h 'fusing  needs  that  begin  where 
the  private  sector  activity  ends.  Homeownership  opportunities 
for  ordinary  working  people  must  be  reestablished,  and 
affordable  rental  housing  produced.  Further,  rental  assistance 
must  be  combined  with  rental  production  to  house  the  lowest 
income  households. 
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I Section  3 
A  Strategy  for  implementing  the  Natlonai  Housing  Policy 

Thus  far  this  report  has  established  the  r.eed  to  reafilrm 
traditional  national  housing  policy  goals  by  demonstrating  the 
breadth  of  the  housing  problem  besetting  the  nation.  As 
preparation  of  ne:v  responses  begins,  certain  fundamental 
principles  must  be  met  by  each  program  recommendation,  as  well 
as  by  the  combination  of  new  initiatives  and  program 
improvements.  When  state  HFAs  design  their  new  program 
components,  they  uses  many  of  the  same  criteria  as  set  forth 
below: 

^     Increase  Public  Resources 

^     Improve  and  Build  Upon  Existing  Program 
Foundations 

^     Integrate  and  Coordinate  Public  Resources 

^     Provide  Flexibility 

^     Leverage  Additional  Resources 

These  same  criteria  should  guide  any  specific  legislative  changes 
resulting  from  the  current  federal  policy  effort. 

Increase  Public  Resources 

The  federal  government  uses  tax  expenditures,  direct 
expenditures,  and  support  for  mortgage  credit  and  secondary 
market  activity  as  vehicles  for  directing  capital  to  housing. 
Partictilarly  with  direct  expenditures,  the  federal  government 
does  not  piovide  the  level  of  support  necessary  to  address 
national  housing  problems.  However,  a  stronger  commitment  is 
necessar*  S  a  serious  attempt  is  to  be  made  at  solving  these 
problems.  CSHA  recommends  a  new  program  initiative  involving 
direct  expenditures:  the  Housing  ^ordability  Fund.  The  program 
should  have  two  components,  a  trajisfer  of  funds  to  states  for  use 
in  conjunction  with  state  resovxccs,  and  a  package  of  incentives 
to  increase  state  efforts  and  innovations. 
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Politically,  the  least  risky  response  is  to  take  the  dollars 
within  certain  existing  programs  and  redirect  them  as  necessary. 
While  it  will  be  necessary  to  combine  a  number  of  small 
production  programs,  these  alone  wiU  not  be  enough.  Additional 
federal  llinding  will  be  needed  if  this  approach  is  to  be  effective. 

Improve  and  Build  Upon  Existing  Program  Foundations 

The  array  of  existing  federal  progra.  must  be  analyzed. 
Much  can  and  should  be  saved.  Tax  expei  iiture  programs  such 
as  the  Mortgage  Revenue  Bond  and  Multifamily  Development 
Bond  programs  are  proven  performers  when  properly  channeled 
and  must  be  included  in  future  efforts,  along  with  the  new  Low- 
Income  Housing  Tax  Credit.  The  rental  assistance  program  and 
the  rural  programs  of  FmHA  are  examples  of  direct  expenditure 
programs  which  must  be  retained,  reenergized  and  improved.  To 
ignore  their  past  successes,  is  to  ignore  their  yet  to  be  realized 
potenilal.  ay  .d  would  preclude  a  comprehensive  federal  response. 
The  FHA  Insurance  and  VA  guaranty  programs  provide  essential 
mortgage  credit  support  nowhere  else  available.  Moreover,  the 
historic  public  purpose  of  the  federal  secondary  market 
institutions.  Fannie  Mae.  Fredd'^  Mac.  and  Ginnie  Mae.  remains. 
CSHA  recommends  a  number  of  improvements  to  federal 
programs  covering  tax  expenditure,  direct  expenditure,  and 
mortgage  market  support  taking  into  account  past  experience 
using  and  administering  these  programs. 

integrate  and  Coordinate  Public  Resources 

Today's  environment  of  scarce  resources  dictates  maximum 
use  of  every  available  direct  and  indirect  resource.  Opponents  of  a 
strong  federal  effort  in  housing  often  use  the  "double-dipping" 
argUinent  to  defeat  new  or  expanded  initiatives.  It  could  be  argued 
that  a  single  federal  program  which  provides  the  critical  mass  of 
federal  dollars  is  the  best  approach. 

However,  an  analysis  of  residential  real  estate  ventures,  be 
they  homeownership  or  rental,  reveals  several  key  elements, 
including  debt,  hard  costs,  tax-reiated  costs  and  benefits,  and 
credit  enhancements,  which  compose  an  econoTiically  feasible 
transaction.  CSHA  argues  that  in  order  for  the  federal  response 
to  be  most  effective  it  needs  to  address  all  of  the  above  factors. 
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From  a  practical  perspective,  the  operative  phrase  is  "critical 
mass".  Many  have  argued  the  inefflcien(y  of  the  bond  and 
similar  tax  driven  housmg  programs,  citing  a  larger  portion  of 
foregone  revenues  being  spent  on  program  costs  as  opposed  to 
being  used  as  subsidies.  However,  the  real  inefficiencies  stem 
from  the  lack  of  coordination  between  individual  programs, 
whether  they  are  tax  incentives  or  direct  spending. 

The  existing  programs  often  work  at  cross  purposes  with 
one  another.  For  example.  Mortgage  Revenue  Bond  targeting 
provisions  have  in  certain  cases  restricted  eligibility  to 
prospective  homebuyers  whose  incomes  are  too  low  even  to  merit 
fec*etal  mortgage  insurance.  Thus  a  mortgage  loan  cannot  be 
made  for  want  of  credit  support.  Likewise,  the  rental 
requirements  of  the  Low  Income  Housing  Tax  Credit  are  in  direct 
opposition  to  those  governing  the  Section  8  Rental  Assistance 
Program  complicating  the  effective  combination  of  these 
resources.  CSHA  urges  a  comprehensive  integration  of  the  varied 
programs  to  allow  for  a  simpler  design  and  more  efficient 
management. 

Provide  Flexibility 

Flexibility  is  an  equally  important  criterion  for  designing 
future  programs.  A  host  of  categorical  responses  might  have 
be'in  appropriate  in  the  past  and  in  some  individual  instances 
still  hold  legitimacy.  Today's  housing  problems  arid  their 
solutions  require  flexible  approaches.  A  static,  narrow  program 
will  not  allow  for  the  creativity  and  entrepreneurialship 
necessary  to  meet  the  diverse  needs.  CSHA  recommends  that 
future  housing  efforts  take  into  account  two  major  premises. 

1)  The  housing  problem  covers  a  spectrum  from 
home-ownership  to  homeless,  low  income  to  moderate 
income,  involving  problems  of  both  availability  to 
affordabillty.  Any  new  initiatives  must  allow  for  states 
to  direct  these  resources  to  those  most  in  need  as  they 
define  their  priorities;  and 

2)  Although  factors  contributing  o  these  problems 
will  vary  dramatically,  a  few  traditional  techniques  are 
generafly  employed  in  housing  programs.  Optioned 
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use  of  the  appropriate  technique  for  each  problem 
should  be  granted. 

Leverage  Additfonal  Resources 

The  final  key  criterion  is  a  cone  tpt  relatively  new  to  federal 
programs,  but  inherent  in  both  the  UDAG  and  HODAG 
programs-leverage.  Public  dollars,  be  they  federal,  state  or  local, 
must  induce  and  leverage  private  and  non-prcflt  resources, 
particularly  in  this  period  of  scarce  resources.  Equally  important 
is  the  necessity  that  federal  dollars  leverage  additional  public 
monies  from  states  and  localities.  A  "Challenge  Grant" 
component  of  the  Housing  Affordability  Fund  initiative  is 
recommended  to  meet  this  requirement. 

In  developing  its  recommendations.  CSHA  has  considered 
"private  resources"  in  the  widest  context.  In  addition.  CSHA 
acknowledges  the  necessity  to  increase  states*  roles  in  terms  of 
both  in  the  responsibilities  given  .  .  .  assessing  and  determining 
the  value  of  the  Credit  on  individual  projects  or  imdertaking 
several  demonstration  programs  .  .  .  and  in  the  financial 
commitment  required  . . .  the  concept  of  a  Challenge  Grant. 

^  ^  ^ 

The  above  criteria  represent  an  acid  test  for  all  new 
initiatives  and  program  improvements  recommexu  Jd  to  follow. 
Each  criteria  should  be  viewed  by  policy-madcers  and  program 
designers  as  threshold  objectives  for  future  housing  efforts  at 
the  federal,  state  or  local  level. 

In  addition.  CSHA  recommends  that  this  effort  must 
seriously  consider  the  role  for  states  in  the  new  gen^tion  of 
housing  programs.  It  is  our  contention  that  states  possess  a  wide 
range  of  strengths  which  must  be  challenged  and  expanded 
beyond  any  efforts  of  the  past. 

Increased  State  Role 

The  state's  role  can  be  expanded  in  two  general  ways: 


25 


2H7 


ERLC 


78-5A1  0-87 


10 


274 


1)  by  strengthening  their  traditional  roles  in 
the  nationsd  housing  ilnance  system  as  conduits  of 
capital;  and, 

2)  by  expariding  upon  state  capacity  through 
an  increasing  program  delivery  system  role  in 
administering  and  allocating  federal  resources. 

This  is  a  natural  evolution  of  the  public  sector's  participation 
in  national  housing  policy.  Housing  problems  are  as  diverse 
geographically  as  they  are  financially. 

States  axe  in  the  unique  position  of  identifying  those 
problems  in  their  distinct  market  settings,  setting  priorities 
across  the  urban-rural,  homeownershlp-rental  spectrums, 
categorizing  need  among  various  income  groups,  and  crafting 
programs  more  responsive  to  t'le  particular  economic  and 
political  environs. 

In  addition,  states  are  familiar  with  their  loqal  housing 
dellveiy  system.  Representing  more  than  a  cursory  knowledge  of 
housing  needs,  HFAs  have  an  in-depth  appreciation  of  individoal 
participants  strengths  and  weaknesses,  both  substantively  and 
politically.  This  understanding  translates  into  a  higher 
probability  of  programmatic  success. 

In  the  end,  any  housing  efforts  require  hard  cash. 
Economic  feasibility,  or  profit,  is  not  illusory;  developers  and 
lenders,  like  all  meml:<ir^^  of  the  private  sector,  demand  a 
reasonable  economic  return.  However,  this  is  a  value  which  is 
highly  negotiable  in  both  form  and  political  terms.  States, 
because  of  their  proximity  to  the  scene,  are  the  most  appropriate 
government  component  in  this  financial  equation. 

Lastly,  states  are  becoming  stronger  participants  in 
housing,  increasing  both  their  programmatic  capacity  as  weU  ^s 
their  commitment  of  financial  resources.  In  this  regard  two 
points  must  be  made.  First,  these  increases  have  not  only  taken 
place  in  a  time  when  the  federal  role  has  dramaUcally  decreased 
on  all  fronts  but  have  brought  about  a  host  of  Innovative 
initiatives  characterized  by  cre^^tlvlty  and  entrepreneurial  ability. 
Stales  today  are  much  more  tnan  conduits  and  Implementors; 
they  are  also  designers,  developers  and  risk-takers.  Second,  the 
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increase  in  committed  state  resotirces  still  falls  considerably 
short  of  the  levels  necessary  to  meet  the  housing  needs. 
Individual  states  have  no  control  over  regional  capital  shortages 
or  economic  cycles. 

From  a  national  perspective,  there  is  little  choice.  The 
problem  outstrips  the  resources  of  individual  states  even  when 
combined.  Therefore,  it  is  in  the  mutua'  interest  of  the  federal 
and  state  governments  to  accelerate  the  momentum  toward 
greater  state  involvement  in  delivering  state  resources.  This  will 
require  trust  in  the  form  of  flexible  and  coordinated  federal 
programs.  The  benefits  will  be  programs  more  successfully 
directed  toward  the  unique  and  varied  housing  problems  in  any 
given  area  market. 
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I Section  4  I 
New  Housing  Program  Initidfives  I 

New  federed  initiatives  are  needed  to  respond  to  the 
troubling  trends  now  facing  the  nation.  These  initiatives  must 
provide  hard  cash  to  create  housing  opportunities,  whether 
assisting  low  and  moderate  income  homebuyers  pay  the  down- 
pajnment  and  closing  costs  on  their  first  home,  providing  a  one- 
percent  interest  rate  second  mortgage  to  attract  private  capital  to 
a  low-income  rental  project,  or  adding  rental  subsidies  to  low- 
income  units  in  order  to  meet  monthty  cash  flow  need. 

The  most  appropriate  vehicle  to  bring  cash  resotirces  to  bear 
on  housing  opportunities  is  to  grant  to  the  states  the  authority 
to  administer  and  allocate  federally  appropriated  funds.  This 
approach  mirrors  the  basic  principles  underlying  the  public 
sector  housing  strategjr  CSHA  recommends.  First  resources  are 
available  at  the  point  of  activity  where  the  housing  finance 
agency,  investment  and  mortgage  bankers,  private  and  non- 
profit developers,  builders.  Realtors,  homebuyers  and  rental 
owners  and  tenants  are  continually  interacting. 

Next,  an  annual  appropriation  of  federal  funds  to  states  for 
housing  facilitates  the  ability  of  the  HFAs  to  integrate  direct 
federal  funds  with  other  resources  such  as  tax-exempt  bonds, 
the  lG^7-income  credit,  rental  assistance,  and  state  or  local  fimds 
to  create  the  needed  mix . 

Third,  the  funds  can  be  deployed  where  the  need  is  greatest 
as  determined  by  the  knowledge  of  housing  markets  which  HFAs 
possess.  As  the  cost  of  various  factors  comprising  the  mix  of 
essential  project  ingredients  changes,  the  amount  and  use  of  the 
fimds  must  and  can  be  altered  to  meet  the  new  situation. 

Finally,  the  essential  goal  of  leverage  is  achieved.  A  well 
placed  dollar  can  attract  additional  public  resources,  whether  in 
the  form  of  land  grants,  infrastructure,  direct  cash,  tax 
abatements,  or  technical  resources.  This  combination  of  public 
resources  can  in  turn  attract  private  capital  which  would 
otherwise  go  elsewhere. 


28 


230 


277 


A  new,  innovative  federal  housing  program  initiative,  such 
as  the  Housing  Aflfordability  Fund  pro-am  refeiAv-d  to  earlier, 
that  adheres  to  the  above  principles  should  be  created.  The 
proposed  program  involves  two  basic  elements:  a  major  formula 
driven  flexible  housing  funding  program  for  states,  and  a 
"challenge"  supplement  that  awards  additional  funds  to  states 
committing  their  own  resources  and  imdertaklng  innovative 
programs. 

Housing  Affordabilify  Fund 

The  concept  behind  the  Housing  Affordability  Fund  initiative 
is  simple  and  familiar,  having  been  used  by  federal/state 
partnerships  across  the  whole  spectrum  of  program  areas.  An 
annual  appropriation  from  a  minimum  five  year  program 
authorization  is  made  to  each  state  based  on  a  formula  that 
considers  both  economic  feictors  and  housing  needs.  The  formula 
is  created  to  achieve  a  fianding  balance  between  predominantly 
rural  and  urban  states. 

Application  of  the  funds  should  be  restricted  to  low-  and 
moderate-income  housing  efforts.  When  used  to  expand 
homeownership  opportunities,  the  funds  must  be  limited  to 
households  eligible  to  participate  in  the  MRB  program,  v;hile 
those  used  for  rental  programts  must  conform  to  project-based 
MFDB  and  LIHC  program  targeting. 

Depending  on  financing  vadables  and  state  approval. 
Housing  Affordability  Program  dollai's  can  be  used  in  tandem 
with  any  of  the  tax-exempt  housing  bond  programs,  the  Low 
Income  Housing  Credit,  state  housing  programs,  or  other  direct- 
funded  federal  programs.  When  used  together,  the  combination 
of  resources  would  enable  a  deeper  subsidy  to  be  provided  as  a 
means  of  expanding  homeownership  and  affordable  rental 
housing  opportunities  to  the  lowest  income  households. 

Eligible  uses  should  include  at  a  minimum  and  not  be  limited 
to:  new  construction,  acquisition,  or  rehabilitation  financing 
involving  interest  write-downs,  down-payment  grants,  second 
mortgage  loans  with  deferred  payments,  and  credit 
enhancements.  Among  other  potential  uses  are:  reducing  rental 
development  costs,  and  providing  project-based  rental 
assistance. 
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'Challenge'  Grant  Funding 

Augmenting  the  base  Housing  Affordability  Program 
funding  would  be  a  supplemental  fund  awarded  by  the  federal 
government  to  states  on  the  basis  of  innovative  state  housing 
program  Initiatives,  special  housing  needs,  or  the  contribution  of 
state  cash  resources  to  housing  efforts  • . .  such  as  the  creation  of 
housing  trust  funds,  direct  appropriations,  or  state  agency 
revenues. 

The  challenge  grant  must  also  be  used  to  respond  to  the 
special  housing  needs  that  exist  in  poor  states  or  regions,  arising 
from  disproportionately  low  median  Incomes,  pockets  of  poverty 
or  the  effect  of  localized  economic  problems. 

Demonstration  Program  * . .  State  Housing  Rnance  Agencies  and 
the  Farmers  Home  Administration 

A  demonstration  program  is  proposed  that  Incorporates 
the  use  of  coordinated  and  combined  resources  to  meet  national 
housing  policy  goals.  CSHA  recognizes  the  essential  roJe  FmHA 
plays  and  recommends  that  it  remain  an  Independent  program 
vehicle.  To  facilitate  the  goal  of  cooperation,  a  demonstration 
program  involving  state  HFAs  and  the  Farmers  Home 
Administration  is  recommended  as  an  opportunity  to  combine 
the  strengths  of  two  program  delivery  vehicles  for  a  greater 
impact  on  rural  housing  programs.  The  Farmers  Home 
Administration  has  played,  and  continues  to  play,  an  effjctiive 
role  In  improving  rural  housing  through  both  homeownershlp 
and  rental  programs.  An  extensive  network  of  field  offices  provide 
a  critical  resource  for  implementing  these  programs. 

Such  homeownershlp  programs  as  Section  502  (Home 
Ownership  Loans).  Section  504  (Low  Income  Repair  Loans  and 
Grants),  and  Section  533  (Housing  Preservation  Grants)  are 
administered  by  FmHA.  Section  533  (Housing  Preservation 
Grants),  and  Section  515  (Rural  Rental  Housing)  are  important 
means  for  producing  and  maintaining  rural  rental  housing. 
Importantly,  the  powerful  coalition  that  has  kept  FmHA 
programs  alive  during  the  past  several  years  of  budget  cuts 
would  probably  dissipate  should  the  programs  be  folded  Into  an 
all-purpose  block  grant. 
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State  housing  finance  agencies  can  augment  FtnHA  in 
several  ways.  HFA  staffs  offer  many  skills  that  can  augment 
those  possessed  by  agriculturally  trained  FmHA  staff  including: 
loan  application  processing;  underwriting;  loan  servicing; 
appraisal;  annual  recertiflcation  of  tenant  assets,  income,  and 
family  composition;  disbursing  loan  funds;  pre-  and/or  post- 
application  counseling;  collecting/disbursing  escrow  funds  for 
taxes  and  Insurance;  and  coordinating  all  possible  resources, 
including  the  Low  Income  Housing  Tax  Credit. 

The  proposed  demonstration  program  would  create  a  "fast 
track"  processing  mechanism  for  the  515  program.  ,In  addition, 
HFAs  would  provide  financial  services  to  FmHA  offices  which 
would  "originate"  homeowner  loans. 

Many  of  these  services  have  been  provided  by  FmHA  at 
federal  expense,  thereby  enhancing  the  ability  to  ser/e  very  low- 
income  families,  HFAs  would  need  to  retain  this  feature  in  their 
involvement. 

Current  Congressional  Initlcitives 

Three  important  Congressional  initiatives  can  be  used  with 
other  federal,  state,  and  local  resources.  These  deserve 
implementing. 

Nehemiah  Plan 

The  current  housing  authorization  bills  imder  deliberation 
by  Congress  would  expand  upon  an  ambitious  homeownership 
program  that  produced  1,000  of  the  proposed  5,000  single  family 
homes  in  East  Brooklyn,  New  York.  Funding  is  made  available  to 
non-profits  which  provide  loans  to  families  purchasing  homes 
constructed  or  substantially  rehabilitated  according  to  program 
guidelines.  In  some  communities,  homes  under  this  program  are 
affordable  by  families  earning  as  little  as  $15,000  per  year,  and  in 
almost  all  commtmities,  are  within  reach  of  families  earning 
$20,000  per  year. 

Components  of  the  program  include:  non-federal  public/ 
private  contributions  of  land,  non-federal  public /private  financial 
or  in-kind  assistance,  use  of  construction  methods  which  reduce 
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the  costs,  involvement  of  local  residents  in  the  planning,  and 
locating  the  program  in  areas  of  social/  economic  blight.  Hie  State 
of  New  York  Mortgage  Agency  provides  mortgage  money  for  the 
Nehemiah  project. 

Individual  Home  Account . . .  the  Homebuvrer  "IRA'* 

Recognizing  that  vjith  limited  disposable  incomes,  young 
families  are  unable  to  amass  sufficient  funds  to  make  the  down- 
payment  and  pay  the  closing  costs  on  a  home.  Congress  has 
considered  creating  "Individual  Home  Accounts"  modeled  after 
Individual  Retirement  Accoimts  (IRAs).  Recently.  Senator 
Dennis  Deconclni  (D-Az)  introduced  legislation.  S  1534.  to 
exempt  from  tax  liability  up  to  $2,000  per  year  if  set  aside  in 
special  savings  accounts  exclusively  for  purchasing  n  first  home. 
A  limit  of  $20,000  would  established  for  the  ^ccoimt.  This 
program  would  benefit  any  household  that  has  a  tax  liability  and 
would  encourage  the  type  of  savings  which  are  difficult  to  amass 
^en  disposable  incomes  are  limited. 

HUD  Distressed  Project  Demonstration 

Section  166  of  HR  4  currentty  before  Congress  proposes  a  3  year 
HUD  demonstration  program  regarding  the  disposition  of 
distressed  HUD  held  properties.  The  section  stipxilates  that  HI  D 
provide  the  Massachusetts  Housing  Finance  Agency  with  the 
option  to  provide  the  long-term  financing  on  any  properties  in 
Maiisachusetts  it  plans  to  sell.  Through  this  mechanism  MHFA 
could  gain  oversight  of  these  properties  to  insure  their  successfal 
rehabilitation  and  management.  The  approach  offiers  an  ability  to 
maintain  valuable  low-income  rental  housing  stock.  As  has  been 
already  suggested.  CSHA  recommends  that  Congress  should 
expand  this  demonstration  program  nationwide. 


ERIC 


2.94 


281 


I  Buitdlng  Upoi:  The  Exls»ng  Program  Founoanon 

In  spite  of  federal  funding  reductions  and  new  volume  and 
targeting  restraints  on  tax-exempt  housing  bonds,  a  foundation 
comprising  of  existing  programs  exists  to  bolster  the 
recommended  new  programs  Initiative.  These  resources  are 
essential  to  meeting  the  nation's  housing  gosds.  Yet  if  the 
optimum  impact  from  them  is  to  be  achieved,  they  must  operate 
imder  the  basic  principles  described  in  Section  3.  Frequently, 
this  approach  coiifllcts  with  natural  tendencies  to  view  individual 
programs  In  isolation.  Yet  the  potential  impact  of  carefully 
combined  and  targeted  public  resources  cannot  be  ignored. 
Private  resources  w5l  not  be  brought  to  bear  on  many  of  housing 
problems  unless  sufficient  public  resources  are  present. 

The  federal  policy  efforts  should  pay  careful  attention  to 
how  certain  existing  federal  programs  are  deployed,  or  the 
potential  Impact  of  new  program  initiatives  such  as  the  Housing 
ABfordabillty  Fund  approach  will  be  squandered.  These  programs 
operate  within  the  three  avenues  through  which  public  resources 
have  traditionally  been  brought  to  bear  on  housing  problems.  Of 
central  Importance  to  HFAs  are  the  tax  expenditure  programs. 
Mortgage  Revenue  Bonds,  Multlfamlly  Development  Bonds,  and 
the  Low  Income  Housing  Tax  Credit.  The  Rental  Assistance 
program,  with  which  many  HFAs  are  involved,  provides  essential 
access  to  private  housing  for  very  low-income  households  and 
has  unrealized  potential.  HFA  involvement  with  federal  mortgage 
credit  support  mechanisms  is  long-standing.  When  these 
programs  fimction  smoothly,  HFA  lending  programs  tend  to  do 
likewise.  The  other  federal  mortgage  martet  support  vehicle,  the 
secondary  market  Institutions,  are  becoming  increasingly 
involved  with  HFAs  in  meeting  their  public  ptirpose. 

In  view  of  the  extensive  relationship  between  existing  federal 
programs  and  HFAs,  CSHA  is  compelled  to  present  detailed 
recommendations  for  improving  these  programs.  As  the 
national  housing  policy  and  implementation  discussions 
proceed,  more  detailed  examination  of  each  will  be  needed. 
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Housing  Bonds  and  the  Publfo  Purpose 

Certain  tax-exempt  bond  changes  in  1986  adversely 
affected  both  Mortgage  Revenue  Bonds  (MRBs)  and  Mtdtifamily 
Development  Bonds  (MFDBs).  Those  changes  thwarted  the 
historic  role  these  programs  played  in  implementing  national 
housing  policy.  Recognizing  the  "public-purpose"  nature  of  these 
bonds  and  the  presence  of  policy-based  targeting  provisions, 
special  treatment  is  warranted. 

CSHA  recommends  the  following  revisions  to  the  basic  tax- 
exempt  housing  bond  legislation. 

^  Remove  alternative  minimum  tax  (AMT)  .  .  .  the  one- 
third  to  two-third  percentage  points  AMT  adds  to  the 
mortgage  interest  ultimately  borne  by  the  family 
which  the  program  seeks  to  help,  exacerbating  their 
affordability  problem.  As  a  result,  AMT  works  against 
the  targeting  goals  of  the  1986  tax  reform  act  at  a  time 
when  use  for  lower  income  households  is  mandated. 

>  Current  refundlngs  .  .  .  managing  bond  proceeds  and 
cash  flow  from  outstanding  mortgages  is  soimd  fiscal 
practice.  Current  refundlngs  provide  a  means  to 
preserve  the  financial  integrity  of  the  program  without 
increasing  the  amount  of  tax-exempt  debt  out- 
standing. This  capability  should  be  preserved  when 
the  MRS  sunset  date  is  removed. 

4-  Arbitrage  .  .  .  Limits  on  the  use  of  bond  proceeds  are 
needed  to  arrest  potential  abuse  of  the  tax-exempt 
resource.  Yet  earnings  on  invested  Idle  bond  proceeds 
should  not  be  constrained  if  the  fimds  can  be 
channeled  for  public  use.  Needed  changes  to  arbitrage 
provisions  include: 

1)  removing  restrictions  on  the  investment  of  bond 
proceeds  in  non-mortgage  instruments  ("non-purpose 
investments"  under  the  1986  Code); 

2)  expanding  the  "temporary  period"  for  MRB 
proceeds  tintil  used  to  allow  investments  at  a"mutually 
higher"  yields;  and 
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3)  removing  restrictions  on  state  or  agency 
contributions  to  bond  programs  invested  along  with 
bond  proceeds. 

The  funds  generated  from  arbitrage  earnings  should 
then  be  directed  to  program  purposes. 

Federal  Secondary  Market  Support  for  Homeownership  and 
Rental  Housing 

Fannie  Mae.  Ginnie  Mae,  and  Freddie  Mac 

FNMA  provides  a  secondary  market  conduit  for  single 
family  loans  with  a  public  mandate  to  assist  moderate-income 
homebuyers.  Currently,  efforts  are  underway  to  "privatize" 
FNMA  and  FHLMC.  By  im'    nation,  privatization  implies  that  no 

longer  a  public  purpose  rci  Jns  for  these  organizations  to  serve. 

Yet  declining  homeownership  and  the  increasing  difficulty  of  the 
private  mortgage  industry  in  serving  the  first-time  homebuyer 
market  in  many  geographic  areas  dispel  this  notion.  Contlntiing 
participation  in  tiie  secondary  markets  by  institutions  having  a 
public  purpose  mandate  remains  as  essential  today  as  in  the 
past.  Moreover*  it  is  difficult  to  discern  what  is  gained  by  cloaking 
FNMA  and  FLHMC  in  the  mantle  of  "privatization." 

GNMA  also  serves  an  essential  role  in  providing  capital  for 
VA  and  FHA  supported  mortgages.  Nothing  should  be  allowed  to 
diminish  this  capability. 

These  institutions  have  not  impeded  the  on-going  develop- 
ment of  an  active  private  secondary  market  industry,  but  have 
served  to  augment  private  activity.  Recognizing  their  valuable 
rde,  CSHA  recommends: 

^     Public  mandate  for  FNMA  and  FLHMC  . . .  continuation 
is  essential. 

^     GNMA  fees  .  .  .  recover  only  the  cost  of  services 
provided. 

-f     Relationship  with  HFAs  .  .  .  HFAs  approved  as  sellers/ 
servicers. 
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Homeov/nershfp  Program  Improvements 

MortaggQ  f?QVQnuQ  Bonds 

Mortgage  Revenue  Bonds  (MRBs)  are  directed  to 
households  with  income  not  in  excess  of  115  percent  of  state  or 
area  median,  and  in  targeted  areas  not  in  excess  of  140  percent  of 
state  or  area  median.  Purchase  prices  on  homes  are  limited  to  90 
percent  of  the  area  median  and  1 10  percent  in  targeted  areas. 

MRBs  have  faced  almost  continuous  imcertainty  over  the 
past  sevenjyrears.  The  voliime  of  bonds  which  may  be  issued  is 
now  limited  and  strict  targeting  restraints  imposed.^  Moreover, 
the  program  has  been  subject  to  imminent  "sunset"  throughout 
this  period.  This  tmfortunate  situation  has  diminished  the 
effectiveness  of  the  program,  since  continuity  is  critical  in 
working  with  mortgage  lenders,  builders  and  real  estate 
professionals.  Moreover,  it  has  inhibited  the  ability  of  housing 
finance  agencies  to  deliver  a  continuous  stream  of  capital  to 
prospective  first-time  homebuyers. 

CSHA  recommends  the  following  improvements  to  the  MRB 
program. 

^  Elimination  of  the  Sunset  on  use  of  MRBs  ...  1)  the 
program  is  proven  and  2)  imder  the  volume  cap,  states 
deserve  discretion  in  directing  a  portion  of  this 
resource  toward  homeownership 

^  Improve  MRB  targeting  .  .  .  two  essential 
improvements  are  needed.  1)  The  process  for 
calculating  "Safe-Harbor  Purchase  Prices"  must  be 
changed.  Larger  samples  should  be  gathered  more 
frequently  gather  .  A  streamlined  appeals  process 
must  be  established,  with  the  option  for  state  to 
compile  their  own  data  according  to  a  Treasury 
approved  process.  2)  High  cost  areas  should  be  given 
an  option  in*  lieu  of  using  state  or  median  incomes  to 
determines  income  eligibility  using  "reasonable 
underwriting  standards"  and  an  interest  rate  one 
percent  below  the  Federal  Home  Loan  Bank  Board 
contract  mortgage  rate  for  the  preceding  month  to 
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calculate  the  maximum  allowable  income  for 
participants  purchasing  the  Safe-Harbor  Purchase 
Price  Home  under  the  MRB  program. 

4-  For  designating  targeted  areas  ,  ,  ,  only  residential 
areas  should  be  Included. 

^  Redefine  *T?esidence"  ...  to  include  new  construction  of 
2  unit  buildings,  allowing  the  purchaser  to  rent  the 
additional  unit. 

^     Provide  exceptions  to  the  3  year  rule  . . .  for: 

1)  single  heads  of  household  "vvhere  recent  divorce  or 
death  of  spouse  caused  the  loss  of  the  home; 

2)  elderly  owners  purchasing  a  smaller,  less 
expensive  home  to  free  equity  for  living  expenses; 

3)  households  displaced  due  to  economic  distress. 

^  Create  a  sbc-month  cure  period  for  handling  ineligible 
borrowers  ...  as  an  option  {for  agencies  who  have  no 
five  percent  "bad  money"  portion  of  bond  proceeds 
remaining)  to  avoid  placing  the  tax-exempt  status  of 
the  bond  in  Jeopardy. 

MortgociQ  Credit  Certiflcntm  rMp^-^ 

MCC  program  is  currently  used  in  many  states  to 
complement  the  MRB  program.  While  limited  in  its  ability  to 
provide  a  conduit  for  capital  to  the  difficult  first-time  homebuyer 
market,  MCCs  are  nonetheless  an  attractive  subsidy  vehicle. 

For  MCCs,  CSHA  recommends  that: 

^     Sunset  . . .  be  eliminated  for  MCCs. 

4^  Consistency  with  MRBs  ...  the  MCC  program 
guidelines  should  be  consistent  with  the  MRB 
program. 

^  To  reach  the  lowest  Income  families  -  allow  MCCs  to  be 
used  in  tandem  with  MRBs 
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Veterans  Mortqaqe  Bonds 

Veterans  mortgage  bonds  are  used  in  five  states  to  assist 
veterans  in  becoming  homeowners,  CSHA  recommends: 

♦  Continued  availability  to  previous  users  •  •  •  in  those 
states  using  these  bonds,  the  bonds  should  be  treated 
in  the  same  manner  as  MRBs  to  provide  for  expanded 
homeownership. 

FHA  Mortgage  InsuronceA/A  Guaranty 

FHA  credit  support  is  limited  to  single  family  home 
ptirchases  of  $67,500  or  less,  except  in  high  cost  areas,  while  the 
VA  will  cover  60%  of  a  loan  up  to  $27,500  exposure.  These 
programs  provide  opportunities  for  homeownership  and 
contributed  for  over  forty  years  to  increasing  homeownership. 
Their  value  is  virtually  unque&aoned.  Yet  recent  developments 
erode  ihe  effectiveness  of  the  programs, 

FHA  recently  tightened  imderwritlng  criteria  on  loans 
thereby  denying  opportunities  to  p^x)ple  who  in  the  past  would 
have  benefitted  firom  the  profjcBm. 

Moreover,  in  periods  when  the  pace  of  mortgage  activity 
quickens,  malor  processing  back-logs  have  occurred,  occasionally 
grinding  the  first-time  homebuyer  market  to  a  halt 

Finally,  fees  have  been  attached  recently  to  VA  loans.  These 
fees  adversely  impact  upon  affordability  to  households  having 
the  greatest  problem.  The  federal  government  should  stop 
looking  to  the  programs  for  additional  revenue,  using  fees  only  to 
cover  costs, 

CSHA  recommends  the  following  improvements  to  federal 
credit  support  programs, 

4  FHA  underwriting  ,  ,  ,  a  return  to  traditional 
underwriting  standards  and  an  emphasis  on  the 
young  homebuyer, 

4  State  HFAs  as  designated  underwriters  ,  ,  ,  State 
Housing  Finance  Agencies  who  underwrite  loans 
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should  receive  automatic  designated  underwriter 
status  for  FHA  insurance  and  VA  guarantees  on  MRB 
loans  subject  to  reasonable  standards 

♦     No  VA  user  fees  .  .  .  current  VA  user  fees  should  be 
cancelled. 

Rental  Housing  Program  Improvements 

Two  primary  tax  expenditure  vehicles  exist  to  encourage 
rental  housing  production,  the  Multifamily  Development  Bond 
and  the  Low-Income  Housing  Tax  Credit.  The  Tax  Refonn  Act  of 
1986  created  the  latter,  and  increased  the  targeting 
requirements  on  the  former.  The  ability  of  the  Low-Income 
Housing  Tax  Credit  to  stimulate  private  sector  involvement  in 
rental  bousing  production  is  not  being  resdlzed,  while  the 
Multifamily  Development  Bond  capability  has  been  severely 
impaired  through  unworkable  program  restrictions. 

Muldfamilv  Development  Bonds 

Multifamily  Development  Bonds  (MFDBs)  have  a  proven 
record  of  effectiveness  in  producing  low-income  rental  units 
where  otherwise  they  would  not  have  been  produced.  In  the  1986 
Tax  Act,  MFDBs  were  placed  under  the  uniform  state  tax-exempt 
volume  cap.  More  stringent  targeting  requirements  were 
enacted,  along  with  the  Alternative  Minimum  Tax,  arbitrage,  and 
current  refunding  provisions.  Limitations  on  the  cost  of 
issuance  make  it  diflacult  to  finance  legitimate  costs.  In  its  efforts 
to  improve  the  program.  Congress  effectively  removed  the 
incentives  for  private  developers  to  include  low-income  units  in 
their  projects. 

Since  passage  of  the  Act,  the  level  of  MFDB  activity  has 
declined  dramatically.  National  construction  indicators  continue 
to  reflect  an  appreciable  level  of  rental  housing  production. 
However,  the  ordy  low-income  rental  housing  being  financed  is 
that  which  was  in- the  "pipeline"  prior  to  tax  reform  In  view  of  the 
rental  housing  trends  discussed  earlier,  it  is  clear  that  Congress 
went  too  far  in  imposing  limitations  on  the  use  of  these  bonds. 
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To  breathe  new  life  Into  the  program  CSHA  recommends: 

4"  Income  limits  —  based  upon  state  or  area  median  to 
accommodate  rural  area  projects. 

4"  Aflfordablllty  index  used  to  designate  high-cost  areas  . . 
.  based  upon  a  numerator  equal  to  construction  and 
land  costs,  the  state  or  area  median  Income  as  the 
denominator. 

4-  Recertlficatlon  ...  on  a  biannual  basis  to  reduce  an 
administrative  nightmare. 

Projects  removed  from  a  bond  issue  after  TEFRA  notice 
. . .  replaced  by  projects  under  the  same  guidelines  and 
conditions  as  the  original  subject  to  revised  public 
notice. 

Arbitrage  .  .  .  provide  the  same  option  as  with  MRBs 
that  full  excess  investment  earnings  can  be 
reimbursed  to  the  borrower  and  only  those  excess 
earning  that  might  remain  would  be  subject  to  rebate 
to  the  U.S.  Treasiny. 

4"  Use  in  meeting  special  housing  needs  .  .  .  redefine 
"residential  rental  property**  to  allow  100  percent 
elderly  or  handicapped  projects  without  requiring  fijll 
kitchen  and  bathroom  facilities  and  for  "single- 
occupancy  hotels." 

4"  Removing  family  size  adjustments  for  100%  elderly 
and  congregate  care  projects. 

Low-Income  Housing  Tax  Credit 

Historically,  Congress  has  recognized  that  capital  is  not 
attracted  to  low-income  housing  production  without  some 
economic  or  tax  stimulus.  Anticipating  that  removing  passive 
losses  against  Income  and  changes  in  depreciation  would 
adversely  affect  the  ability  of  developers  to  raise  equity  for  low- 
income  projects.  Congress  created  the  Low  Income  Housing  Tax 
Credit  (LIHC).  This  vehicle  was  Intended  to  provide  needed 
stimulus  for  private  equity  investment. 


40 


EMC 


302 


289 


As  with  any  new  program,  uncertainty  exists  within  the 
development  and  investment  community.  Yet  it  is  nonetheless 
clear  tiiat  the  economic  value  of  the  credit  is  not  high  enough  to 
achieve  the  purpose  Congress  intended  in  the  absence  of  basic 
clarifications  and  technical  changes. 

CSHA  recommends  the  following  chsmges  to  make  the 
program  more  viable: 

^  Removing  the  Sunset .  .  .  recognizing  that  in  improved 
form,  it  can  effectively  stimulate  low-income  housing 
rental  production. 

-f  Adjusting  the  Credit  rate  to  increase  value  .  .  .  because 
increased  value  is  essential  for  the  UHC  to  be  effective 
beyond  small,  heavily  subsidized  projects,  one  of  the 
following  options  should  be  enacted. 

1)  increase  the  Credit  rate  tied  to  imits  to  a  level 
needed  to  make  the  project  feasible  imder  standard 
underwriting  scrutiny,  regardless  of  the  type  of 
financing  used 

2)  fix  the  Credit  rate  at  lower  than  current  Irvds,  but 
apply  it  across  the  entire  project  basis 

3)  shorten  the  credits  life  to  as  few  as  five  years  to 
raise  the  equity  needed  during  construction  and  lease- 
up,  to  avoid  deep  discoimting  of  the  credit  when 
syndicated,  and  to  avoid  additional  financing  costs, 
while  retaining  the  15  year  holding  period 

Unlimited  cany  forward  if  stmset  not  eliminated 

4^     One  year  carry-forward  . . .  applied  in  two  cases: 

1)  for  any  state  allocation  not  used  in  a  calendar 
year,  and 

2)  for  projects  which  were  not  completed  in  the 
expected  year  due  to  unforeseen  and  imavoidable 
circumstances 
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4*     Income  limits  based  on  higher  area  or  state  limits 

4-  Placed-in-service  . . .  For  purposes  of  the  credit  agencies 
actually  making  allocations: 

1)  new  construction  of  a  building  (project  if  the 
regulations  are  changed)  •  .  .  date  the  first  unit  is 
available  for  occupancy  (Generally,  that  date  would  be 
indicated  by  a  certificate  of  occupancy  and  occasionally 
by  a  temporary  certificate  of  occupancy.  For  purposes 
of  determining  eligible  basis,  however,  the  cost  of 
legitimate  construction  period  expenses  incurred  after 
the  "placed  in  service"  date,  should  be  allowed.) 

2)  acquisition  of  an  occupied  existing  project . . .  date 
of  acquisition 

3)  substantially  vacant  or  being  vacated  for 
substantial  rehabfiitation  by  the  new  owner  .  .  .  when 
the  first  rehabilitated  imit  becomes  available  for 
occupancy 

4)  rehabilitation  of  project  "systems"  (heating, 
electrical,  etc.)  not  requiring  tenant  relocation  . .  •  at  the 
time  of  completion  of  the  rehabilitation  work 

4"  Setting  the  date  of  Allocation  •  •  •  (for  administrative 
rather  than  tax  purposes)  the  date  at  which  the  entire 
project  can  be  said  to  be  placed-in-service  rather  than 
requiring  separate  allocations  to  be  applied  to  each 
individual  building  in  a  project. 

>  Ten  year  waiver  .  .  ,  include  federally  assisted  HFA 
financed  projects,  not  insured  by  FHA,  in  the  section 
on  waiver  of  the  10  year  placed  in  service  requirements 
for  credit  eligibility. 

1)  HFAs  allowed  to  designate  distressed  projects  for 
purposes  of  the  waiver. 

2)  allow  use  of  the  waiver  for  projects  where 
prepayment  is  Imminent. 
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^     Elderly  housing . . ,  fecilltate  participation  by: 

1)  deleting  the  term  "retirement  home"  from  the  list 
of  housing  not  eligible  for  the  credit 

2)  removing  family  size  adjustments  for  100% 
elderly  and  congregate  care  projects. 

Rental  Assistance 

The  Section  8  Existing  program  is  a  primary  vehicle  for 
serving  households  with  incomes  less  than  50  percent  of  area 
median.  Through  Section  8,  critically  needed  rental  assistance  is 
provided  to  low  income  families  and  it  h£is  proven  its  effectiveness 
in  maldng  rental  homes  affordable  to  low-income  tenants.  Yet  an 
Important  problem  plagues  this  program  which  can  be  readily 
addressed  and  can  dramaticalfy  increase  its  efifectiveness. 

Administering  separate  {although  similar)  voucher  and 
certificate  programs  is  both  confusing  and  inefficient.  By 
combining  tiie  two  into  one  *Tiybrid"  rental  assistance  program, 
with  unified  guidelines,  productivity  would  be  vastly  improved. 
The  program's  goals  and  objectives  would  remain  the  same. 

CSHA  recommends  combining  Certificates  and  Vouchers. 

>     Creating  a  "Hybrid"  Rental  Assistance  Program  .  .  . 
based  upon  an  improved  format  that  includes: 

1)  claim  procedures  as  outlined  imder  the  voucher 
program 

2)  funding  reservations  5  times  115  percent  of  the 
estimated  first  year's  actual  subsidy  expenditure 
(calculated  on  Payment  Standard  for  each  bedroom 
size  minus  the  estimated  tenant  contribution  at  30 
percent  of  area  median),  plus  estimated  administrative 
fee.  Any  excess  to  be  credited  to  Housing  Voucher 
Subsidy  or  Fee  Reserve  Fimd,  to  cover  increased 
program  costs,  or  to  assist  more  families 
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3)  each  Annual  Contributions  Contract  (ACC)  to 
have  a  term  of  15  years 

4)  Voucher  Payment  Standard  concept  used  to 
determine  amount  of  subsidy  provided  to  family  and 
paid  directly  to  landlord 

5)  after  initial  contract,  Comparables,  Fair  Market 
Rent  limits.  Exception  Rents,  and  Annual  Adjustment 
Factor  (AAF),  would  all  be  eliminated  CThese  don't  exist 
In  the  voucher  program,  which  allows  families  to 
determine  the  amount  of  rent  they  are  willing  to  pay, 
thereby  allowing  them  greater  choice  in  the  housing 
market.) 

>  Section  8  and  emergency  and  transitional  housing 
programs  for  the  homeless  .  ,  •  allowing  a  family  to 
move  directly  from  transitional  housing  to  permanent 
Section  8  (perhaps  even  remaining  in  the  same  unit  if 
the  landlord  is  willing).  (Entering  by  separate  waiting 
Ust  on  a  first  come  first  serve  basis,  families  accepted 
into  the  program  are  automatically  placed  on  the 
Section  8  waiting  list  for  future  permanent  status.) 

FHA  Co-Insurance 

The  FHA  Co-Insurance  program  provides  an  attractive 
vehicle  for  supporting  Multifamlly  rental  projects.  Currently  only 
one  state  HFA  has  received  final  approval  to  work  with  HUD  as  a 
co-insurer  of  new  and  existing  rental  projects.  Once  approved  as 
a  co-Insurer,  agencies  assume  the  responsibilities  of  the  HUD 
Field  Office  in  underwriting  mortgage  loans  as  well  as  those 
responsibilities  of  an  FHA-approved  mortgagee.  In  exchange  for 
authority  to  underwrite,  service,  manage  and  dispose  of 
property,  the  approved  mortgagee  asstmies  responsibility  for  a 
portion  of  any  Insurance  loss  on  the  co-insured  mortgage.  The 
lender  is  allowed  to  retain  a  share  of  the  insurance  premlimis  as 
compensation  for  asstmiing  a  portion  of  the  risk. 

Although  one  additional  state  HFA  is  nearlng  the  final 
approval  stage  as  a  co-insurer,  it  is  unlikely  that  many  other 
states  will  participate  tmtil  some  program  modifications  are 
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made.  These  have  been  discussed  with  HUD's  Co-insurance  staff 
on  various  occasions  and  revolve  around  two  basic  premises: 

1)  state  HFAs*  proven  track  record  of  successful 
Multifamity  project  underwriting 

2)  HFAs'  traditionally  private  sector  involvement 
including  contracts  for  professional  services  such  as 
appraisals  as  an  alternative  to  costfy  "staflBng-up" 

CSHA  recommends  the  following  to  increase  HFA  participation  in 
the  co-insurance  program. 

>  HFAs  approved  to  co-insurer  if  performance  standards 
are  met .  . .  HUD  must  be  more  flexible,  respecting  each 
agency's  individual  operating  procedures,  rather  than 
bureaucratically  imposing  one,  federally  determined 
processing  structure.  For  those  states  ascribing  to 
standard  and  proven  imderr;"^ting  criteria,  HUD 
should  not  require  systemic  changes. 

The  Assisted  Rental  Inventory  Problem 

Rental  housing  projects  developed  in  the  late  sixties  and 
early  seventies  with  contracts  for  long-term  federal  assistance 
are  reaching  a  point  where  the  mortgage  may  be  prepaid  and  the 
project  lost  from  the  assisted  inventory.  Approximately  650,000 
of  these  low-income  rental  tmlts  were  produced  and  financed 
under  the  Section  221(D)(3)  BMIR  and  Section  236  programs.  A 
portion  of  these,  perhaps  as  high  as  one-third,  will  have  an 
economic  advantage  to  prepay  their  mortgage  as  their  20  year 
subsi(fy  contract  terms  or  Icck-ln  periods  expire. 

Based  on  surveys,  state  housing  finance  agencies  were 
involved  in  the  financing  of  118,000  Section  236  and  later 
243,000  Section  8  units.  Without  more  precise  numbers,  the 
current  understanding  of  the  potential  magnitude  of  the 
emerging  prepayment  problem  is  limited. 

It  may  be  assumed  that  assisted  projects  will  fall  into  one  of 
three  categories: 

1)  those  projects  which  are  economically  attractive 
and  could  return  a  substantial  profit  to  tiie  current 
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owner  through  sale  and/or  conversion  to  a  market  rate 
development; 

2)  those. projects  which  are  subject  to  sxifflcient 
economic  and  market  imcertainty  that  the  feasibility 
of  pre-payment  remains  questionable: 

3)  those  projects  which  are  in  economic  distress, 
not  in  the  market  for  conversion,  but  could  benefit 
from  refinancing  and  the  infusion  of  additional  capital. 

Another  issue  which  is  even  less  well  tinderstood  than 
prepaymeiits  is  that  of  the  maintenance  and  repair  needs  of 
projects  which  will  remain  in  the  inventory  throughout  the  40 
year  term.  Although  some  of  the  cost  pressures  of  recent  years 
are  easing  a  bit,  these  projects  are  aging.  Financing  their  repair 
and  renovation  wHl  require  creativity,  because  the  cost  will  be 
significant. 

The  tax  code  provisions  which  once  allowed  for  changes  in 
ownership  from  non-profit  to  limited  dividend  partnership  for 
financing  repairs  are  no  longer  available.  This  mechanism  was 
traditionally  used  to  fund  needed  physical  repair  to  aging 
projects  and  to  those  in  economic  difficulty. 

Implications  of  the  existing  assisted  inventory  problem  are 
only  now  beginning  to  be  imderstood.  As  a  policy  issue,  the 
problem  requires  a  patient,  longtterm  commitment. 

CSHA  recommends  a  balanced  approach  that  attends  both 
to  the  needs  of  tenants  and  the  opportunities  to  keep  the  projects 
in  the  assisted  inventory. 

^  To  protect  tenants  . . .  those  below  80  percent  of  median 
Income  who  are  being  displaced  should  be  assisted  in 
find''  J  comparable  replacement  housing  afibrdable  at 
30  percent  of  Income  and  receive  rental  assistance  as 
needed.  (CSHA  urges  caution  in  imposing  restrictions 
that  require  projects  to  remain  low-income  in 
perpetuity.  Such  a  "permanent  fix"  may  be  simplistic 
and  not  viable  in  the  long-^erm.  A  more  flexible 
approach  must  be  taken.  The  availability  of  affordable 
housing  is  the  key  to  the  problem.) 
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4^  For  owners  who  otherwise  would  opt-out  of  their 
contracts  .  .  .  make  available  an  array  of  incentives  to 
facilitate  a  flexible,  cost-effective  approach,  allowing 
negotiation  with  individual  owners  based  on  the 
character  and  needs  of  individual  projects,  and 
specifying  a  time  period  during  which  the  incentives 
'wm  be  made  a\^illable  to  encourage  their  use. 

Carefully  crafted  incentives  .  . .  allow  use  of  MFDBs  and 
the  Credit  in  refinancing  assisted  projects  or  financing 
projects  to  house  displaced  tenants,  without  being 
subject  to  state  volume  limitations.  Other  tax 
incentives  should  include:  tax  forgiveness  for  projects 
remaining  as  low-income,  a  return  to  passive  losses, 
maintenance  and  enhancement  of  the  low-income 
housing  credit,  and  a  return  to  prior  depreciation 
assumptions.  Non-tax  incentives  should  include: 
increasing  owner  dividends,  increasing  rents  in 
certain  situations,  increasing  access  to  reserves,  and 
allowing  for  refinancing  or  subordinate  financing. 

>  A  public-private  partnership  ...  in  financing, 
developing  and  managing  affordable  rental  housing 
including,  but  not  exclusivefy  involving  public  (and  or 
non-profit)  ownership.  State  and  local  agencies  can 
define  local  market  needs,  and  primaiy  and  secondaiy 
lenders  can  facilitate  negotiations  involving  their 
interests  in  mortgage  contracts.  The  federal 
government,  however,  must  retain  primary  financial 
responsibility,  using  its  resources  to  leverage  state, 
local,  and  private  resources. 
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I.  Foreword 


The  Housing  Assistance  Council,  Inc.  (HAC)  Is  a  national 
nonprofit  housing  organization  whose  mission  Is  to  promote 
decent  housing  for  low-income  rural  households.    Since  Its 
formation  In  1971  HAC  has  worked  to  Improve  and  Increase  the 
delivery  of  decent,  safe  and  sanitary  housing  to  rural  elderly, 
handicapped  and  low-Income  families.    In  addition  to  assisting 
local  organizations  gain  access  to  and  use  rui*al  housing 
financing,  HAC  has  been  directly  responsible  for  many*  , 
Improvements  In  the  Farmers  Home  Administration  (FmHA)  rural 
housing  programs.    Among  these  are  rural  rental  assistance  and 
targeted  allocations  of  rural  housing  funds  to  states.  Unlike 
some  organizations  with  a  strong  Interest  and  commitment  to  rural 
housing,  HAC  exists  only  to  assist  low-Income  rural  consumers, 
with  particular  emphases  on  minorities,  American  Indians,  and 
farmworkers , 

We  believe  that  the  call  by  the  Senate  Subcommittee  for 
consideration  of  change  In  the  federal  housing  programs  Is 
timely.    Much  of  the  federal  government's  current  rural  housing 
effort  Is  valuable  and  worth  preserving,  but  significant  changes 
are  needed  If  the  nation  Is  to  fulfill  Its  obligation  to  ensure 
that  all  Americans  have  opportunities  to  choose  and  live  In 
decent  and  affordable  housing. 

Rural  areas  have  unique  problems  which  can  be  satisfactorily 
addressed  only  through  programs  specifically  targeted  to  rural 
areas.    Remote  communities,  dispersed  populations,  weak 
Institutional  and  technical  support  structures,  limited  private 
credit  resources,  lack  of  sewage  and  potable  water  facilities, 
and  depressed  economic  bases  present  formidable  challenges  for 
rural  housing  development.  Like  the  equally  Idiosyncratic 
challenges  of  Inner  cities,  they  require  highly  tailored 
approaches  and  separate  treatment. 

This  paper  outlines  a  set  of  policy  requirements  to  meet 
rural  housing  needs.    It  Introduces  a  comprehensive  array  of 
program  alternatives,  designed  to  address  the  diverse  housing 
problems  of  low-Income  rural  households.    In  many  cases,  the 
.programs  proposed  here  not  only  offer  cost  advantages  over  those 
they  would  replace  but  would  also  enable  service  to  households 
with  Incomes  lower  than  those  currently  reached.    In  addition, 
they  would  foster  preservation  of  the  low-Income  housing  stock 
-  and  avoid  tenant  displacement  -  by  expanding  program 
participation  of  public  and  private  nonprofit  organizations. 

We  also  believe  that  the  time  has  come  to  change  the 
structure  of  rural  housing  delivery.    Dissatisfaction  with  the 
attitudes  and  performance  of  current  federal  programs  Is 
increasingly  widespread.    The  Department  of  Housing  and  Urban 
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Development  (HUD)  has  continually  demonstrated  the  low  priority 
it  gives  to  rural  housing  need,  as  for  example  in  its  recent 
request  to  Congress  to  waive  the  requirement  that  20  to  25%  of 
its  low-income  housing  resources  be  allocated  to  nonmetro  areas  • 
The  U.S.  Department  of  Agriculture  (USDA)»s  influence  over  the 
programs  of  the  Farmers  Home  Administration  (PmHA)  has  been 
consistently  negative. 

Accordingly,  HAG  recommends  creation  of  a  cabinet-level 
Department  of  Rural  Development  to  administer  and -carry  out  the 
programs  proposed  here*     HAC  supports  the  localized  nature  of 
PmHA»s  delivery  system,  and  has  incorporated  its  most  positive 
elements- into  the  proposed  agency.      Until  Congress  creates  such 
an  agency,  HAC  strongly  recommends  that  FinHA  administration  be 
significantly  reformed,  along  lines  suggested  in  this  paper. 

Finally,  HAC  urges  Congress  to  adopt  a  comprehensive  approach 
to  housing  low-income  rural  Americans.    The  components  of  such  an 
approach  described  in  this  paper  are  based  on  cost-saving 
principles.    However,  Congress  should  not  lose  sight  of  the  stark 
fact  that  it  costs  money  to  properly  house  people  with  limited 
incomes.      In  good  conscience,  HAC  must  implore  the  Senate 
Subcommittee  to  endorse  adequate  resources  -structural, 
programmatic  and  financial  -  to  address  rural  housing  need. 
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II •  Executive  Summary 

This  paper  proposes  a  comprehensive  approach  to  rural 
housing*  including  programs »  alternative  delivery  systems* 
potential  contributions  of  states*  and  a  new  -  or  significantly 
reformed  -  administrative  structure • 

Programs 

The  proposed  rural  housing  agenda  includes  some  existing  and 
several  new  programs.      Programs  with  proven  effectiveness*  such 
as  the  RnHA  "low.-lncome"  homeownershl  >  (S,  502)  an<?  multlfamlly 
(S«  515)  programs*  should  clearly  be  continued.    In  addition*  HAC 
proposes  several  homeownershlp  progreuns  to  replace  the  existing 
"very  low-income"  portion  of  RnHA's  S,  502  program.    To  serve 
families  earning  up  to  50%  of  area  median*  HAC  recommends  (1) 
market  rate  loans*  to  the  level  of  tf fordabllity*  combined  with 
grants  covering  remaining  capital  costs;  (2)  deferred  mortgages 
with  subsidized  Interest*  and  (3)  a  competitive^  home  ownership 
grant  program*  similar  in  design  to  the  current  housing 
preservation  grant  program  (S.533)*    (Ed.    Add  the  appended 
TurnrJcey  program?) 

Programs  and  policies  to  enhance  the  capacity  of  the 
nonprofit  sector  are  recommended  in  Sections  XV  and  V.  HAC 
believes  that  nonprofit  ownership  is  the  only  way  to  ensure  that 
assisted  housing  will  be  retained  for  its  intended  public 
purpose.      Accordingly*  this  paper  proposes  to  gradually  shift 
rural  housing  projects  to  nonprofit  operation  and  ownership. 
For  example*  it  suggests  that  20%  of  the  S.  515  appropriation  be 
set  aside  for  nonprofit  organizations  to  finance  the  capital 
costs  of  rental  housing. 

Delivery  and  Administration 

The  paper  critically  examines,  the  Farmers  Home  Administration 
(^HA)  and  recommends  a  cabinet-level  department  to  replace  it  as 
the  provider  of  direct  rural  housing  assistance.    The  proposed 
Department  of  Rural  Development  would  absorb  F^HA  and  the  rural 
resources  now  residing  in  EDA*  HUD  and  other  agencies.    The  new 
Department  would  enable  a  more  integrated  approach  to  meeting 
rural  development  needs*  and  a  fresh  initiative  in. the  provision 
of  federal  service.    Until  the  new  department  is  in  place  the 
paper  offers  alternative  recommendations  for  reform  of  RnHA  and 
its  programs*  with  provision  for    state  government  role  in 
shaping  and  augmenting  rural  housing  resources  • 

Cost 

The  programs  proposed  in  this  paper  are  designed  to  meet 
stringent  criteria  for  cost-effectiveness.    They  are  intended  to 
accomplish  (l)  maximal  use  of  low-income  housing  resources  for 
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(2)  benefits  for  the  neediest  at  (3)  the  least  possible  coat, 
through  direct  subsidies,  targeting,  and  safeguards  over  the 
long-term  use  of  the  subsidized  housing  stock. 


III.  Rural  Housing  Heed 


Poverty  continues  to  be  disproportionately  rural.  Nearly 
ever*;  persistently  poor  county  -  with  more  than  a  third  poor  In 
both  1970  and  1980  -  l.'^  outside  metropolitan  areas.  Moreover, 
rural  poverty  has  grown  from  a  low-water  mark  or  13.53C  In  1978, 
to  18.3jC  from  1983  through  1985.    although  the  recently  released 
Census  report.  Honey  Income  and  Poverty  Status  of  ?amllls  and 
Persona  In  the  United  States;  1986,  Indicates  that  ronmetrd 
poverty  declined  to  m  19b6,  Its  decline  was  slower  than  In 

metropolitan  areas  (where  poverty  dropped  from    12 .TX  In  1985  to 
12.3Jt  xn  1986).    Host  tellingly,  for  the  first  time  In  many  years 
the  poverty  rate  in  nonmetro  areas  exceeds  that  of  the  Inner 
city. 

The  extraordinarily  high  level  of  rural  poverty  Is  of  major 
concern  to  housln;^  advocates,  since  the  rural  poor  tend  to  live 
m  areas  where  decent  housing  la  scarce,  and  urban  solutions  are 
largely  Inapplicable.    In  many  urban  areas,  the  paramount  .  /Using 
need  of  the  poor  may  be  for  rent,  supplements  to  provide  access  to 
available  units.    In  contrast,  the  quality  of  existing  housing  in 
Appalachla,  much  of  the  Deep  south,  the  Ozarks,  the  Hispanic 
Southwest,  Indian  reservations,  and  nan/  other  rural  areas  Is  so 
Inadequate  that  resources  for  housing  /development.  In  addition  to 
rent  and  mortgage  supplements,  are  es^/entlal,  to  ensure  decent, 
safe,  ftnd  sanitary  shelter  for  poverty-level  households. 

For  example,  in  1983,  less  than  i  third  (32X)*of  occupied 
units  but  nearly  half  (^<7IC)  of  those  Ceflned  by  HUD  as  "sever 
Inadequate"  were  In  nonmetropolltan  aeas.    Half  (49X)  of  the 
nation's  very 'low-Income  households  in  severely  Inadequate  units 
were  in  nonmetropolltan  areas.    Altogether,  HUD*s  analysis  found 
4.3  million  very  low-Income  households  with  "housing  problems*'  In 
nonmetropolltan  areas.    (Housing  problems  Include  cost  burden, 
overcrowding,  or  physically  deficient  units.) 

The  Congressional  Research  Service  (CRS)  has  also  reported 
that  housing  production  In  rural  areas  Is  falling  far  short  of 
meeting  housing  needs  (Housing  Requirements  In  Rural  Areas, 
January  1986).    Data  from  tnat  report  are  show.n  m  Table  A. 

A  major  factor  in  the  shortfall  Is  the  lack  .if  private  credit 
resources . 
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The  private  credit  issues  most  affecting  housing  for  the  poor 
are  (1)  the  extent  to  which  private  mortgage  credit  is  available 
in  rural  areas  and  (2)  the  extent  to  which  it  is  available  for 
low-income  and  very  low-income  households • 

Concerning  the  firts  issue,  rural  development  groups  have 
long  emphasized  that  private  credit  is  generally  scarce  in  rural 
areas.    Current  analyses  are  handicapped,  however,  by  the 
uncertainty  surrounding  the  effects  of  recent  deregulation. 

HAC  analysis  of  Federal  Home  Loan  Bank  Board  data  found  that 
in  1984  over  500  mainland  rural  counties,  including  5.3  million 
people,  lacked  federally  insured  saving-  and  loans.    Less  than 
half  of  nonmetro  counties  have  a  savings  and  loan  association 
headquarters.    Moreover,  most  bank  headquarters  are  in 
metropolitan  areas,  and  the  great  majority  of  loans,  including 
real  estate  mortgages,  are  held  by  banks  headquartered  in  urban 
areas . 

The  effects  on  rural  credit  of  the  1980  Depository 
Institutions  Deregulation  and  Monetary  Control  Act  are  still 
uncertain,  but,  by  relieving  banks  from  interstate  merger 
restrictions,  the  Act  has  encouraged  a  decline  in  the  number  of 
banks  and  a  subsequent  decline  in  the  numbers  of  bank 
headquarters  in  rural  areas .    Branch  banking  could  compensate  for 
this  decline,  but  overgoing  studies  indicate  that  the  large  banks 
engaging  in  branching  are  not  interested  in  small,  long-term  and 
residential  loan-making. 

Rural  lending  practices  are  conservative,  and  mortgages 
generally  require  relatively  high  down  payments  and  short  terms. 
The  shortage  of  private  credit  on  favorable  terms  reinforces  the 
rural  reliance  on  self-help  in  housinj'?  construction.    In  metro 
areas,  most  newly  built  homes  for  owner-occupancy  are  built  by 
contractor,  and  conventionally  financed.    In  nonmetro  areas, 
however,  most  are  built  by  the  owner,  and  financed  with  cash. 
(Census  Construction  Report,  Characteristics  of  New  Housing: 
1985.)  Such  self-reliance  may  work  well  with  households  who  can 
afford  the  materials  for  decent  housing  and  who  are  capable  of 
quality  construction;  however,  these  households  generally  fall 
outside  the  very  low-income  population  of  concern  to  this  paper. 

It  is  unlikely  that  private  mortgage  credit  resources  are 
accessible  to  the  rural  low-income  population  currently  served  by 
federal  mortgage  programs.    The  PraHA  h^meownership  program  In 
particular  serves  borrowers  who  must  demonstrate  with  letter  of 
rejection  that  they  were  unable  to  obtain  loans  elsewhere.  The 
reasons  for  private  lender  rejection  are  usually  linked  to  the 
low  incomes  of  these  borrowers,  rendering  them  unable  to  meet 
monthly  mortgage  payment  requirements  under  private  market  rate 
conditions . 
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TABLE  A 

Excerpt  Data  from  1986  CRS  Report  No>  86-517S 
Housing  Problems  In  Nonmetropolltan  Areas 


Total 

Very  Low  Income 

Inadequate  units 
Crowded  units 
OOSv  ouru^nsu  unx 
Total  un?*'s  with 
housing  proDleiHS 

3,320,000 
660,000 
r>  221  000 

^«  bbX  ft  WWW 

1,735,'000 
227,000 
2,513,000 

4.475.000 

Estimate  Annual 

Housing  Need  and 

Production 

In  Rural  Areas 

Need 

rrouuc V ion 

Additional  households 

Replacements 

Vacancy/Mobility 

350,000 
230,000 
45,000 

Total 

625,000  , 

Housing  Starts 
Mobile  home  shipments 
Conversions  and 
Rehabilitation 

300,000 
200,000 

50,000 

Total 

550,000 

Annual  Shortfall 

75,000 

IV.  Qeneral  Policy  Requirements  for  a  Comprehensive  and  Ade^juate 
Rural  Housing  Program  and  Commitment; 

A.    The  goal  of  a  decent  home  in*a  suitable  environment  for 
every  American  must  be  resurrected,  amended  to  stress  affordable 
housing  with  a  freedom  of  choice,  and  seriously  pursued  by  the 
federal  government . 

"Sec.  2.  The  Congress  hereby  declares  that  the  general 
welfare  and  security  of  the  nation  and  the  health  and 
living  standards  of  Its  people  require  housing  production 
and  related  community  development  sufficient  to  remedy  the 
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serious  housing  shortage,  eliminate  substandard  and  other 
inadequate  housing  through  the  clearance  of  slums  and 
blighted  areas,  and  realize  the  goal  of  a  decent, 
affordable,  home  and  a  suitable  living  environment  with 
rreedom  of  choice  for  every  American  family,  thus 
contributing  to  the  development  and  redevelopment  of 
communities  and  to  the  advancement  of  the  growth,  wealth, 
and  security  of  the  Nation."    (Added  words  underlined) 

B.  A  National  Rural  Housing  Policy  must  be  adopted  that  works 
to  eliminate  .substandard  housing  and  shelter  cost  overburden.  It 
must  recognize  the  importance  of  technology  in  meeting  goals 
without  diminishing  the  overriding  need  to  address  income, 
af fordability  and  an  absolute  necessity  for  the  use  of 
householder  subsidies.    It  must  recognize 'that  our  nation  cannot 
merely  enact  Just  laws,  but  must  also  provide  the  financial  means 
to  make  them  a  reality.    A  sound  rural  housing  policy  must: 

1.  Be  national  in  scope,  but  readily  supplemented  by  state 
programs.    Its  administration  should  be  as  local  as 
possible  but  held  to  a  high  and  consistent  national 
standard . 

2.  Have  well-designed  finance,  insurance  and  subsidy 
mechanisms.    Tried  and  effective  systems    should  not 
be  discarded  for  new,  programs  unless  reseach  and 
testing  proves  then  do  to  be  better. 

3.  Be  adaptable,  work  well  witn  public  and  private 
initiatives  and  resources,  and  permit  direct  programs 
to  fit  individual  and/or  area  needs. 

i*.  Be  consistently  available,  *'ith  safeguards  against  the 
fluctuations  of  past  programs  which  have  often  resulted 
in  diminution  of  local  response  capacity. 

5.  Offer  programs  large  enough  to  be  effective,  rather 
than  demonstrations. 

6.  Be  equitable,  and  meet  income  and  equal  opportunity 
tests.  " 

7«  Be  responsive^ to  consumers. 

IJ.  Integrate  water  and  sewer  with  rural  housing  resources. 

9.  Provide  a  favorable  climate  for  program  use  by  public 
and  consumer-based  private  nonprofit  organizations. 
Non-profit  organizations  will  use  and  I.eep  the  programs 
for  their  intended  public  purpose,  and  should  receive 
priority  consideration  as  applicants. 

10.  Be  directly  funded  by  the  federal  government.  The 

direc*  federal  role  is  mandated  by  geographic  and  other 
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factors  that  are  unique  to  rural  areas,  Including  the 
lack  of  local  housing  lenders.  ^    ^  « 

11*  Participation  by  all  states,  each  of  which  must  adopt  a 
housing  policy  and  develop  working  programs 
complementary  or  supplemental  to  those  of  the  federal 
government.    Taxpayers  in  any  state  not  complying  would 
lose  their  federal  home  ownership  tax  deductions. 

C.  Federal  efforts  and  resources  (national  programs)  should 
concentrate  on  targeting  assistance  to: 

1.  Low  and  very  low-income  households, 

2.  Occupants  of  substandard  and  overcrowded  housing, 

3.  Special  groups,  including  minorities,  farmworkers, 
American  Indians  and  the  homeless,  and, 

4.  Low-income  communities. 


D.  Resources  must  be  provided  to  develop  the  capacity  of 
housing 'authorities,  consumer-based  nonprofit  organizations  and 
associations  for  using  programs  and  maintaining  housing  in  the 
public  interest.    HAC  recommends  expansion  of  the  S.  50  ana ^55 
programs,  technical  assistance  and  housing  preservation  grants, 
respectively,  front-end  financing,  and  funding  of  the  S.  I-II 
Planning  Grant  Program  (expanded  for  use  by  American  Indian 
tribes  and  states)  as  initial  steps  toward  achieving  this 
objective. 

E.  Homeowner  tax  deductions,  should  be  capped,  and  converted 
to  a  credit. 

P.  Federal  data  resources  on  housing  conditions  and  trends, 
including  those  in  the  Census,  should  be  maintained. 

0    Existing  resources  should  be  preserved  , 

particularly  the  housing  inforn:  .tion  included  in  the 
form  for  the  1988  dress  rehearsals  for  the  1990 
Census,  with  housing    quality  characteristics  such 
as  plumbing  preserved  in  the  lOOJC  sample,  and  number 
of  bathrooms  and  water  and  sewer  facilities  kept  in 
the  one-in-six  sample; 

0    The  American  Housing  Survey  should  be  restored  to 
its  prior  sampling  capability,  including  the  extra 
sample  in  rural  areas,  and  published  annually. 

G.  Annual  reports  to  the  Congress,  by  the  financing  agency, 
which  provide  complete  statistical  data  on  housing  costs, 
incomes,  rents,  ages  served,  minority  service,  etc.,  should  be 
required. 
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H,  Site  and  project  selection  policies  should  be  adopted 
which  are  adaptable  to  the  needs  of  each  rural  community.  Cost 
may  dictate  high  density  housing  in  one  community,  whereas  groups 
of  medium  density  units  scattered  throughout  a  town  may  be  more 
acceptable  in  other  communities.    As  long  as  cost  is  reasonable 
and  verJfiable  relative  to  local  conditions,  if  feas^.ble  it 
should  be  permitted.    Such  an  approach  would  better  mesh  the 
programs  with  local  planning  objectives. 

I.  Separate  and  self-supp.orting  federal  assistance  should  De 
proVxded  moderate-income  households  whose  incomes  are  too  high  to 
qualify  for  FtaHA  assistance  and  too  low  to  meet  private  or  state 
HPA  requirements.    To  enhance  aff ordability,  deferred  payments 
would  be  permitted,  but  borrowers  would  repay  any  such  subsidy 
with  interest. 

o    The  moderate-income  borrower,  whose  income  falls 
within  80-100;C  of  the  area  median,  is  continually 
excluded  from  government  assistance,  and 
increasingly    unable  to  afford  home  ownership  as  a 
result,  he  or  she  reacts  negatively  against  efforts 
to  help  house  the  poor; 

o    See  the  recommended  guaranteed  loan  program. 

J.  Mortge^sa  revenue  bond  programs  should  continue  as  a 
r  ^source  for  housing  moderate-income  households,  who  are  unable 
to  afford  private  financing. 

K.  A  simple,  efficient,  just  and  responsive  complaint  or 
appeal  procedure,  adequate  for  use  by  local  consumers,  should  be 
adopted.    Penalties  should  be  included  for  federal  officials  who 
fail  to  respond  to  complaints  or  adequately  pursue  appeals 
procedures . 

V.  Programs  and  Financing 


Workable,  existing  programs  must  be  revised  to  permit  meeting 
national  goals .    New  programs  must  be  added  so  that  a  flexible 
approach  can  be  adapted  to  varying  needs.    We  have  examined  the 
present  FinHA  Title  V  programs  and  recommend  several  changes  and 
additions  to  match  resources  to  rural  need. 

A.  Home  Ownership 

1.  Continuation  of  the  S.  502  program  with  60^  set  aside 
for  low-income  households. 

2.  l\0%  of  S.  502  funds  set  aside  for  very 
low-income  households: 

a.  Three  alternative  programs  are  recommended.:  An 
"Affordable  Housing  Program"  which  utilizes  capital 
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cost  (grant)  financing,  a  "Deferred  Mortgage 
Program",  and  a  grant  program  to  consumer-based 
nonprofit  organizations  and  public  bodies,  modeled 
after  the  S.  533  Housing  Preservation  Grant 
Program. 

(1)  Affordable  Housing  Program 

(a)  The  borrower  receives  a  market  rate  loan  to 
an  affordable  level,  but  for  no  less  than 
10;t  of  the  cost  of  the  housing  unit. 

. (b)  Up  to  90%  depending  on  income,  taxes,  etc, 
is  provided  as  capital  cost  financing. 

(c)  Mortgage  payments  may  be  partially  deferred 
when  income  decreases  or  taxes  and  insurance 
increases  affect  affordability . 


(d)  The  capital  cost  financing  would  be  treated 
as  principal  in  the  event  of  sale  except 
that  parTJial  forgiveness  would  begin  at  the 
15th  year  and  culminate  in  a  30%  charge  off 
•when  held  for  the  full  term  of  the  mortgage. 

(e)  Deferred  mortgage  interest  is  subject  to 
recapture  upon  disposition  of  the  property. 
As  an  incentive  for  home  maintenance  a 
deduction  of  10%  on  government  recapture 
would  be  made  after  15  years  in  residence. 
Another  103C  deduction  would  be  permitted 
after  25  years,  and  borrowers  holding  their 
loans  to  full  term  would  have  recapture  cut 
by  5035. 

(f)  Capital  cost  financing  reduces  the 
affordability  threshold  by  eliminating 
principal  and  interest  payments.    It  has 
less  of  a  budget  impact  than  loan  plus 
annual  subsidies.    (Note:  Senator  Chiles* 
credit  reform  proposal.  If  enacted,  would 
constrain  the  current  subsidized  loan 
program.) 

(2)  Deferred  Mortgage  Program; 

(a)  Borrower  receives  a  loan  for  the  full  amount 
needed . 

(b)  The  loan  is  subsidised  In  that  the  borrower 
pays  at  a  1%  rate  to  his/her  level  of 
affordabiity .    The  balance  is  deferred. 
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(c)  Deferred  mortgage  may  be  converted,  in 
$1,000  increments,  as  a  borrowers*  repayment 
ability  improves.    Alternatively,  mortgage 
amount  can  be  converted  to  deferred  status 
when  payment  ability  decreases; 

(d)  Recapture  of  subsidy  is  the  same  as  for 
current  S.  502  program;  revised  to  include 
the  incentives  noted  in  (l)(e),  above. 

(e)  A  deferred  mortgage  prograrar  enables  FmHA  to 
assist  those  with  considerably  lower  incomes 
than  can  now  be  assisted. 

(3)  Competitive  Home  Ownership  Qrant  Program 

50%  of  S.  502  very  low-income  funds  would  be 
granted  on  a  competitive  basis  to  consumer-based 
nonprofit  organizations  and  public  bodies, 
including  units  of  local  government.  The 
program  would  enable  grantees  to  use  the  funds 
•as  grants,  loans  or  subsidy  to  assist  very 
low-*incom6  households  purchase  new  or  existing 
homes.'  It  would  operate  similar  to  the  S.  533 
preservation  grant  program  with  a  weighted 
competition  based  on: 

(a)  housing  need  and  substandard  housing  in  the 
community  area; 

(b)  the  extent  of  very  low-income  households  in 
need  of  housing; 

(c)  matching  funds,  with  a  priority  for 
subsidized  matching  funds; 

(d)  distance  from  metropolitan  centers;  and 

(e)  affordability  by  the  client  population. 
Comparison  of  the  Three  Plans 

(1)  Affordable  Housing  Program  reduces  incomes  served, 
from  current  levels i  with  maximum  cost  savings  to 
the  government . 

(2)  By  virtue  of  using  subsidized  loans,  the  deferred 
mortgage  program  reaches  lower  incomes  than  those 
served  by  the  affordable  housing  program,  but  at 
somewhat  more  cost  to  the  government . 

(3)  The  competitive  grant  program  offers  local 
flexibility  and  initiative,  while  still  restricting 
benefits  to  lower-income  families. 

11 
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Options  Within  All  Programs 


(1)  Use  of  self-help  housing  to  Increase  borrower 
equity  and  decrease  government  subsidy  cost. 

(2)  Construction  of  expandable  starter  homes,  with 
understanding  borrower  may  obtain  additional 
funding  as  either  aff ordablllty  Increases  or  family 
Increases  In  size,  etc. 

(3)  Modest  housing  variations  such  as  "warm  and  dry" 
houses,  provided  they  meet  voluntary  national 
model,  or  state-wide  codes  (and  FmHA  thermal 
standards) . 

(i*)  Use  for  new  construction,  purchase  or  repair  and/or 
rehabilitation  (competitive  grant  program  not  used 
for  repair  and  rehabilitation  except  as  Incidental 
to  purchase  of  existing  dwellings). 

Expand  the  Housing  Preservation  Grant  program  (S.  533) 
for  repair  and  rehabilitation  In  areas  with 
concentrated  need.    It  should  be  funded  at  a  minimum 
annual  level  of  $100  million. 

Continue  the  S.  50U  very  low-Income  repair  program 
for  meeting  needs  In  areas  not  covered  by  S.  533* 

a.  Permit  33-year  term  when  property  will  be  repaired 
to  meet  standards 

b.  Encourage  combinations  of  loan  and  grant. 

c.  Establish  a  pool  of  grant  and  loan  funds  to  be  used. 
In  addition  to  state  allocation,  by  organizations 
who  obtain  non-federal  matching  funds  (as  an 
Incentive  for  participation  by  states  and  local 
organizations) . 

d.  Permit  nonprofit  organizations  who  do  more  than  10 
S.  50U  repairs  per  year  to  charge  recipients  for 
reasonable  administrative  costs.    This  will 
encourage  formation  of  rehabilitation  firms  In  areas 
where  they  are  lacking. 

Mandate  Implementation  of  S.  527  condominium  financing, 
with  an  emphasis  on  Its  possible  use  In  areas  with  high 
land  cost  or  limited  available  land.    Permit  a  full 
range  of  multlfamlly  designs  In  order  to  reduce  costs, 
particularly  land  costs. 
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Rental  and  Cooperative  Housing 

1.  Prohibit  prepayment  of  S.  515  50-year  subsidized  loans 
(current  program),  or  permit  prepayment  after  20  years 
if  the  borrower  repays  all  subsidy  to  the  government. 

2.  Legislate  S,  515  Capital  Cost;  Financing  in  lieu  of 
loans  and  interest  subsidy,  to  consumer-based  nonprofit 
and  public  sponsors,  for  projects  limited* to  low-and 
very  low-income  households.    Require  permanent 
retention  of  the  units  for  intended  purpose,  or  similar 
public  use. 

a.  S.  521  rental  assistance  would  be  provided  with  loan 
approval  for  a  minimum  of  50^  of  units  (similar  to 
the  HUD  S.  202/S.  8  combination).    These  projects 
would  receive  a  priority  for  rental  assistance 
beyond  50%  of  units. 

b.  A  minimum  of  50Jt  of  tenants  must  have  ''ery  low 
income . 

c.  The  overall  purpose  of  the  capital  cost  financing 
program  is  to  provide  more  affordable  housing,  and. 
build  public  capacity  to  avoid  prepayment,  housing  * 
stock  loss,  and  tenant  displacement. 

d.  A  priority  would  be  given  to  S.  515  spending  with  a 
minimum  20%  of  the  annual  appropriation  reserved  for 
the  capital  cost  financing  program.    Unused  funds 
will  be  merged  with  the  appropriation  for  the 
following  fiscal  year*. 

3.  To  promote  Farm  Labor  Housing,  increase  the  level  of 
appropriations  commensurate  to  need.    Legislate  a 
five-year  increase  in  funds  to  a  $100  million  level. 

a.  Provide  grant  priority  for  migrant  housing  and 
expand  loan  program  for  year-around  workers . 

b.  Continue  permitting  use  of  a  small  percentage  of  the 
grant  appropriation  as  administrative  funds  -  for 
nonprofit  developing  and  packaging  of  applications  . 

c.  Legislate  change  in  FmHA  appraisal  process  in  order 
to  recognize  imposed  costs  (Davis  Bacon,  for 
example;  not  required  in  comparable  rental 
structures.    Legislate  right  to  appeal  multifamily 
housing  appraisals. 

^.  Rental  Assistance.    Increase  appropriation  to  provide 
subsidy  for  a  minimum  of  75%  of  units  produced  under 
Section  515  and  100%  of  I'arm  labor  housing  units. 
13 
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5.  Legislate  exemption  commensurate  to  those  of  the 
Internal  Revenue  Service  for  computing  tenant  payments . 

6.  Expand  S,  533  Housing  Preservation  Grant  program  for 
areas  with  extensive  rehabilitation  needs.    Current  law 
permits  this  but  a  paucity  of  f.unds  and  administrative 
inaction  have  prevented  implementation, 

7.  Legislate  a  new  loan  and  grant  program  to  purchase  and 
rehabilitate  facilities  to  be  used  as  shelters  for  the 

..homeless.    Make  available  to  any  sponsoring* organi- 
zation with  commitment  and  or  financial  ability  to 
provide  accompanying  services  and  administration, 

C.  Other  Housing  Programs 

1.  Reserve  5%  of  total  program  funds  for  use  in  states 
which  provide  new  or  expanded  complementary  programs, 
without  diminution  of  existing  programs. 

2.  Loans  and  capital  cost  financing  to  public  bodies  for 
facilities  to  house  comprehensive  migrant  farmworker 
services . 

3.  Convert  and  expand  the  dollar  level  of  the  rural 
housing  site  loan  program  (available  only  to  public  and 
private  nonprofit  organizations)  to  a  limited  subsidy, 
by  charging  a  flat  5%  interest.    Maintain  3^  interest 
for  self-help  land  development  fund. 

't.  Provide  predevelopment  loans  for  public  and  private 
nonprofit  organizations. 

5.  Substantially  increase  the  level  of  funding  for  Section 


a.  Use  outreach  funding  to  build  consumer  nonprofit  and 
public  capacity,  with  a  priority  for  areas  with 
substantial  need  and  limited  nonprofit  response. 

b.  Continue  housing  counseling  as  an  eligible  fund  use. 

c.  Provide  an  in-state  priority  when  S.  525  leverages 
funds  from  state  or  local  government. 

6.  Require  thixt  county  offices  notify  borrowers  of 
legitimate  local  organizations  who  provide  gratuitous 
counseling  to  delinquent  borrowers.    County  offices  not 
in  compliance  would  have  liquidation  requests  delayed. 

7.  Use  of  rural  housing  pro'grams  on  Indian  reservations. 

a.  Pledging  of  leasehold  interest  in  alloted  or  trust 
land  is  an  acceptable  form  of  security  upon  which  to 
base  a  loan. 
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b.  In  the  event  of  default,  where  the  security  Interest 
Is  In  alloted  or  trust  land,  PmHA  may  only  liquidate 
after  offering  a  right  of  first  refusal  to  transfer 
the  interest  to: 

(1)  an  eligible  tribal  member, 

(2)  the  tribe, 

(3)  a  wholly  owned  tribal  corporation, 

(i*)  an  Indian  housing  authority  established  by  the 
tribe* 

c.  Once  liquidated  the  PmHA  shall  not  sell,  transfer, 
or  otherwise  alienate  the  property,  except  to: 

(1)  an  eligible  tribal  member, 

(2)  the  tribe. 

(3)  a  wholly  owned  tribal  corporation, 

(i*)  an  Indian  housing  authority  established  by  the 
tribe. 


8.  Last  resort  housing.    In  areas  where  an  extensive  need 
is  not  being  met  by  privti'je,  local,  state  or  federal 
prograiDs,  the  agency  would  be  given  authority  to 

•directly  contract  with  a  local,  state,  regional  or 
national  consumer  based  nonprofit  housing  organization 
or  provider  to: 

a.  purchase  and  subdivide  land  (including  surplus 
federal  land); 

b.  develop  and  sell  housing  units; 

c.  construct  and  operate  rental  housing; 

d*  transfer  rental  housing  ownership  to  eligible 
organizations. 

Approval  authority  for  this  program  would  be  vested  only  with 
the  PmHA  Administrator. 

9.  Housing  inventory  is  required  to  be  used  in  the 
followiiig  priority  order: 

a.  resale  t(f  eligible  participants; 

b.  transfer  to  Section  515  use; 

c.  transfer  to  organizations  as  housing  for  the 
homeless ; 

d.  offered  to  local  government  for  retention  and/or 
use; 
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offered  to  state  government  for  retention  and/or 
use; 

f  •  sale  to  anyone •  • 

10.  Guaranteed  housing  program  for  households  with  moderate 
Income  (up  to  113%  of  median) •    Legislate  a  departure 
from  traditional  time-consuming  procedure.  Agency 
Would  provide  lenders  with  rules  -  housing  sizes, 
codes,  Income  eligibility,  etc  -  and  establish  a 
procedure  to  certify  them.    Once  certified,  lenders 
approve  loans  and  provide  certification  to  the  agency, 
who  automatically  guarantees .    Agency  and  .Of f Icfe  of 
Inspector  General  will  make  periodic  account  audits  to 
assure  program  Is  properly  operated  and  meeting 
objectives. 

11.  Authorize  agency  to  "land  bank"  Inventory  land. 
Including  9lte  loans  and  farm  Inventory  properties 
situated  adjacent  to  eligible  rural  communities. 
Subsequent  use  for  rural  development  purposes,  limited 
to  housing,  employment  or  services  for  low-income 
p'eople.    The  agency  would  dispose  of  repossed  property 
by: 

a.  offering  it  to  a  consumer  based  nonprofit- 
organization; 

b.  offering  it  to  the  local  government  for  land  banking 
until  the  public  had  determined  a  good  use; 

c.  offering  it  to  the  state  government  for  land  banking 
in  accordance  with  a  state  land  use  plan; 

d.  holding  it  until  a  consumer-based  nonprofit, 
locality  or  state  had  developed  a  land  use  plan. 


NOTE:  Priority  for  purchase  of  all  other  FinHA  farm  Inventory 
should  be  for  sale  to  eligible  family  farmers. 

12.  Require  grandfathering  of  approval  for  previously 
approved  plans  and  specifications,  which  meet  agency 
thermal  standards,  and  permit  reuse  of  certified  plans. 


13.  Provide  authority  for  either  self -Insurance  or  for  the 
agency  to  contract  for  insurance  in  areas  where  the 
costs  of  liability  and/or  fire  and  extended  coverage 
have  become  prohibitive,  and  negatively  affect  the 
program  and/or  eligible  consumers . 

1^.  Expand  the  self-help  technical  assistance  program. 

Require  agency  officials  to  perfom  outreach  functions 
16 
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to  publicize  and  encourage  uae  of  thla  program.  The 
coat  of  self-help  grants  are  more  than  offaet  by 
aubaldy  aavlnga  resulting  from  lowered  houalng  coat* 

VI  •    A  Delivery  Structure  for  Meeting  Rural  Houalng  Needa 

HAC  propoaea  tho  creation  of  a  cabinet-level  Rural 
Development  Depai*tment  ( community >  economic »  farm  and  houalng 
programa)  to  meet  the  needa  of  rural  America.    To  meet  Immediate 
objeotivea  we  have  added  a  aectlon  which  reatructurea  and  reforms' 
the  Parmera  Home  Admlnlatratlon*  '  *  • 

A*    The  Parmera  Home  Admlnlatratlon  (FhiHA)  currently  lacks 
the  mandate >  and  commitment  to  aoclal  purpoaes  that  are  neceaaary 
to  provide  neceaaary  aervlcea  In  Rural  America.    Thla  propoaal  la 
a  practical  attempt  to  uae  the  beat  of  what  la  now  in  place  at 
PknHA  as  a  foundation  to  create  a  better  vehicle. 

Its  chief  featurea  are: 

0    A  mlaalon  to  promote  the  welfare  of  low-Income  rural 
houaeholda  and  communltlea»  through  aoclal  services 
and  development  programs. 

0    Comprehensive  scope  of  services »  Including  community 
«         and  economic  development »  family  farm  programs, 
housing  and  related  programa . 

0    Program  coordination. 

0    Conaumer  Involvement  and  monitoring. 

0    Outreach  to  potential  rural  consumers,  especially 
those  In  the  greateat  need  of  service. 

0    Improved  appeals  processes. 

0    Strengthened  merit  system  for  State  Director 
appointments. 

0    Regional  Admlnlatrators . 

0    Increaaeu  employment  entry  and  training 

opportunities,  particularly  for  minorities. 

0    Pocussed  treatment  of  farmworker  an  American  Indian 
laaues . 

0    State  and  local  government  roles  In  program  delivery, 
use,  and  supplementation 
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B.  The  following  programs  would  be  transfer  to  the  proposed 
Dept.  of  Rural  Development, 

!•  All  of  F^HA  pi*ograms  except  farm  programs  not  intended 
for  family  farmers; 

2,  Other  rural  development  functions  now  vested  with  the 
USDA  Undersecretary  for  Small  Town  and  Rural 
Development; 

3*  The  Economic  Deve\opment  Administration,  except  for 
its  urban  programs; 

4.  The  rural  portion  or  share  of  Community  Development 
Block  Grant,  «$,  8  and  other  HUD  programs; 

5*  Other  selected  programs  from  other  agencies; 

C,  Congressional  Jurisdiction: 

The  Congressional  committees  wich  now  have  Jurisdiction 
over  existing  programs  would  retain  Jurisdiction.    In  some  cases 
some  administrative  funding  responsibility  might  be  transferred. 

D«    Outline  of  the  Department  of  Rural  Development 

1«  Agencies; 

a.  Economic  Development  Administration  (EDA) 

(1)  EDA  programs 

(2)  PmHA  B  &  I  program 

(3)  ^HA  rural  development  loan  and  grants 

b.  Family  Farm  Administration 

(1)  Existing  FmHA  programs 

(2)  Small  farm  cooperative  program 

c.  Rural  Community  Development  Administration 

.  CLlJi^ter  &  Waste  loans  and  grants 

(2)  Community  facilities  loans 
,  (3)  Planning  grants 

d.  Rural  Housing  Administration  (See  Section  V  on 
programs  for  scope  of  service) 

2.  Other  Department  Offices  (not  all  inclusive) 

a.  Adnlnlstratlve  and  financial  support 
offices 

b.  Regional  finance  centers 
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c*  Office  of  Research,  Planning  and  Coordination 
d.  Office  of  Consumer  Affairs 

(1)  Outreach  services 

(2)  Omsbudman  services 
3.  Organizational  Structure 

a.  Secretary,  Deputy  Secretary 

b.  Undersecretary  for  Rural  Development  Programs 

(1)  Assistant  Secrevaries  for  each  of  the 
four  agencies 

c.  Undersecretary  for  Administration  and  Support 
Programs 

(1)  Assistant  Secretary  for  Administration 

(2)  Assistant  Secretary  for  Support  Programs 

(a)  Office  of  Consumer  Affairs 

(b)  Office  of  Research  Planning  and ■ 
Coordination 

(c)  General  Counsel 
»(d)  Inspector  General 

d.  Undersecretary  for  Indian  and  Minority  Programs 

(1)  With  authority  to  enforce  compliance  within 
total  department 

e.  Area  Directors 

(1)  Same  as  Federal  regions 

(2)  Supervise  State  Directors 

(3)  Tedhnical  support  staff 

{k)  Finance  centers  (replaces  single  FmHA  center) 

(5)  Outreach 

f«  State  Directors 

(1)  Administrative  responsiblity  for  supervising 
local  field  offices 
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(2)  Coordination  with  state  and/or  Indian  tribes 

g.  District  Directors 

(1)  Application  and  processing  center  for  all 
programs  except  farm  and  single  family 
housing 

h.  County  Directors 

(1)  Farm  and  single  family  housing  programs 

(2)  Outreach  for  department 

£.    Essential  Elements  for  the  New  Department 

1.  The  basic  physical  structure  of  the  RnHA  would  be 
utilized,  but  modified  as  noted  throughout  this  Section. 


National  office 

Regional  Directors  and  Regional  Finance  Centers 
State  Offices  (l|6) 
District  Offices  (250+) 
County  Offices  (1,900+) 


The  FVnHA  structure  and  division  of  responsibilities  Is  Ideal 
for  convenient  service  to  rural  people  and  communities.  State 
Directors,  at  times,  have  proven  an  Impediment  to  full 
utilization  of  existing  programs,    KAC  urges  legislation 
requiring  relnstltutlon  of  the  Area  Director  position.    Ten  Area 
Directors  (corresponding  to  the  10  federal  regions)  would  relieve 
the  Administrator  of  an  Impossible  supervisory  burden  of  1:^*6 
persons  (not  Including  National  Office  Staff),    The  use  of 
regional  finance  centers  would  decentralize  one  of  PmHA»s  biggest 
problems,  and  enable  provision  of  Improved  financial  and 
•management  services  and  data  to  agency  managers  and  the  public. 
The  Area  Director  position  should  be  "Schedule  C"  to  permit  each 
new  administration  the  opportunity  to  develop  and 
institutionalize  policy  change, 

2,  The  State  Director  position  should  remain  political. 
However,  selection  of  State  Directors  should  be  changed  to  limit 
chances  that  unqualified  persons  will  be  appointed.  The 
following  criteria  should  be  adopted: 


a,  Published  qualificfc^tions  and  experience  criteria 

b,  A  merit  system,  including  equal  employment 
opportunity,  used  for  selection  of  qualified 
candidates 

c,  A  Senator  would  nominate  up  to  5  persons 

from  the  qualified  list.    The  final  decision  would 
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be  made  by  the  Secretary .(Senators  normally 
nominate  State  Director  candidates.    In  the  event 
nominations  are  through  different  political  agents, 
the  same  rules  would  apply.) 

3*  State  Directors  could  be  rotated,  by  the  Secretary 
perhaps  every  ^  to  six  years,  to  inhibit  development  of 
individual  policy  in  a  given  state. 

4.  ^tate  offices  would  be  required  to  develop  a  planning 
process,  including  needs,  goals  and  priorities,  for  using  the 
departments  programs  and  for  coordination  with  state  and  tribal 
governments.    The  use  of  the  last  resort  housing  program  would  be 
incorporated  in  these  plans . 

5  •  Congress  would  mandate  immediate  escrowing  of  taxes 
and  insurance  in  the  housing  programs . 

6.  Training:  In  addition  to  technical  program  training,  a 
concentrated  effort  must  be  made  to  stress  the  role  of  social 
service.    Training  should  include  sensiicivity  to  minority 
populations  and  a  focus  on  the  degree  of  their  needs  for 
department  programs.    Training  center  orientation  for  new 
professional  employees  should  be  required.  • 

7.  Minority  Hiring:  Would  be  intensified  so  that 
employment  more  closely  reflects  the  racial  composition  of  the 
eligible  (target)  population. 

8.  A  paraprof essional  (aide)  position,  would  be 
established  with  a  range  of  grades,  and  ultimate  hiring 
preferance,  tc  permit  employment  entry  by  the  agency »s 
constituent  population. 

9*  An  ombudsman  office  would  exist  in  the  department's 
national  headquarters •    This  office  would  be  independent 
(somewhat  akin  to  that  of  an  Inspector  General)  and  required  to 
file  an  annual  independent  report  to  those  committees  of  Congress 
witn  oversight  for  department  programs. 

10.  Require  outreach  by  field  offices,  and  include  it 
within  the  performance  rating  criteria. 

11.  Provide  special  recognition  for  State  Directors  and/or 
other  employees  who: 

a.  use  all  allotted  loan  and  grant  funds, 

b.  cooperate  with  state,  tribal  and  local  agencies  to 
the  point  supplemental  and/or  Joint  funding 
increases  the  scope  of  the  program  or  reduces 
income  served. 
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12.  Create  a  housing  advisory  committee  with  rotating 
terms  and  a  membership  balance  among  development,  advocate  and 
user  groups,  to  advise  the  Assistant  Secretary  for 'Housing. 

a.  nominations  to  the  committee  would  be  published 
in  the  Federal  Register,  for  comment.  This 
procedure  would  lessen  the  possibility  for  a 
"captive  committee";  one  which  tends  to  agree 
too  readily; 

b.  this  committee  would  be  given  the  oportunity  to 
make  input  to  regulation  changes  prior  to 
publication; 

c.  committee  would  bring  problems  to  national 
attention  at  an  early  state,  and  enhance 
possibility  for  early  solutions;  thus  saving  time 
for  the  work  at  hand; 

d.  the  committee  would  be  charged  to  make  a  separate, 
and  annual  report  to  the  Housing  Subcommittees  in 
each  House  of  Congress . 

13.  Establish  similar,  but  separate,  advisory  committees 
for  farmworker  and  Indian  Housing. 

14.  Establish  realistic  delegation  of  approval  authority, 
commensurate  with  technical  skills,  and  reduce  the  number  of 
levels  in  clearing  process  to  save  time  and  money  for  the  public. 

15-  Computerize  loan  servicing  to  reduce  disproportionate 
time  spent  on  this  part  of  the  program. 

16.  The.  thrust  for  all  programs  administered  by  the 
Department  must  be: 

a.  provision  of  a  broad  range  of  services  with 
flexibility  for  adaption  to  local  needs 

b.  servies  targeted  to  those  most  in  need. 


VII.  An  Alternative  Delivery  Structure 


A.  The  recommendations  in  this  part  are  made  for  the  Farmers 
Home  Administration  (PraHA)  as  a  transition  agency  prior  to 
ultimate  establishment  of  the  Department  of  Rural  Development. 

B.  FmHA  would  be  reformed.    This  reform  would  include 
changes  to  the  housing  programs  as  noted  in  Part  V,  and  incude  a 
number  of  structural  changes. 
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C.  Structural  changes,  cLosely  related  to  those  for  the 
Department  of  Rural  Development • 

1.  Establishment  of  Area  Directors  and  Area  Finance 
Center 

2.  State  Director  appointments  and  rotation 
3*  Escrowing  taxes  and  insurance 

4.  Training  reform 

5.  Minority  hiring  goals 

6.  Paraprofessional  positions 

7.  Outreach  and  performance  ratings 

8.  Awards  or  recognition  for  loan  and  grant  making 

9.  National  Housing  Advisory  Committee 
10..  Streamlining  loan  approval 

11.  Increased  computer  capacity 

12.  Targeting  of  programs 

D.  Other  Reforms 

1.  Establish  a  separate  Deputy  Administrator  p'osition  for 
farm  worker  and  Indian  programs .    Both  of  these  groups  have 
distinct  problems  and  are  more  difficult  to  provide  services  to, 
than  those  for  other  rural  populations .    The  incumbent  of  this 
position  would  be  given  authority  to  enforce  program  delivery  for 
his/her  constituency.    The  Deputy  Director  level  is  necessary  to 
ensure  participation  in  policy  and  ^.ecision  meetings  with  the 
Administrator . 

2.  Staff  should  be  expanded,  but  without  agricultural 
graduate  requirements,  to  meet  social  objectives.    PmHA  must  have 
an  infusion  of  personnel  from  nonfarm  disciplines .    Field  Office 
staff  should  also  more  closely  mirror  the  minority  composition  of 
the  PmHA  eligible  population.    Indians  should  be  provided 
preference  for  hiring  and  placement  on  reservation  offices . 

3.  Agency  must  eliminate  idea  that  it  is  a  bank  and  adopt 
a  service  agency  concept . 

Reduce  the  number  of  review  levels  for  multifamily 
loan  and  grants.  Currently  the  number  of  reviewing  officials 
leads  to  time  loss  and  Intra-agency  contradiction. 
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5.  Change  the  appeal  process  to  include  use  of  either 
special  appeal  officers  or  Administrative  law  Judges.  Include 
multifamily  housing  loan  appraisals  as  appealable  * 

6»  Change  all  exception  authorities,  within  program 
regulations,  to  permit  applicants  the  right  to  request 
consideration.    Currently,  only  state  directors  can  initiate  a 
request  for  an  exception  • 

7.  Change  philosophy  that  loan  servicing  is  the  ultimate 
priority.    Strive  to  incorporate  a  more  humanistic  servicing 
policy  within  a  balanced  program  of  loan  and  grant  making  and 
servicing . 


VIII.  Relationship  of  States  to  Rural  Housing  Needs  and  Programs 

A.  Federal  and  state  programs  should  complement  or 
supplement,  not  supplant  each  other.    The  housing  needs  of  this 
country  surpass  the  available  resources  of  either. 

B.  Federal  rules  must  include  waiver  authority  to  enable 
agencies  to  participate  in  Joint  funding  proposals  which  benefit 
local  communities  or  enhance  affordability . 

C.  Suggested  state  roles.    The  categories  noted  below 
represent  roles  supportive  of  federal  program,  and  are  not  an 
implication  that  state  financing  progr'ams  be  diminished.  Quite 
the  contrary.    States  should  expand  their  own  programs,  but  act 
to  supplement  individual  federal  ^'♦ograms  as  necessary  to  target 
assistance. 

1.  Administrative  support  for  public  and  consumer  based 
nonprofit  housing  programs. 

2.  Develop  outreach  components  (for  federal  and  state 
programs)  within  slate  government. 

3»  Use  excess  HFA  reserves  (amount  beyond  that  needed  to 
maintain  bond  rating)  for  housing  subsidy. 

'I.  Provide  state  rental  assistance,  which  can  be  used  for 
tenants  in  Section  515  projects. 

5»  Pass  statewide  anti-exclusionary  zoning  ordinances. 

6.  Require  states  to  have  a  housing  plan  and  programs  to 
be  eligible  for  federal  rural  housing  programs.    In  states 
without  these,  homeowners  would  lose  their  federal  home  owner  tax 
deductions . 
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7.  Provide  construction  financing  for  low-income  housing. 

8.  Provide  funds  to  leverage  federal  resources. 

9.  Finance  land  banking.    Sell  developed  land  at  discount 
when  used  for  low-income  housing. 
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Appendix  A 

Comparing  Coat  to  the  Government  of  Alternative  Home  Ownership 
Finance  Mechanisms  for  Very  Low-Income  Households 

I*    Basic  Assumptions 

A,  For  comparison  pi^rposes  a  $13iOOO  dwelling  Is  used* 

B,  -  For  affordablllty  purposes  taxes  are  $100,  Insurance 

$200,  maintenance  and  utilities  >$1, 000 •    While  these 
figures  vary  widely  In  actual  circumstances,  they  serve 
here  as  a  uniform  constant. 

C,  Recapture  of  subsidy  Is  not  Included,  In  any  of  the 
examples >  except  that  principal  Is  recovered  In  the 
deferred  mortgage  example*    Where  capital  cost  financing 
Is  used  (grants).  It  Is  logical  to  expect  that  a  major 
portion  would  be  recovered  (recaptured)  upon  sale,  since 
It  Is  prJnclpal*    However,  In  this  example  no  recovery  Is 
shoKn,  to  prevent  distortion* 

0.    These  data  assume  that  borrower  circumstances  and  subsidy 
remain  constant*    While  not  probable.  It  keeps  the 
computations  simple  and  unlfor.n* 

II*  Alternative  Mechanisms 

A.    502  Iioans  with  Interest  Subsidy 

1.  Formula: 

a*  Monthly  amortization  factor  {1%  per  annum  In 
this  case)  x  total  months  (33  years)  «  cost  per 
$1,000  of  loan* 

b*  Subtract  prlnclpal(f rom  a), 

c*  Multiply  result  by  number  representatlng 
difference  between  Interest  rate  {!%)  and 
government  rate  of  borrowing  (currently  9%)  * 

d*  Multiply  this  result  by  the  unit  cost  (which, 
divided  by  1,000  »  principal  amount).    This  Is 
cost  to  the  government* 

2.    il5fOOO  loan  6  1^  for  33  years 

a.  2.97  X  396  «  1176.12 

b.  1176.12  -  1000  -  176.12 

c.  8  X  176.12  «  1408.96 

d.  45  X  1408.96  -  $63f403.20  cost  to  government 
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3»  Explanation  -  up  front  coats  are  buffered  by  initial 
sale  of  notes  (certificates  of  beneficial  ownership) 
to  the  Treasury  and/or  the  public. 

B.  Capital  Cost  Financing  (grant)  plus  Market  Rate  Loan  to 
the  Umit  Affordable 

1*  Formula: 

a.  Market  rate  (9%)  mortgage  to  the  extent 
affordable.    No  cost  to  government  (this  is  a 
presumption,  since'  servicing  costs  are  a  real 
factor,  and  are  not  added) . 

b.  Capital  cost  firance  -  initial  capital  cost 
only.    Example  assumes  direct  appropriation  and 
no  return  to  government  (progrcun  is  based  on  an 
PmHA  recapture  formula  on  any  sale).    Amount  is 
that  beyond  applicant  affordability  at  market 
rate . 

2.  $30,000  capital  cost  finance  and  $15,000  9%  loan 

a.  $30,000"  cost  to  the  government 

3.  Assumes  -  no  subsidv  on  market  rate  mortgage  for  life 
of  the  loan. 

C.  Subsidized  Deferred-  Mortgage 
1.  Formula: 

a.  Payable  mor\;,sage  portion,  same  formula  as  in  II 


b.  $10,000  deferred  mortgage  g  9%, 

1)  amortization  rate  x  total  months, 

2)  re'^ult  X  number  of  thousands  in  house, 
project  or  program, 

3)  deduct  principal.    This  "  cost  to  the 
gover^ent . 

c.  a  +  b  equals  total  government  cbJt. 

2.  $35rOOO  loan  at  1^  --33  year«  and  10,000  deferred 
mortgage  at  9%  cost  to  the  g»./ernment: 

e.  1)  2.97  X  396  -  1176.12 

2)  1176.12  -  1000  -  176.12 

3)  8  X  176.12  -  li408.96 

^  ^)  35  X  1^408.96  -  ^49, 313.60 


27 


824 


b.  1)  7.92  X  396  -  3136.32 

2)  3.36.32  X  10  «  31,363.20 

3)  31,363.20  -  10,000  «  21.363.20 

c.  49,313.60  +  21,363.20  •  $70,676.80  cost  to  the 
government . 


Competitive  Grants  to  Organizations  with  Matching  Fun^ls 

1.  Asumptlon  -  grantee  used  20;t  of  grant  for  administration 
(In  this  example  $9,000)  and  matches  the  amount  needed 
for  capital  costs.    Government  cost  per  unit  Is  based  on 
$22,500  plus  $9,000  administration,  or  $31,500  per  unit. 

2.  Formula:  Same  as  In  II  B. 

3.  Cost  to  government  «  $31,500. 
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E,  Summary 


1)  HouL'ing  Costs 

2)  Unsub,  Loan 

3)  Sub.  Loan 
^)  Grant 

5)  Defer.  Mtge. 

6)  Cost  to  CcY«t. 

7)  Afford.  Income 


Capital  Cost 
Subs .       Financing  &        Deferred  Competive 
Loan  Afford  Mtge  .  Mtge  .  Grant 


$  i\5,000 
^45,000 

63,^03 
$  10,680 


$  i*5,000 
15,000 

30,000 

30,000 

$  10,087 


$  ^*5,000 

35,000 

10,000 
70,677 

$  9,^90 


$  45,000 


31",  500 

31,500' 
As  low  as 
t  5,333» 


*  Actually  unknown  and  totally  dependent  on  the  form  of  finance 
the  recipient  organization  uses  and  the  form  of  matching  funds. 
The  $5,333  assumes  total  grant. 

P.    Alternative  Program  Affordabilit>  at  Maximum  Subsidy  Level 


Current  FmHA  Loan 
Subsidized  to  1% 

90%  Capital  Cost 
Financing,  10%  Market 
Loan 

90%  Deferred  Mtge. 
10%  Subsidized 


Affordable  Income  at  30%  for  PITIUH 
$50,000  Unit      $45,000  Unit       j>40,000  Unit 


$  11,273 

6,917 
$  5,927 


$  10,680 

6,760 
$  5»866 


$  10,087 

6,600 
$  5.810 
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Appendix  B 

A  Tut'nkey  Approach 

Homeownorship  is  the  tenure  option  preferred  by  many  rural 
househol<3£,  including  mariy  who  are  poor*    A  recent  study  by  HAC 
finds  that  most  of  the  ^ipplicants  to  the  FmHA  Section  502 
homeownership  program  were  previously  renters,  some  in  subsidized 
projects,  who  had  baen  unable  to  obtain  mortgages  from  other 
lending  resources.    The  study  also  indicates  that  for  such 
households  and  for  a  variety  of  reasons  homeownership  assistance 
may  be  a  leso  expensive  subsidy  than  rental  project  financing* 

Given  a  homeownership  dercand  among  low-income  rural  renters  and 
the  presence  of  major  rental  and  homeownership  programs  within 
FmHA,  it  may  be  surprising  that  these  resources  provide  little 
opportunity  for  transition  from  rental  to  ownership  tenure*  A 
turnkey  approach,  permitting  low-income  renters  to  buy  their 
homes  as  their  incomes  rise,  would  appear  particularly  suitable 
to  the  rural  tradition.    However,  legitimate  concerns  over  the 
preservatio".  of  the  low-income  housing  stock  have  erected 
tremendous  barriers  to  a  turnkey  approach,    in  particular,  FmHA 
requires  tnat  units  whose  rent  it  subsidizes  be  occupied  by 
low-income  renters  for  at  least  20  years,  and  reinforces  this 
requirement  with  mortgages  whose  50-year  terns  are  the  longest 
required  by'  any  federal  program. 

^}evertheless,  a. major  problem  at  present  faced  by  FmHA  nay  offer 
a  unique  opportunity  for  transitional  housing.    FmHA*s  inventory 
of  repossessed  single-family  homes  is  a  tremendous  agency  burden 
which  could  become  a  tremendous  resource.     These  units  could  be 
rented,  with  a  first  option  to  buy,  to  households  who  may  not 
currently  qualify  for  FmHA's  homeownership  program  because  of 
their  youth,  lack  of  demonstrated  creditworthiness,  incomes,  or 
economic  setbacks.      Rental  assistance  could  bo  tied  to  these 
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units  until  the  owners  exercise  their  purchase,  option.  Although 
the  subh  iquent  owners  could  then  soil  the  units  out  of  the 
program,  the  loss  would  be  no  greater  than  that  entailed  by  the 
current  horaeownorship  program,  and  would  be  far  less  than  the 
losses  now  accruing  from  carrying  the  units  in  inventory  or 
selling  them  at  hugh  discounts* 

Nonprofit  organizations  and  public  agencies  would  be  eligible 
owners  and  managers  of  turnkey  projects  financed  by  FmHA.  They 
would  assume  mortgages  from  the  S.  502  program,  with  a  portion  of 
the  payments  deferred  until  the  units  are  purchased  by  the 
tenants*    Rent  to  cover  the  remaining  PITI,  operating  and 
management  costs  would  bo  subsidized  through  FmHA's  rental 
assistance  program. 
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1UE60XOTI0K  OF  THE  BOARD  OF  DZRZCTORS 
OF  BOUSZKG  ROUNDTABIf,  IMC. 
OH  THE  XMGRBDItllTS  OF  A  KEW  XATIOMAL  HOUSING  POLICV 
October,  1987 


Background  . 

Ovx  th«  past  six  ymrnxm  mm  thm  currant  AdBinistration  has  initiatad 
and  adharad  to  aavaral  broad  polipy  objaotivaa,  tha  parcaption  ia 
that  housing  as  a  national  priority  haa  diminiahad  and  Fadaral 
support  for  housing  (in  taras  of  diraot  financial  aaaiatanca  and 
tax  inoantivas)  has  baan  drasatioally  raduoad  or  changad*  As  a 
rasttlt,  tha  nation  ia  aacparianoing  tha  lovaat  parcantaga  of  hoxa 
ovnarship  ainoa  tha  and  of  Vorld  War  II*  In  fact,  thia  parcantaga 
has  baan  daolining  sinca  X9S0  vith  first«>tiaa  hosabuyara  baing  tha 
Boat  draaatioally  affaotad. 

In  an  affort  to  fill  tha  vacuus  craatad  by  tha  sharp  cuts  in 
Fadaral  housing  support  aany  local  and  atata  govamsants  and 
privsta  antitiaa  hava  vor)cad  hard  to  adapt  to  thaaa  dramatic 
changas  and  to.  ba  oraativa  in  the  initiation  of  housing 
davalppaants  to  aaat  local  naads,  through  public*privata 
initiativas.  Yat,  tha  problaas  associatad  vith  houaing 
affordability  and  availability,  particularly  for  tha  low  incoaa  and 
aldarly,  hava  miniaisad  tha  uq^ct  of  thaaa  afforts  bacausa  of  tha 
aagnituda  of  tha  housing  naad,  aapaoially  in  urban  araaa* 

Tha  housing  gaps  that  hava  baan  craatad  by  tha  Fftdaral  vithdraval 
of  support  in  housing  that  ara  not  likaly  to  ba  f  illad  by  local  and 
stata  afforts  and  tha  riaing  praasura  and  public  avaranaaa  of  tha 
hoaalass  situation  hava  intansif iad  tha  concam  of  thoaa  in  housing 
of  tha  lack  of  cossitaant  to  housing  ss  a  national  priority* 

As  a  raault,  thara  has  baan  a  ground  avail  of  aupport  firat  in  tha 
privata  and  public  sactors,  through  individuals,  groups,  and  local 
and  atata  govamaants,  and  nov  at  tha  U*8*  Congraaaional  laval  to 
raavaluata  and  radafina  tha  nation'c  ooaaitaant  to  housing*  This 
axanciaa  vill  hm  difficult  bacauaa'it  vill  hava  to  ba  accoapliahad 
baing  aindful  of  tha  naad  to  raduca  tha  Fadaral  budgat  daficit*  A 
.nacassary  raality  ^'or  any  futura  national  housing  policy  aust 
sppraoiata  tbm  ri<?ad  to  usa  all  raaourcas  at  tha  privata,  local, 
atata  and  Fadaral  lavala,  laaming  froa  paat  aiatakaa,  ao  that  tha 
aaxiaua  housing  naads  of  this  country  can  ba  aat* 


MSOIOTIOW 

THEREFORE,  HOUSING  ROUHDTABZJS  ENDORSES  THE  FOLLOWING  BASIC  PREMISES 
AS  THE  FOUNDATION  FOR  A  STRONG  NATIONAL  HOUSING  POLICY: 

1)  Hoaa  cvnarahip  ahould  ba  activaly  foatarad  bacausa  it  laada  to  a 
aora  stabla  form  of  govamaant  and  a  citizanry  that  ia  aora 
involvad  in  iaproving  coxxunity  lifa*  Hoaa  ovnarahip  ia  ona  of  tha 
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•ingl«-MO«t  Important  accoqplithaftnts  in  th«  united  statM  that 
attracts  tha  attention  and  adairation  of  tha  raat  of  tha  world. 
Hoaa  ownarahip  has  halpad  provida  tha  foundation  fro*  which  thifc* 
country  has  bacoxa  an  aconoaic  laadar.  Tha  rcaiitatlon  of  tha 
••<i»arican  DraaM»«  for  our  cititana  should  navar  be  forgotten.  It 
should  be  viewed  as  tha  nuBber  on©  priority  after  national 
defense. 

2)  Safe  and  decent  shelter  should  be  available  to  all  of  our 
cititans  who  MaXe  a  reesonable  effort  to  obtain  it.  Nhan 
assistance  is  rendered^  everyone  shouia  pay  part  of  the  coat  for 
it,  the  individual,  the  city,  the  state  and  tha  yaderal  govemaant. 
Although  the  coats  of  such  assistance  are  aubstantial,  the  brnefita 
derived  far  outweigh  thea. 

3)  j^*"*^  ainiaal  ahelter  ahoiad  be  provided  for  all  othera. 
There  ia  a  core  oroup  of  people  who  no  aatter  how  auch  assiatanca 
and  hoae  ownership  facilitation  ia  provided  will  not  be  able  to 
obtain  their  own  ahelter.  Thair  baaio  right  and  need  for  ahelter 
sl^ould  not  be  ignored.  o**oxwoi 


HOUSING  ROUNDTABLE  SUPPORTS  THE  FOLLOWING  FEDERAL  HOUSING 
ASSISTANCE  EFFORTS  THAT  ARE  WORKING  WELL: 

1)  Federal  tax  incentivoa,  auch  aa  tax  daductability  of  hone 
aortgage  intereat  and  real  estate  taxes,  ahould  be  aaintainad.  Tax 
incentives  are  an  efficient  and  cost  effective  way  to  stiaulata  and 
encourage  hoae  ownership. 

2)  Capital  aiarJcet  access  with  govemaant  backing  for  aiddle  and  low 
incoaa  buyers  is  working  wall  and  should  not  be  taapcrad  with  at 
this  tiae.  The  stable  and  less  expensive  supply  of  aortgage  credit 
provided  by  the  Federal  National  Mortgage  Aasocia  ,ion,  the  Federal 
Hoae  Loan  Mortgage  Corporation  and  tha  Govemaent  National 
Mortgage  Association  through  the  secondary  aarket  is  a  v&l«^abl-> 
operation  in  ainiaiting  the  affordability  constraint  and  should  be 
aalntained.  The  Federal  Housing  Adainistration  the  Veterans 
Administration  are  essential  Federal  housing  prograas.  Recent 
refinements  in  their  operations  have  been  good  steps  towards 
reducing  costs  to  the  government,  ainiaizlng  fraud  and  abuse  and 
reducing  high  foreclosure  rates. 

HOUSING  ROUNDTABLE  HAS  IDENTIFIED  SEVERAL  SPECIFIC  OBSTACLES  OF 
CONCERN  WITHIN  THE  HOUSING  AREA  AND  ENDORSES  THE  FOLLOWING 
POSITIONS :  uiiiiuwxrK, 

Thrift  industry.  The  thrift  industry,  the  foraer  priaary  vehicle 
for  hcualng  finance  and  govemaent  subsidy  is  in  transition  aoving 
towards  providing  broader-based  financial  services.  The 
subsidized,  weaker  thrifts  which  have  bean  paying  substantially 
highers  rates  to  attract  savings  and  charging  a  lot  less  for 
aortgage  loans  in  an  atteapt  to  grow  their  way  out  of  their 
difficulties,  anst  he  restrained  froa  hurting  the  healthy  thrifts 
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as  v«ll  as  othsr  Bortgags  l«nd«rs.  Enforc«a«nt  activities  should 
Bonitorsd  and  strengthaned  so  that  regulators  can  fulfill  their 
job  responsibilities  as  specified* 

The  Management  Consignaent  Frogran  (MCP),  as  developed  by  the 
F8Z1IC,  to  substitute  new  jumageaent  in  failing  thrift  insitu^ions 
should  be  expanded  and  should  incorporate  and  foster  a  nanagement 
philosophy  that  first  increases  the  marketability  of  the  thrift  bi- 
disposing  of  itr.  bad  assets  and  then  selling  the  thrift  in  the 
Bar]tet   place.    "Shrink   and   sell"    sixculd   be   the   MCP  marching 


Appraisal  industry*  The  efforts  in  Congress  initiated  by 
Representative  Doug  Barnard  from  Georgia,  and  within  the  appraisal 
profession  itself  should  be  supported  and  strengthened.  The 
appraisal  is  one  of  the  most  li^?ortant  elements  in  the  mortgage 
lending  process.  'iTherefore,  establishing  industry-wide  standards 
to  ensure  the  correctness  and  accuracy  of  the  appraisal  is 
essential  as  well  as  minimizing  possible  appraisal  fraud  and  abuse 
through  industry  regulation. 


Housing  Regulation.  The  housing  delivery  uystem  has  been  impeded 
by  its  over  regiaation.  Efforts  should  X>e  initiated  to  minimize 
regulation  and  certainly  to  stop  the  conJiinual  changing  of  the 
rules.  While  consumer  protections  and  safety  are  importai;t, 
unnecessary  housing  regulations  do  hamper  mortgage  lenders'  and 
producers*  efforts  to  provide  affordable  housing  as  efficiently  as 
possible. 

For  example,  the  Real  Estate  Settlement  Procedures  Act  (RESPA)  no 
longer  fulfills  its  intended  ptirpose  and  in  fact  interferes  with 
the  housing  di^livery  system.  Section  8  of  the  Act,  in  particular, 
which  prohibits  fees  for  referrals  of  business  for  related 
services,  incident  to  or  part  of  tad  settlement  service,  cannot  now 
be  considered  proconsumer.  It  interferes  with  the  systems  that  are 
available  to  enhance  the  industry  and  its  efficiencies.  Combined 
serv.^ces,  which  the  Act  inhibits,  are  often  the  most  efficient. 

There  is  a  real  need  within  the  mortgage  lending  industry  to 
minimize  corrupt  activities,  in  general.  There  should  be  higher 
penalties  for  fraud  and  other  crimes  as  well  as  stricter 
enforcement  to  eliminatt  repeat  infractions  as  well  as 
discouragement  for  violators  to  remain  In  the  profession. 


Housing  Assistance/Home  Ownership  Facilitation.  The  housing  needs 
of  low  income  familleu  are  not  being  adequately  met  by  existing 
governmental  assistance  programs. 

Private,  religious  and  local  government  participation,  as 
exemplified  in  the  Nehemiah  project  developed  by  the  East  Brooklyn 
Churches  in  New  york  City,  should  be  fostered  and  encouraged.  The 
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•xcit«i«nt  about  and  vorthiness  of  tha  Hahaalah  project  is  that  it 
net  only  provides  affordablQ  housing  to  families  earning  incomas 
between  $20,000  and  $40,000,  but  frees  up  public  housing  units 
previously  occupied  by  these  faailies  who  had  no  other  place  to 
find  affordable  housing,  thus  enabling  public  housing  to  be  used 
for  its  inteiided  purposes. 

The  aaintenance  and  retention  of  expiring,  subsidized  housing  units 
needs  to  be  addressed.  The  supply  of  affordable  rental  housing 
stock  is  limited  in  many  Markets.  With  the  Section  8  certificates 
approaching  the  twenty  year  maturity  mark,  owners  will  be  tempted 
to  convert  -*-Jiese  units  to  market  rate,  and  thereby  exacerbate  the 
existing  low  income  rental  housing  stock  crisis. 

In  mrxkets  where  insufficient  low  income  housing  exists,  some 
governmental  incentive  programs  need  to  be  considered,  to  foster 
housing  development  in  these  market  where  local  and  state 
governments  have  limited  resources  to  meet  these  pressing  housing 
needs.  In  many  aarkets,  the  waiting  list  for  affordable  housing 
xinits  is  large  and  continues  to  grow.  Although  a  return  to  Title  8 
housing  is  not  recommended,  some  creative  incentives  for  the  volume 
production  of  affordable,  low  income  housing  are  needed.  The  tax 
credit  provision  of  the  1986  tax  bill  has  proven  to  be  flawed  and 
inadeqcuate  to  the  task. 


Housing  needs  of  the  first-time  homebuyer  should  be  monitored  and 
prograas  encouraged  to  assist  this  group.  The  legislation, 
introduced  by  Senator  Dennis  DeConcini  from  Arizona,  to  establish 
individual  housing  accounts,  to  aid  first-time  homebuyers  to  save 
for  downpayments  should  be  supported  and  other  similar  legislation 
initiated. 

Housing  needs  of  the  first-time  homebuyer  have  occasionally  and 
successfully  been  met  through  development  of  sweat-equity  programs. 
Sweat  equity  programs  should  be  allowed  to  develop  to  their  fullest 
potential,  through  re/ision  of  government  regulations.  These 
programs  are  by  nature  small  scale  in  terms  of  the  number  of  units 
produced  and  require  a  certain  livel  of  demonstrated  skill  on  part 
of  the  participants.  The  benefit  of  sweat  equity  programs  is  that 
they  have  tremendous  success  in  fostering  individual  accomplishment 
and  pride  in  having  a  "hands  on"  participation  in  the  building  of 
one's  home.  The  support  of  sweat  eqpiity  programs  should  he 
tempered  with  a  realiziation  of  the  |>otential  for  appraisal  fraud 
to  the  detriment  of  the  homeowner.  Therefore,  appropriate 
precautions  should  be  incorporated  in  these  programs,  sweat  equity 
programs  should  be  part  of  the  nation's  commitment  to  housing. 


Homeless.  The  permanent  and  temporary  housing  needs  of  the 
homeless  need  to  be  addressed.  However,  the  plight  of  the  homeless 
is  the  result  of  root  causes  other  than  just  the  lack  of  affordzOsle 
housing,  other  components,  «uch  as  lack  of  education,  mental 
health  problems,    loss  of  basic  industry  jobs   (i.e.  structural 
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un«aployji«nt)  and  th«  d«v«lopm«nt  of  a  "ghatto  mantality" 
contributa  to  tha  sarious  hoMaless  situation  that  dasarvas 
ianadiata  attantion* 


Affordability,  Stata  and  local  govamnants  should  not 
unnacassarily  burdsn  hoiising  davalopnant  vith  bulldar  tax«s  and 
tmrnm,  and  unnacassary  soning  and  building  codas  and  delays  that 
aggravate  an  already  serious  affordability  problan.  In  addition,  a 
reexaainiation  of  a  process  vhare  local  govamnants  require  certain 
infrastructure  davelppaents  or  iaprovenents  before  the  building 
pamit  is  approved  only  result  in  higher  housing  costs  for  the 
consuaar  as  veil  as  delays  in  the  process*  The  question  of 
financing  infrastructure  should  be  addressed  separately  so  that 
those        use  it  should  share  fairly  in  its  cost. 


SinqlS'^Family  Hortqage  Loan  Liaits.  A  conforming  loan  liait  index 
should  be  developed  for  the  Federal  National  Mortgage  Association 
and  tha  Federal  Home  Loan  Mortgage  Corjporation  based  on  local 
markets  and  ehould  proportionately  reflect  conditions  in  each 
market  (similar  to  the  FHA  limits),  but  vith  differentials, 
primarily  related  to  variations  in  median  income* 

Each  year  FKHA  and  FHLMC  may  raise  their  purchase  limits  as 
determined  by  an  index  of  home  prices  compiled  by  the  Federal  Home 
Loan  Bank  Board.  This  limit,  presently  at  $153,100,  vhila  probably 
adequately  serving  the  market  in  osaahoma,  for  example,  vould  be 
grossly*  inadaquate  in  a  higher  priced  market,  such  as  southern 
California. 


Product  Liability  and  Related  Issues.  Radon,  asbestoci ,  toxic 
vastas  and  other  similar  substances  raise  product  liability 
concerns  that  need  to  be  treated  sensitively  anc'  fairly  by  Federal, 
stata  and  local  governments. 

Communication  of  the  issues  should  be  presented  in  a  balanced  vay 
enabling  a  more  reasonable  and  intelligent  approach  to  be  developed 
to  address  these  concerns.  Consciousness  raising  pxiblicity 
concerning  these  s\2bstances  often  is  emotional  and  thus  acts  as  a 
catalyst  to  influence  the  development  of  mandatory  standards  and 
costly  nev  construction  requirements  by  statd  and  local  governments 
before  the  effectiveness  of  the  standards  can  be  proven.  This  rush 
to  solve  the  problem  often  results  in  xmnecessary  delays  and  costs 
for  the  builder  and  others  in  the  housing  delivery  system.  The 
issues  involved  are  very  complex  and  thus  warrant  careful 
examination  before  standards  are  established  and  enforced. 
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The  Manufactured  Housing  Institute  and  the  National 
Manufactured  Housing  Federation  appreciate  the  subcatmittee's 
invitation  to  participate  in  its  landmark  effort  to  develop  an 
effective  new  framework  for  national  housing  policy*   We  believe  this 
is  a  timely  and  bold  response  to  a  challenge  of  great  public  importance 
and  buroeoTiing  public  need.   The  Manufactured  Housing  Institute  and  the 
National  Manufactured  Housing  Federation  are  two  separate  organizations 
that  have  worked  together  to  develop  the  following  ccroprehensive  set  of 
ccninents* 

The  Manufactured  Housing  Institute 

The  Manufactured  Housing  Institute  (MHI)  is  a  national  trade 
association  r^resenting  builders  of  manufactured  hemes*   There  are 
about  120  conpanies  producing  hones  in  more  than  300  factories  across 
the  United  States*   About  one-third  of  those  conpanies  are  manbers  of 
MHI*   These  manufacturers r  however r  account  for  more  than  50  percent  of 
all  manufactured  hates  produced  annually  in  the  U*S*   MHI  manbers  also 
include  160  companies  that  supply  a  wide  variety  of  goods  and  services 
to  producers  and  consumers  of  manufactured  housing* 

The  National  Manufactured  Housing  Federation 

The  National  Manufactured  Housing  Federation  (tWHF)  is  a 
national  trade  association  cotprised  of  thircy-eight  state  and  regional 
manufactured  housing  associations*   These  state  and  regional 
associations  contain  within  their  memberships  over  8,000  retailers  and 
20,000  developers  active  in  manufactured  hone  sales,  service  and  land 
develojment*   Ninety  percent  of  all  new  manufactured  hones  sold  in  the 
U*S*  u\  1986  were  sold  by  im?  affiliated  retailers*    rWHF  affiliated 
developers  own  and  operate  over  1*5  million  manufactured  hone  sites 
across  the  U*S* 

Background 

Shelter  is  one  of  the  most  basic  needs  of  humanity  and  the 
availability  of  decent,  affordable  housing  has  long  been  an  object  of 
our  national  policy*    However,  over  the  years,  the  cost  of  building  and 
maintaining  residential  housing,  v;hether  single-  or  multifanily,  has 
risen  dramatically*   With  that  rise,  the  deeply  rooted  dream  of  hone 
owner&nip  or  a  safe  confortable  rented  dwelling  is  fading  into 
financial  iivpossibility  for  an  increasing  number  of  Americans*  The 
most  effective  way  to  restore  these  basic  dreams  to  a  growing  segment 
of  the  pc^lation  is  by  reducing  the  cost  of  creating  and  maintaining 
housing*    However,  even  with  great  efficiencies,  the  time  and  expense 
of  hones  built  "stick  by  stick"  on  site  cannot  be  substanti^^jlly 
reduced*   Manufactured  housing  represents  a  viable  means  of  cracking 
this  price  barrier  and>  providing  affordable,  safe,  decent  and 
attractive  housing  fc>r  a  multitude  of  Americans* 
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The  manufactured  housing  alternative  is  a  difficult  optir.-^  at 
present  because  of  a  cottplex  and,  at  times,  hostile  legal  and 
regulatory  envirotroent  that  exists.    However,  it  is  within  the  power  of 
Congress  and  the  executive  agencies  acting  at  the  direction  of  Congress 
to  revise  the  environment  to  allow  the  increased  use  of  manufactured 
housing.   Ultimately,  this  will  help  answer  the  nation's  growing 
housing  needs  in  a  way  that  site-built  housing  alone  cannot  answer. 
Manufactured  housing^affordable,  decent,  safe  housing— must  be  a  part 
of  any  c/erall  solution  to  the  nation's  housing  shortage. 

First  a  brief  look  at  the  history  of  the  faderal  government's 
interaction  with  the  manufactured  housing  industry  and  the  role  of 
manufactured  housing  in  the  general  housing  indust^.   Then  we  will 
turn  to  the  ways  in  which  legislative  initiatives  in  the  Congress  can 
further  the  more  general  use  ot  manufactured  housing. 

In  the  overall  housing  market,  manufactured  homes  are 
dwellings  built  in  corpliance  with  a  federal  regulatory  system  and  are 
fabricated  in  an  off-site  manufacturing  facility  for  installation  at 
the  building  site.   Presently,  manufactured  hemes  are  almost 
exclusively  single-family  dwellings.   Residents  may  own  or  rent  any 
ccrrtDination  of  heme  and  real  property  (i.e.  owns  heme  and  property; 
owns  home,  rents  property;  or,  rents  both  heme  and  property).  The 
relatively  inexpensive  price  and  the  value  received  from  manufactured 
housing  makes  manufactured  hemes  very  attractive  for  people  of  low-  and 
moderate-  incomes. 

Although  manufactured  hemes  were  originally  referred  to  as 
'^mobile  homes"  the  vast  majority  are  never  moved  except  from  factory  to 
home  site.   This  reality  was  recognized  in  Public  Law  96-399,  where 
federal  laws  and  regulations  were  amended  to  substitute  •'manufactured 
home"  for  "mobile  home."   Historically,  manufactured  hemes  have 
generally  been  restricted  by  local  zoning  laws  to  specific  industrially 
and  ccranercially  zoned  areas  that  are  environmentally  and  aesthetically 
less  attractive  than  traditional  residential  zones^    However^  in  recent 
years  this  trend  is  changing  in  many,  but  not  all  localities.  Many 
local  governments  are  changing  restrictive  land  use  policies  to  treat 
manufactured  housing  like  all  other  forms  of  single-family  housing. 
Currently,  16  states  have  adopted  laws  that  prx^ibit  zoning 
discrimination  against  many  forms  of  manufactured  housing. 

Ttoday,  manufactured  hemes  are  regulated  at  the  federal  level. 
Although  for  many  years,  the  states  were  the  principal  regulators, 
making  it  nearly  inpossible  for  manufacturers  to  fabricate  dwellings 
that  complied  with  hundreds  of  separate  state  and  local  statutes  and 
regulations.   Furthermore,  many  states  were  not  enforcing  standards  for 
manufactured  hemes,  and  there  wore  legitimate  concerns  about  health  and 
safety.   So,  in  1976  the  National  Manufactured  Heme  Construction  and 
Safety  Standards  ("U-IHCSS"  or  "the  HUD  Code")  went  into  effect 
providing  a  pre€n?)tive,  performance  oriented,  nation-widb  set  of 
standards  and  regulatory  scheme  for  msu^.ufactured  housing.   The  HUD  Code 
ensures  that  manufacturers  meet  uniform  standards.   This  botl^  protects 
consumers  and  enables  manufacturers  to  build  to  one  standard,  not  a 
patchwork  of  codes.   The  HUD  code  is  a  performance  code  rather  than  the 
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prescriptive  building  codes  of  site  built  homes.    It  is  uniquely 
designed  for  corpatibility  with  the  factory  oroduction  process  and  it 
sets  stringent  performance  standards  for  all  aspects  of  design  and 
construction.   To  ensure  quality,  hoine  design  and  construction  are 
iTonitored  by  both  HUD  and  the  National  Conference  of  States  on  Building 
Codes  and  Standards,   Ihe  HUD  code  allows  greater  econoaies  and 
moderates  the  overall  costs  of  manufactured  homes.  Furthermore,  a 
preemptive  building  code  fosters  the  application  of  new  building 
r  technologies,  a  critical  factor  for  a  healthy  and  adaptive  housing 

industry. 

Approximately  12  million  pe^le  live  in  over  5  million 
manufactured  hemes,  according  to  U.S,  Bureau  Census  statistics  and  an 
analysis  of  the  Full  Time  Occupied  Life  of  Manufactured  Hemes  completed 
by  MHI  in  1986, 

A  1984  nationwide  survey  of  nearly  10,000  manufactured  home 
residents  by  Poremosu  Insurance  Cccr^)any  showed  that  more  than  70 
percent  of  new  manufactured  home  buyers  are  under  40  years  of  age  with 
an  average  age  of  36,6  years.    Their  median  family  income  is  $19,800. 
The  cost  per  square  foot  of  a  manufactured  heme  is  almost  half  the 
square  footage  cost  of  a  site  built  heme.    In  1986  the  average  square 
footage  cost  of  a  site  built  home  was  $49,05,  whereas  the  cost  of  a 
manufactured  heme  was  only  $20.18  per  square  foot, 

CANDICftTE  ISSUES  FOR  A  NEW  HOUSING  POLICY 

Vltxile  the  following  comments  are  specific  suggestions  for 
changes  within  the  current  framework  of  federal  housing  program  and 
tax  policy,  MHI  and  tWHF  find  a  fundamental  flaw  in  the  existing 
framework.   The  organizational  structure  of  the  Depcu:tment  of  Housing 
and  Urban  Development  (HUD)  has  resulted  in  a  fragmented  and  unfrjused 
approach  to  housing.   The  result  has  been  that  not  enough  attention  and 
resources      .*  been  effectively  focused  on  providing  quality,  safe, 
durable  shwAtor  in  a  cost  effective  nanner.   This  is  particularly 
evident  in  HUD*s  administration  of  the  manufactured  housing  program. 

As  we  have  mentioned,  manufactured  housing  is  the  most 
affordable  form  of  housing  being  produced  today.   HUD  plays  a  primary 
rf>le  in  our  industry,  and  yet  its  focus  on  manufactured  housing  has 
been  towards  punitive  actions  which  work  to  discourage  the  growth  arid 
develc^xnent  of  the  industry.   This  is  partly  due  to  an  organizational 
structure  that  is  driven  by  the  single  family  insurance  program  needs, 
rather  than  efforts  to  target  assistance  towards  lew  income  housing. 
Consideration  should  be  given  to  reorganizing  HUD  by  establishing  a 
specific  entity  within  the  Department  that  would  be  responsible  for  tne 
inplementation  of  all  lew  inccmo  housing  policies  an.d  prog^-ai^fi. 

The  HUD  Code  did  not  de<Jl  with  all  the  problems  facing  the 
consumers  or  raanufacturerc  of  manutactured  housing.    For  exarrple,  there 
is  virtually  no  method  or  provision  for  the  use  of  manufactured  housing 
in  multifamily  construction— the  fire,  insulation,  structural  strength 
and  chassis  requirements  make  this  iirpossible.    Likewise,  neither 
individual  consumers  nor  owners  of  large  manufactured  housing 

-3- 


78-5^1  0-87-12 


338 


facilities  can  qualify  to  participate  in  various  federal  financial 
programs  or  for  the  same  kind  of  beneficial  treatment  under  the 
Internal  Revenue  Oxter  as  the  site-built  industry.    Moreover,  there  is 
nc  federal  requirement  mandating  nondiscriminatory  treatment  of 
manufactured  hones  by  states  and  municipalities  in  their  land-use 
policies.   MHI  and  WHF  believe  that  many  of  these  issues  can  be 
addressed  mDSt  effectively  at  the  federal  level  and  by  doing  so- 
Congress  will  put  safe,  affordable  and  decent  housing  within  the  reach 
of  ^  far  greater  number  of  Americans, 

Manufactured  Housing  Constructior,  and  Safety  Standards  Proqran 

One  of  the  six  principal  initiative  areas  that  needs  to  be 
addressed  by  a  new  housing  policy  is  the  preservation  and  iirprovement 
of  the  National  Manufactured  Home  Construction  and  Safety  standards 
Program. 

■me  Department  of  HUD  has  taken  a  nuriber  of  actions,  and 
proposes  others,  that  serious:y  threaten  this  preemptive  building  code 
system.   The  department  has  proposed  to  deregulate  minimun  energy 
requirements  for  manufactured  homes #  thus  svibjecting  manufactured  home 
builders  to  a  variety  of  building  codes  tha^  literally  would  gut  the 
advantages  of  a  preen^tive  building  code  syscem  that  allows  sinplified 
shipment  in  interstate  conroeroe.   Congress  should  enact  legislation  to 
require  the  secretary  of  HUD  to  adopt  preemptive  uniform  energy 
oonservation  standards  for  manufactured  homss  and  oppose  any  further 
efforts  to  repeal  the  NatTonal  Manufactured  HousTng  Construction  and 
Safety  Standards  (tlHCSS)  Act. 

In  addition,  the  industry  urges  federal  government  retention 
of  its  responsibility  for  developing  standards  for  manufactured 
hgusina.   ^  recently  delegated  the  federal  role  of  developing  and 
maintaining  otandards  to  the  Council  of  American  Building  Officials 
(CABO).    Not  only  is  CABO  ignorant  of  manufactured  housing  techniques 
and  technologies,  but  CABO  is  an  organization  controlled  by  local  code 
officials  and  our  conpetitors  (the  site-assen4)led  heme  builders).  This 
abdication  of  authority  leaves  the  "fox  guarding  the  chicken  coop." 
The  CotmBrce  Department  saw  this  conflict,  urged  HUD  to  avoid  it  and 
was  ignored.    This  move  is  imprudent  and  iiit)rcperly  deleoates  HUD*s 
regulatory  authority  in  this  area.    HUD  should  be  directed  by  Congress 
to  rulCilx  its  statutorily  mandated  responsibilities  and  neither 
delegate  them  out  nor  contract  them  away. 

Congress  should  investigate  ways  of  refining  ths  current 
enforcement  system  and  focus  efforts  on  health  and  safety  raUier  than 
every  single  aspect  of  production.    Thla  latter  responsibility 
rightfully  balongs  with  the  manufacturers  and  their  quality  control 
systems  and  market  ccmpetition. 

In  addition  Cbngress  should  consider  amending  the  ffWiSS  Act 
|£  allow  the       of  more  innovative  design  and  construction  techniques 
In  the  construction  of  manufactured  homes*   Specifically  it  should 
clarify  the  definition  of  "permanent  chassis"  under  the  act. 
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Because  the  act  is  unclear,  in  1986  HUD  reversed  a 
ten-year-old  policy  and  now  insists  that  the  two  I-beams  and 
crossnenbers  that  serve  as  a  transportation  platform  during  delivery  of 
the  homs  from  the  factory  to  the  home  site  must  remain  attached  to  all 
manufactured  homes  whether  or  not  they  are  needed  for  structural 
support  on  site* 

Once  the  manufactured  home  reaches  the  tone  site,  this 
delivery  system  very  often  serves  no  structural  purpose*  whatsoever*  In 
factr  it  is  a  detriment  to  permanent  placement  oH  many  manufactured 
homes  because  it  impedes  installation  over  basements  r  adds  unnecessary 
cost  and  discourages  floor  design  evolution  and  nultilevel  development* 
Further  r  in  sane  cases  the  removable  platform  could  be  reused  in  order 
to  reduce  costs  to  the  hcmebuyer*   Requiring  its  permanent  attachment 
constitutes  a  dreadful  waste  of  financial  and  natural  resources* 

A  revision  in  the  statutory  definition  of  a  manufactured  home 
to  specify  that  the  metal  delivery  system  need  not  mnain  with  the  home 
ijnless  strncturalTnteqrity  on  site  requires  it  and  a  revision  of  the 
HUD  Code  J"o  provide  for  coverage  of  multifamlly  manufactured  housing 
oontructibn  standards  would  cure  tRese  difficulties  and  benefit  both 
consumers  and  industry*    Likewise,  a  broader  definition  of  dwellings 
covered  by  the  HUD  Code — especially"with  revising  the  chassis 
def initicxi— ^^ould  allow  other  factory  built  housing  players  into  this 
building  arena* 

Presently r  for  instance,  manufacturers  of  factory  assembled 
nodular  housing  must  build  to  a  patchwrk  of  state  and  local  codes*  By 
eliminating  the  '*chassi8^  requirement  or  instituting  a  broad  defHition 
of  chassis  in  the  HUD  Code,  another  form  of  inexpensive,  factory-buiXt 
housing  would  become  available  to  the  public*    It  \fOMl6  also  likely 
bring  additional  manufacturers  into  the  market  place,  thus  increasing 
oorpetiticn  to  the  benefit  of  consumers* 

Ihis  would  also  negate  the  need  for  language  currently  in  H* 
R.  4*  to  provide  a  study  of  the  feasibility  of  a  separate  code  for 
mixJular  housing* 

Consistent  with  the  concept  of  federal  preemption  of  certain 
aspects  of  the  housing  industry  regulation,  the  industry  supports 
legislation  that  would  a^^ly  the  HUD  Code  to  site-built  housing  in 
jurisdictions  where  no  site  built  code  exists"   Ihis  legislation  would 
provide  needed  safety  and  habitability  standards  where  none  presently 
are  in  place  and  does  so  by  use  of  a  system  of  standards  whose 
performance  has  been  proven  over  the  last  11  years*    If  a  local 
jurisdicticxi  wanted  other  than  HUD-Code  provisions,  it  would  need  only 
enact  a  local  code*   Ihus,  this  legislation  would  spw:  localities  to 
take  responsibility  for  their  own  building  codes  and  in  the  meantime 
protect  consumer  safety  and  economic  welfare* 

In  order  to  ensure  a  more  streamlined  regulatory  system  for 
the  development  and  adopt icxi  of  a  national  preemptive  building  code  and 
enforcement  system.  Congress  should  consider  revisions  to  the 
AAninistrative  Procedures  Act  to  provide  for  negotiated  rulemaking  of 
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HJD  8^aj}dMds •   This  plan  was  endorsed  by  the  President's  Cotnnission  on 
Housing  in  its  1982  report.   Briefly,  the  proposal  woulo  allow  the 
agencies  and  industry  jointly  to  identify  and  address  the  issues, 
putting  before  the  agency  nore  pertinent  information  needed  to  develop 
practical  and  cost  effective  regulations.   This  process  would  allow  the 
parties  to  focus  their  efforts  on  the  real  issues,  bringing  relevent, 
not  extraneous^  data  to  the  regulatory  process.   Negotiated  rulemaking 
also  would  caopel  the  early  involvenient  of  managers  and  technicians  in 
the  process,  increasing  the  likelihood  that  pra^watic,  workable  rules 
would  result*   Hand  in  hand  with  negotiated  rulemaking  imist  go  a 
legislative  strengthening  of  the  Freedom  of  InformaMcn  Act  to  protect 
from  disclosure  sensitive  business  information  provided  to  thp  agencies 
in  the  process.  Th3  effect  of  these  revisions  would  be  to  dii-lnish  the 
adversarial  climate  which  presently  exists  between  agencies  and  the 
poople  and  businesses  affected  by  their  rules.   The  diminution  of 
conflict  would  produce  substantial  savings  to  govemaent  and  industry. 

Housing  and  CoOTmity  DsvelopnBnt  Programs 

Federal  housing  assistance  is  available  to  ocnnunitles  in  a 
xsultitude  of  forms,  ranging  from  direct  grants,  to  mortgage  insurance 
to  tax  incentives.    In  each  case,  a  whole  host  of  preconditions  mu3t  be 
met  by  a  coRinunity  in  order  to  be  eligible  to  receive  the  funds. 
However,  many  oorannunities  discriminate  against  v2u:iou3  forms  of 
affordable  housing,  especially  manufactured  housing,  by  either 
restrictive  zoning  and  covenants  which  relegate  all  manufactured  heroes 
to  undesirable  industrial  sites  or  prohibit  their  use  altogether. 
There  also  might  be  discriminatory  tax  treatment  or  provision  of 
nunicipal  services.   Fbr  example,  many  cannutnities  eliminate  the 
options  for  reasonably  priced  housing  by  virtue  of  zoning  ordinances 
which  limit  single  family  homes  to  miniioun  acreage  requireroents  (of  5 
acres).    Land  costs  therefore  become  prohibitive  for  moderately  priced 
hemes.   When  these  actions  are  examined,  they  are  seen  for  what  they 
are:   discrimination.   Not  only  discrLiiination  against  the  manufactured 
housing  producers  and  their  jobbers,  but,  by  extension,  their 
consumers—  low-  and  mocJerate-  incctne  Orleans.   Tb  atbetipt  to 
segregate  them  or  ellmin2x:e  them  from  a  ccranunity  by  making  affordable 
manufactured  tiousing  unavailable  is  reprehensible.   Tb  permit  this  de 
facto  discrimination  is  unacceptable  in  our  society. 

MHI  and  r«HF  urge  Congress  to  tackle  this  problem  with  a 
two-pronged  approach.   First,  Congress  should  provide  comaunities  with 
strong  incentives  to  develop  affordable  housing.    Fbr  exanple,  a 
oorammity  might  have  increased  access  to  mortgage  insurance  programs, 
block  grant  funds  or  favorable  tax  treatment,  in  exchange  for  an 
aggressive  affordable  housing  development  program.   Congress  should 
include  in  the  statutory  criteria  for  evaluating  a  oonmunity's 
eligibility  for  such  programs  an  evaluation  c'  the  omtnunity's  use  of 
affordable  housing.    In  short,  equitable  treatment  would  allow  progrem 
participation.   Of  course,  the  second  prong  jjs  that  in  the  event  a 
conminity  discriminates  against  affordable  housing.  Its  eliqibiXity  to 
participate  in  these  federal  housing  assis^^ce  programs  would 
disappear. 
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Similarly,  federal  assistance  through  HUD  is  presently 
available  to  rehabilitate  rental  housing.   These  HUD  funds  not  only 
assist  in  the  rehabilitation  of  the  units  themselves,  but  help  provide 
assistance  for  the  displaced  tenants  which  is  attendant  to  the 
rehabilitation  process.   Many  old  rental  mobile  home  parks  ar^  in 
desperate  need  of  rehabilitation.    However,  because  of  the  definitional 
language  of  the  statute,  these  funds  cannot  be  used  to  rehabilitate 
theni,   MHI  supports  legislative  initiatives  that  would  enable  mobile 
here  parks  to  participate  in  the  HUD  rental  rehabilitation  program. 

Flood  Insurance  Programs 

The  industry  ir.  greatly  concerned  about  the  potential 
displacement  of  over  300,000  low  and  noderate  inccroe  families  currently 
residing  in  existing  manutixctured  heme  cormwnities,    Flood  insurance 
regulation  changes  pranulgated  by  the  Federal  Emergency  Management 
Agency  in  1986,  will  in  effect  close  thousands  of  existing  manufactured 
here  ccmrunities. 

With  passage  of  tlw  Supplemental  Appropriations  Act  of  1987, 
Congress  has  effectively  barred  FEMA  fran  enforcing  these  regulations 
until  September  30,  1988,    M^ile  the  industry  is  appreciative  of 
Congress*  expedient  action,  we  continue  to  have  deep  concerns  about  the 
ultimate  resolution  of  this  issue, 

we  support  FEMA's  goal  to  encourage  effective  flood  plan 
management,  however,  the  goals  must  be  counter-balanced  with  concerns 
for  displacing  low  and  moderate  income  families  currently  residing  in 
manufactured  hones  in  flood  plains.    Congress  should  indefinitely  delay 
inplementation  of  the  new  Ft>iA  regulations  and  provide  funding  for 
additional  research  on  the  relate<i  issues.   Research  funding  should 
authorize  demonstration  projects  where  various  alternatives  oould  be 
developed  and  tested. 

Public      jing_  Programs 

Hand  in  hand  with  rehabilitation  programs  for  low-  and 
nicxIeKate-  inccre  manufactured  housing  are  piiblic  housing  programs.  The 
roost  econonic  expediture  of  scarce  public  housing  funds  would  be  to 
purchase  manufactured  housing.    Funds  from  these  programs  cannot 
presently  be  used  to  purchase  manufactured  housing.   To  remedy  this 
problem  and  ease  the  strain  on  our  public  housing  programs,  MHI  and 
I^iHF  urge  that  statutory  changes  be  made  so  that  public  housing  program 
funds  can  te^  used  to  purchase  manutacturedlxxising  and  develop  proiects 
involving  manufactured  housing. 

The  Cof.^gress  should  seriously  look  for  ways  to  encourage 
public  housing  develogrents  such  as  vantage  Glen  in  King  County » 
Washington,    Wim  diminishing  federal  subsidies  for  public  housing,  the 
King  County  Public  Housing  Authority  has  the  answer  for  providing 
low-income  housing  in  a  pleasant,  accessible  and  safe  environment.  The 
project  for  senior  civrizens,  uses  manufactured  housing  in  their 
traditionally  sited  manner,  where  the  heme  is  owned  and  the  site  is 
rented  from  the  housing  aathcrity* 
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The  King  County  Housing  Authority  nkxJe  use  of  several 
resources  in  developing  the  168-unit  manuCactui*ed  ha  j  ccnwunity. 
First*  it  financed  the  purchase  of  the  site  with  a  community 
development  block  grant,  which  averaged  $3,500  per  unit.  Park 
construction  and  development,  which  ran  to  nearly  $10,000  a  unit,  was 
financed  with  tax  exeqpt  bond  anticipation  notes,   itje  housing 
authority  worked  out  an  arrangeraent  with  a  local  bank  to  provide 
attractive  financing  of  the  homes.   Residents  pay  fron  between  $100  to 
$300  per  month  less  than  the  cost  of  a  traditional  high-rise  project 
while  enjoying  the  attractiveness  and  spaciousness  of  a  single-family 
home  comunity.    In  King  County,  public  subsidizes  were  reduced  by  at 
least  50  percent  over  the  cost  of  a  nationally  subsidized  high  rise 
construction  project. 

While  not  appropriate  for  aU  areas  where  public  housing  is 
needed,  the  Vantage  Glen  project  can  be  duplicated  by  the  piblic  sector 
or  private  nonprofits,  and  costs  of  public  subsidies  can  be 
substantially  reduced. 

Public  housing  would  also  be  well  served  by  revision  of  the 
permanent  chassis  definition  in  the  federal  statute  (see  above^  because 
it  wjuld  greatly  facilitate  multiunit  housing  projects  rather  than  only 
single-family  dwellings.   The  creation  of  multiunit,  multilevel  public 
housing  projects  from  manufactured  homes  would  produce  tremendous 
savings  because  real  estate  costs  would  be  kept  to  a  ralniitun.  By 
redefining  the  HUD  cx5de,  to  include  both  single-  and  multifamily 
construction r  manufactured  heroes  rould  be  assembled  into  nultiunit, 
multilevel  housing  projects.   The  savings  in  real  estate  costs  alone 
would  help  spread  public  housing  dollars  to  a  larger  nuaixjr  of 
projects. 

Housing  Finance  and  Tax  Issues 

The  key  to  the  future  in  any  modem  industry  is  research  arid 
develrnproent.   Without  K&D,  there  is  no  opportunity  for  iirprovonent  of 
product  or  raanufftcturing  techniques  or  for  reducing  costs.  Money 
invested  in  WD  is  money  spent  in  the  public  interest.   mhI  supports, 
therefore,  amendaents  to  the  Internal  Revenue  Code  and  any  related 
federal  inoaoe  tax  regulations  to  rrovide  for  a  deduction  or  credit  for 
funds  expended  by  manufacturers  oc  service  providers  in  QwTr  R4D 
activities^ 

Within  the  fie)d  of  finance  is  the  issue  of  the  Mortgage 
Credit  Certificates  (MCXIs)  created  by  the  Tax  Reform  Act  of  1984.  The 
MOCs  are  issued  to  home  purchasers  by  a  state  or  local  housing  fi**Anoe 
agency  as  an  alternative  to  issuing  tax  exenpt  mortgage  revenue  bonds. 
The  purch&ser  thbn  uses  the  MOCs  to  produce  a  dollar-for^-dollar  tax 
reduction  in  an  amount  epual  to  the  amount  of  the  credit.   This  program 
makes  home  buying  a  real  possibility  for  many  low-  ana  aoderate-  income 
purc**iser8. 

There  is  a  sunset  provision  to  the  MOCs  prog:  ccq  of  Decestber 
31,  1988.   MHI  and  t«HP  urge  the  Congress  either  to  lift  or  extfcnd  this 
sunset  date  to  continue  this  valuable  program. 
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One  of  the  nost  troubling  probleras  facing  manufactured 
housing  is  its  continued  treatment  as  personal  property.  Unlike 
site-built  housing,  manufactured  housing  is  often  thought  of  as  an  item 
of  personal  property  stuck  oii  real  property*   Often  times,  two 
different  entities  own  the  personal  and  the  real  properties.  Because 
of  this  peculiarity  of  the  method  by  which  manufactured  homes  and  their 
sites  are  owned,  they  do  not  fit  into  the  formula  established  by 
Treasury  Department  regulations  defining  heroes  that  are  eligible  for 
mortgage  revenue  bond  financing. 

In  short,  a  state  or  local  governmental  authority  cannot 
issue  mortg^ige  revenue  bonds,  whose  inocroe  receives  preferential  tax 
treatment,  on  manufactured  heroes  unless  they  are  owned  with  the  real 
estate  on  v^ich  they  are  sited  and  are  treated  as  a  real  estate  entity. 
Therefore,  MHI  and  ^WHF  support  legislative  action  to  revise  the 
Internal  Revenue  Code  and  instruct  the  I'reasury  Department  to  amend  its 
regulations  so  that  manufactured  heroes  not  owned  Jji  conjunction  with 
the  real  estate  on  which  they  are  sited  will  still  be  eligible  for 
mortgage  revenue  bond  financing. 

Continuing  in  the  area  of  tax  refonn,  in  the  Tcix  Reform  Act 
of  1986,  the  recovery  period  for  residential  rental  property  was 
increased  to  27-1/2  years  and  accelerated  depreciation  was  replaced 
with  straight-line  depreciation.    In  order  to  qualify  the  land, 
iirprovements  and  residence  must  be  owned  by  the  same  entity,  here  the 
developir.   MHI  and  tMHF  srpport  a  lifting  of  this  ownership 
requireroent  because  in  a  manufactured  home  rental  cotinunity  the  landr 
inprovements  and  residence  are  seldom  owned  by  the  same  entity. 
Presently,  many  manufactured  heme  camiunities  are  not  classified  as 
residential  property  (v^ich  would  allow  them  a  27-1/2-year 
straight-line  depreciation  schedule).   Rather,  they  are  clessified  as 
nonresidential  property  ocnqpelling  a  31-1/2  year  straight-line 
depreciation  schedule.    In  this  connection,  the  industry  supports  a 
redefinition  of  residential  rental  property  to  include  all  manufactured 
home  ccrnmmities  not  merely  those  in  which  the  manufactured  home  is 
permanently  affixed  to  the  real  estate  and  both  heme  and  land  are 
financied  as  rea"  estate  and  ownej  py  the  landlord.   This  siii5)ly  is  a 
logical  and  straignt-forward  amendment"  which  recognizes  the  reality 
that  these  ccronwnities  are  residential  properties  occupied  prusuant  to 
a  lease.   This  reclassification  would  also  allow  developers  of 
manufactured  housing-based  residential  rent*a7.  projects  to  avail 
themselves  of  the  incentives  under  the  190b  act  providing  for 
Icw-inccroi  housing  credits.   These  credits  on  new  construction  or 
rehabilitr.tion  of  low-incone  rental  housing  would  go  a  long  way  when 
aK>lied  to  less  expensive  manufactured  housing  than  to  more  e5q)ensive 
site-built  housing. 

The  redefinition  of  manufactured  hone  rental  ccnitunities  as 
residential  rental  property  would,  obviously,  a^ply  to  low-income 
residential  rental  property.   But,  the  elimination  of  the  accelerated 
depreciation  system  in  the  1986  act  iias  severely  haiitpered  the 
development  or  redevelojpment  of  manufactured  heme  rental  communities 
for  low-income  residents.   MHI  and  IWHF  urge  the  specific  limited 
reinstatement  of  accelerated  depreciation  over  a  ten-year  period  for 
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manufactured  horoe  catwunities  for  lowincoroe  residents  >  Manufactured 
housing  oomaanities  can  provide  one  of  the  least-expensive  means  of 
providing  low-incaie  housing,  and  the  quicker  this  housing  is 
available,  the  better  for  the  public  at  large*   These  tax  reform  itans 
can  provide  sufficient  inducement  for  the  manufactured  housing  industry 
and  developers  to  systanatically  respond  to  the  acute  shortage  of 
low-incoroa  housing* 

Finally,  within  the  area  of  finance  are  tiie  r-^tters  relating 
to  Federal  National  Mortgage  Association  (FtWA)  and  Feoeral  Hotb  Loan 
Mortgage  Corporation  (FHIMC)  authority  to  purchase  and  sell  personal 
property  loans  used  to  finance  the  purchase  of  manufactured  housing* 
The  agencies  could  do  this  just  as  they  purchase  and  sell  nortgages  for 
site-built  housing*   However,  for  reasons  best  known  to  thenselves, 
neither  agency  dxx3ses  to  exercise  this  authority*   Therefore,  the 
industry  supports  a  Congressional  direction  to  these  agencie*'  either  in 
the  form  of  a  joint  resolution  or  other  appropriate  vehici    to  begin  to 
use  their  authority  to  purchase  personal  property  loans  by  a  date 
certain  in  the  near  future* 

Vfe  feel  that  the  absence  of  conventional  secondary  rtarket 
programs  as  mentioned  above,  ic  at  least  a  part  of  the  reason  ti«dt  a 
loan  to  purchase  a  manufactured  hone  typically  carries  an  interest  rate 
that  is  2-3  percent  higher  than  interest  rates  on  real  estate 
nortgages*   Having  programs  operated  by  FM4A  and  FHIWC  for  manufactured 
iKXising  personal  property  loans  could  help  close  that  gap  in  interest 
rates  and  help  housing  affordability  greatly* 

Housing  Insurance  Issues 

Within  the  field  of  insurance,  there  are  several  issues  of 
inportance  to  the  manufactured  housing  industry* 

First,  the  present  system  of  Veterans  Administration  (VA) 
loans  and  loans  under  Federal  Haising  Adndn is trat ion's  (^)  Title  I  of 
the  National  Housing  Act  should  ba  preserved*   Likewise,  the  present 
system  of  VA  and  FHA  insurance  of  personal  property  loans  on  the 
purchase  of  manufactured  homes  should  be  preserved*  The  present  system 
of  the  FHA  insuring  manufactured  housing  loans  onJ.y  as  a  portfolio  must 
be  broadened  to  encourage  the  insuring  on  a  loan-by-loan  basis* 
Re'''4ted  to  the  portfolio  loan  policy  is  the  FHA's  practice  under  the 
National  Housing  Act  to  issue  loan  insurance  that  covers  only 
10-percent  of  the  portfolio,  less  the  amount  of  any  claims  m?Je*  This 
coverage  is  autcroatically  reduced  10  percent  each  year,  even  if  there 
are  no  claims*   VHl  and  the  bWHF  support  an  elimination  of  tte  lu 
percent  coverage  limit  b^  amending  the  National  Housing  Act*   And  MHI 
and  tMHF  urge  Cbngress  to  prohibit  hUD's  autonau^c  annual  reduction  in 
insurance  coverage* 

Second,  the  availability  of  mortgage  insurance  for 
coTidominium-style  manufactured  home  developments  needs  to  be  expanded 
if  more  low-  and  moderate-  incone  condominium  manufactured  home 
developments  are  to  be  built*    Presently,  section  234  of  the  National 
Housing  Act  limits  mortgage  insurance  available  to  new  or  rehabititable 
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condcminium  developments  to  those  that  are  raultiunit,  multiZamily 
develoixnents .   This  reflects  the  nature  of  cxxidominium  development  in 
the  early  1960 's  when  the  National  Housing  Act  became  law.   At  that 
tine,  nost,  if  not  all,  condominiums  were  multistory,  multiunit 
buildings,  often  converted  apartment  houses,  although  new  construction 
was  beginning  to  be  done.   Through  that  historical  quirk,  the  National 
Hcxising  Act's  language  is  keyed  to  those  sorts  of  condcminiums.  Since 
that  tine,  condoninium-style  ownership  has  been  applied  to  all  sorts  of 
dwellings  including  detached  hates  or  townhouses  where  there  is  a  fee 
ownership  of  both  the  lot  and  the  hate,  and  ootinon  ownership  of  other 
areas.   Condominium  ownership  plans  have  also  been  aj^lied  to 
manufactured  hone  oamuinities  in  v^ich  the  hates  and  lots  are  sold  as  a 
package,  and  to  contrunities      v^ich  the  hate  sites  are  organized  under 
a  condominium  regime  and  the  resident  purchases  and  locates  a 
manufactured  home  as  a  seperate  function.    Unfortunately,  the 
provisions  of  section  234  have  not  kept  pace  with  developments  in  the 
housing  industry. 

Moreover,  the  office  of  the  general  counsel  at  HUD  issued  a 
legal  opinion  in  1979  explicitly  concluding  that  the  agency  had  no 
legal  authority  to  insure  developments  of  manufactured  housing  pursuant 
to  section  234.    Therefore,  the  industry  supports  legislation  that 
would  specifically  include  manufactured  housing  develc^atents  owned 
under  a  condcminium  regime  as  eligible  condaniniuros  for  the  punx)se  of 
having"lj>eir  mortgages  insured  under  section  234 .   ^  an  alternative, 
MHI  ind  l«HF  suggest  legislation  that  would  permit  mortgage  insurance 
under  section  234  for  condcminium  develOFments  other  than  multiunit 
high-rise-type  structures. 

In  addition,  MHI  and  l«HF  support  revisions  tr  section  207  of 
the  National  Housing  Act  that  would  revitalize  and  update  that 
insurance  program  to  make  it  suitable  for  current  development  or 
rehabilitation  of  manufactured  home  rental  oomnnunities.    For  example, 
ccmnLinities  financed  through  the  section  207  program  cannot  restrict 
their  rental  of  a  hone  site  to  residents  who  have  purchased  or  rented  a 
manufactured  hate  from  a  specific  dealer  or  manufacturer.  This 
restriction  is  ultimately  more  costly  to  both  residents  and  the 
government  because  it  discourages  both  joint  venturing  by  retailers  or 
manufacturers  and  discourages  developers  selling  shares  in  a 
cooperative  cotirunity  (one  in  v^ich  the  hane&  and  land  are  developed 
together  and  owned  by  the  cotmunity).   Similarly,  in  cooperative 
comnunities  purchasers  of  manufactured  homes  with  Title  I  mortgage 
in55^>rance  must  separately  finance  purchase  of  their  share  in  the 
cooperative,  even  though  the  cooperative  is  financed  through  the 
section  207  program.   MHI  and  NMHF  support  bringing  consistency  to 
these  cases  and  the  others  like  them  in  an  effort  to  revitalize  the 
section  207  program. 

Rural  Housing 

We  believe  that  manufactured  housing  can  make  one  of  its 
greatest  contributions  by  providing  affordable  housing  to  rural 
citizens.   Tlie  Far.iers  Home  Administration  (EVnHA)  in?)lemented  a  Section 
502  manufactured  housing  program  on  November  18,  1986.    It  is  too  early 
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to  predict  the  pr.Dgrams  ultimate  success,  however,  we  believe  the 
program  should  be  revised  to  reduce  cumbersome  and  unneccessary 
requirements* 

RnHA  has  the  Congressional  authority  to  jmplenent  a  program 
under  Section  515  (Rental  Rural  Housing)  but  has  not  done  so,  Vfe 
believe  that  a  Section  515  program  for  manufactured  housing  would  be 
tremendously  successful  because  the  program  procedures  would  be  more 
broadly  accepted  by  retailers  and  develqpers  in  the  manufactured 
housing  industry* 

In  conclusion,  the  Manufactued  Housing  institute  and  the 
National  Manufactured  Housing  Federation  support  the  efforts  of  the 
Congress  to  examine  and  develop  an  effective  national  housing  policy. 
With  the  ever-ejq>anQxng  need  for  housing  in  the  nation  and  ever^rising 
costs,  scarce  dollars  must  be  carefully  spent  by  both  the  public  and 
government  to  ensure  our  citizens  safe,  decent  and  affordable  housing. 
Ihrougn  thoughtful  reform  of  the  statutory  framework  applied  to 
manufactured  housing  and  through  a  consistent  and  uniform  application 
of  the  law,  this  goal  can  be  achieved. 

Thank  you  very  much  for  inviting  the  Manufactured  Housing 
Institute  to  participate  in  these  hearings. 
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L  Housing  as  a  National  Priority 


A.    THE  ISSUE 

V^here  will  we  live  —  we  Americans— in  the  decade  ahead  and  in  the  next  century? 
Our  parents,  our  children,  and  our  children's  children  all  face  rising  housing  costs  and 
many  face  diminished  housing  choices.  Housing  remains  one  of  the  basic  human 
needs,  yet  until  recently  it  had  fallen  off  the  national  agenda. 

Whether  aspiring  to  be  homeowners  or  renters,  whether  in  vibrant  urban 
growth  areas  or  in  older  towns  or  in  the  rural  countryside,  for  the  first  time  in  our  his- 
tory young  people  entering  the  housing  market  typically  caimot  achieve  housing  equal 
to  what  their  parents  could  afford. 

Homeownership  costs  have  outstripped  the  growth  of  typical  household  in- 
comes. Rents  are  absorbing  ever-higher  shares  of  poor  families'  incomes.  This  is 
happening  at  the  same  time  that  Federal  domestic  policy  attention  has  shifted  to  other 
priorities.  Housing  as  a  /ital  national  issue  has  been  crowded  out  by  the  problems  of 
energy,  agriculture,  manufacturing,  health  costs,  and  general  welfare. 

For  nearly  a  decade,  the  T'^ideral  commitment  to  housing  has  been  on  the 
decline.  The  housing  budget  has  been  slashed  by  two-thirds,  more  than  any  other  sec- 
tor of  the  national  budget.  The  major  Federal  housing  assistance  programs  of  the 
1960s  and  1970s  either  have  been  eliminated  or  are  being  phased  out.  ^ublic  housing 
is  undermaintained  and  is  wasting  away.  The  stock  of  federally  assisted  units  faces  a 
long-term  decline  as  existing  subsidy  contracts  expire. 

As  an  industry,  a  group  of  people,  involved  full  time  in  financing  housing  as 
well  as  places  of  work,  shopping,  and  recreation,  we  at  the  Mortgage  Bankers  /associa- 
tion of  America  welcome  the  opportunity  to  share  our  research  and  views  on  what  na- 
tional housing  policy  should  be.  As  we  look  toward  the  coming  session  of  Congress, 
to  the  next  national  elections,  and  to  the  balance  of  this  decade,  we  see  that  this  is  the 
time  to  weave  housing  back  into  the  fabric  of  national  policy.  The  way  we  house  our- 
selves is  too  important  a  part  of  what  we  are — how  we  view  ourselves  as  a  people — to 
be  neglected  any  longer. 

This  report  is  an  expression  by  the  Mortgage  Bankers  Association  of 
America  of  where  we  are  and  where  we  believe  we  should  be  heading  in  national 
housing  policy.  We  have  chosen  to  focus  not  just  on  the  elements  of  finance  with 
which  we  are  most  familiar,  but  on  a  fiill  range  of  issues  that  we  believe  we  are  com- 
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pctent  to  address.  The  fabric  of  housing  issues  is  an  intricate  tapestry  that  can  only  be 
comprehended  when  looked  at  as  a  whole. 

R    FROM  VISION  TO  REALITY-  THE  FRAMEWORK  OF  THIS  REPORT 

Senators  Cranston  and  D'Ama^o— 

-you  ask  us  to  propose  "building  blocks"  for  a  major  new  housing  bill. 

We  will  try  to  do  more.  Before  the  building  blocks  should  come  a  design. 
And  before  that,  a  vision— in  the  mind  of  an  architect  or  of  many  architects.  Housing 
poHcy  needs  to  start  with  a  vision  of  what  it  is  we  want  to  accomplish,  and  for  whom. 

That  vision  needs  to  have  foundations  in  reality.  A  starting  point  of  this 
report  is  to  depict  a  dear  sense  of  what  our  shelter  conditions  and  their  shortcomings 
are.  This  report  looks  in  detail  at  ibe  qualitative  and  quantitative  dimensions  of  hous- 
ing needs. 

This  assessment  of  housing  needs  in  fjm  is  set  in  a  larger  landscape  of 
demographic  and  economic  fnr'^q.  fundamental  to  a  successful  housing  policy  is  . 
realistic  understanding  of  the  directions  inq>oscd  by  emerging  demographic, 
geographic,  and  other  trends.  Public  poUcy  works  best  wheu  it  uses  or  reinforces  the 
underlying  wishes  and  powerful  natural  trends  at  work  among  people  throughout  the 
economy.  We  examine  demographic,  geographic,  and  other  such  forces  in  separate 
chapters  of  this  report 

Part  of  the  environment  within  which  housing  policy  will  be  shaped  are  the 
«)nstraints  imposed  bv  limited  resources  and  by  competing  priorities.  Housing  is  a 
major  user  of  labor,  building  materials,  and  land  We  face  serious  choices  in  both  our 
private  and  our  public  activities  between  building  new  housing  and  new  comi.  unities 
or  preserving  the  structures  and  neighbomo^  already  in  place. 

Housing  is  also  the  single  largest  user  of  credit  in  the  nation's  finandal  net- 
work. Dependence  on  long  term  mortgage  jtLnandng  makes  housing  espedally  vul- 
nerable to  vycles  and  volatility  in  interest  rates  and  to  the  effects  of  Federal  monetary 
and  fiscal  policies.  These  realities,  too,  are  examined  in  this  report 

Once  the  economic  and  demographic  landscape  is  in  focus,  and  the  dimen- 
sions of  housing  needs  are  in  view,  we  get  on  with  the  busicess  of  articulating  the 
buUding  blocks  of  housing  poHcy.  Each  of  these  building  hlockj;  rests  on  one  of  three 
concepts,  which  are  central  to  the  whole  structure  of  this  report 
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!•  First,  homeownership,  while  not  for  everyone,  is  a  cornerstone  of  the 
American  way  of  life.  It  provides  opportunity  for  independence,  self-expression,  and 
a  sense  of  fulfillment  Homcownership  gets  people  involved  in  their  communities, 
and  with  their  govcmcicnt  It  builds  good  dtizens.  Homeownership,  therefore, 
should  be  a  goal  of  Federal  housing  policy.  It  can  and  should  be  pursued  primarily 
through  the  updating  and  refinement  of  the  mortgage  insurance  and  secondary 
market  programs  already  in  place  and  working. 

2.  Second,  government  has  an  obligation  to  help  people  who  cannot  help 
themselves.  This  should  be  done  primarily  through  rental  housing  assistance 
programs.  To  be  cost-efi'ective,  and  to  preserve  existing  communities  and  the  exist- 
ing housing  stock,  where  market  conditions  allow,  it  should  rely  first  on  rental  assis- 
tance in  occupying  existing  housing.  In  the  many  markets  where  this  is  not  feasible,  a 
program  is  proposed  for  new  constniction  and  substantial  rehabilitation  that  com- 
bines the  best  features  of  past  and  ^^^ent  programs.  State  and  local  governir^nts 
should  have  a  major  role  in  dedding  on  suitable  delivery  systems  and  management  of 
the  housing  assistance  process. 

3.  Third,  private  markets  should  be  a'lowcd  to  function  competitively,  and  ef- 
ficiently, so  as  to  keep  housing  and  mortgage  credit  costs  to  a  minimum.  Also, 
numerous  opportunities  exist  for  streamlining  and  redudng  the  costs  related  to 
buying  a  home.  Recommendations  are  made  for  removing  unnecessary  obstacles  to 
the  free  flow  of  credit  and  other  resources,  and  for  reducing  costs. 

Housing  policy  also  needs  commitment  and  follow-through  from  people 
who  caitf.  New  laws  must  be  transformed  into  regulations  and  procedures,  and  :nto 
organizational  structures  and  managements  to  carry  them  out  We  need  people  to  run 
those  organizations  who  are  committed  to  their  programs.  We  need  leadership  with 
the  energy  to  initiate  and  sustain  action,  or,  to  put  it  another  way,  to  translate  inten- 
tions into  reality  and  sustain  it 

This  report  presents  MBA's  view  of  the  vision,  foundations,  and  the  "build- 
ing blocks"  for  a  new  national  housing  policy.  To  respond  to  your  request,  ^^ch  major 
section  of  the  report  includes  spedfic  suggestions  for  public  policy  action.  These 
recommendations  are  summarized  in  the  concluding  chapter  of  the  report. 
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!!•  The  Economic  Framework  For  Housing  Policy 

A.  OVERVIEW 

The  development  of  a  new  framework  for  national  housing  policy  begins  with  a 
broad  overview  of  housing  and  the  national  economy.  Improvement  in  the  quantity 
and  quality  of  housing  for  American  families  must  continue  to  be  a  major  objective  of 
economic  as  well  as  sodal  policy.  Methods  to  achieve  that  objective  have  to  recog- 
nize other  important  national  goals,  limitations  on  available  resources,  and  progress 
made  in  the  past  to  provide  more  satisfactory  Hving  quarters  for  U.S.  residents. 

The  period  since  the  end  of  World  War  11  has  been  one  of  substantial 
progress  in  increasing  the  quantity,  and  improving  the  quality,  of  housing  for  the 
average  American  family.  The  stock  of  housing  has  grown  faster  than  real  gross  na- 
tional product  (GNP),  with  the  result  that  ♦be  quantity  of  housing  services  enjoyed  by 
American  families  has  risen  as  a  share  of  real  output  (Exhibit  IM).  In  constant  dol- 
lar terms,  personal  consumption  of  housing  services  was  just  over  6  percent  of  GNP 
in  1946;  by  the  middle  years  of  the  1970s,  the  figure  had  risen  to  around  9.5  to  10  per- 
cent, and  has  generally  stayed  in  that  range  during  the  past  decade. 

Aggregate  measures  of  housing  quality  are  not  readily  available.  One  rough 
aggregate  indicator  comes  from  statistics  published  by  the  VS.  Department  of  Com- 
merce on  prices  of  new  homes  of  the  kind  sold  during  a  particular  year.  These  statis- 
tics indicate  that  iinprovements  in  the  amenities  provided  in  newly  constructed  homes 
account  for  over  one-third  of  the  inaease  in  new  home  prices  from  1963  to  1983. 

The  larges*  part  of  the  postwar  increase  in  personal  consumption  of  hous- 
ing services  relative  to  GNP,  shown  in  Exhibit  II-l,  reflects  the  services  of  owner- 
occupied  homes.  Until  relatively  lecently,  families  increasingly  realized  the  dream  of 
owning  their  own  home.  The  homeownership  rate  (the  percentage  of  households 
owning  their  -wn  home)  grew  steadily  over  the  first  three  decades  of  the  post-Worid 
War  n  period,  to  65.6  percent  in  1980  (Exhibit  iI-2).  A  strong  economy,  relatively  low 
mortgage  interest  rates>  and  a  solid  Federal  government  commitment  to  improve  the 
quantity  and  quality  of  housing  were  all  contributing  factors  to  this  increase. 

More  recently,  cracks  have  begun  to  appear  in  this  wall  of  housing  progress. 
J- vr  example,  the  share  of  housing  services  in  GNP  has  declined  in  recent  years,  even 
though  the  share  attributable  to  tenant  nonfarm  space  rent  was  gradually  increasing, 
as  indicated  in  Exhibit  II-3.  The  decline  stemmed  in  part  from  a  reduction  in  the 
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Personal  Consumption  of 
Housing  Services 
Percent  of  GNP 


Consum  DolUni 


Owner- 

Tenant- 

Occupied 

Occupied 

Nonfarm 

Nonfarm 

Space 

Space 

All 

Total 

Rent 

Rent 

Other 

1980  9.81 

6.65 

2.31 

.85 

1981  9.82 

6.66 

2.36 

.80 

1982  10.14 

6.89 

2.46 

.79 

1983  9.92 

6.72 

2.43 

.77 

1984  9.51 

6.46 

2.34 

.71 

1985  9.45 

6.39 

2-38 

.68 

1986  9.43 

6,35 

2.41 

.67 
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number  of  fann  families  and  the  abandonment  of  a  substantial  number  of  farm  homes. 
However,  it  aoo  stemmed  from  reduction  in  the  share  of  GNP  attributable  to 
owner*occupied  nonfann  space  rent  This  may  be  a  reflection  of  the  decline  in  the 
homeowuership  rate  from  65.6  percent  in  1980  to  63.8  percent  in  1986. 

The  decline  in  homeownership  since  1980  has  been  concentrated  among 
younger  households  (Exhibit  II-4).  Among  households  headed  by  persons  50  years  or 
older,  the  rate  of  homeownership  has  been  essentially  unchanged  over  the  past  six 
years.  In  contrast,  among  households  headed  by  persons  less  than  35  years  of  age, 
homeownership  rates  have  declined  quite  dramatically.  The  available  evidence  indi- 
cates that  reduced  housing  affordability  is  mainly  responsible  for  this  decline  in 
homeownership. 

B.    HOUSING  AFFORDABIUTY 
L  Rental  Housing  Costs 

Measuring  the  affordability  of  housing  is  relatively  straightforward  for 
rental  housing,  because  it  involves  mainly  a  comparison  of  the  costs  of  rent  and 
utilities  with  median  family  income. 

•  Exhibit  II-5  shows  percentage  changes  in  residential  rent,  utilities,  and 
median  family  income  for  selected  periods  since  1970.  During  the  1970s,  average  an- 
nual growth  of  median  family  income  exceeded  by  a  substantial  margin  the  increase 
in  residential  rent,  but  fell  well  short  of  the  increase  in  the  cost  of  utiliues -which 
were  driven  up  by  dramatically  higher  world  oil  prices.  Since  1980^  the  rise  in  median 
family  income  has  slightly  exceeded  the  rise  in  utility  costs,  but  has  fallen  short  of  the 
increase  in  residential  rents.  Over  the  entire  16-year  period,  however,  residential 
rents  rose  less  than  median  family  income  and  less  than  the  rise  in  overall  consumer 
prices. 

For  families  headed  by  persons  35  years  and  over,  average  yearly  increases 
in  median  family  income  from  1970  to  1986  were  well-above  the  average  increase  in 
rent,  but  generally  below  the  increase  in  utility  costs.  For  younger  families,  the  figures 
are  much  grimmer.  For  those  headed  by  persons  in  the  15-25  age  group,  the  average 
yearly  increase  in  median  fiimily  income  from  1970  to  1986  fell  below  the  rise  in  rents 
and  far  below  the  increase  in  utility  costs.  The  income  shortfall  was  particularly  acute 
for  younger  families  from  1980  to  1986. 

To  a  large  degree,  rental  housing  problems  can  be  traced  to  problems  of  in- 
adequate income.  Rents  have  continued  to  rise  as  a  percentage  of  real  GNP,  and  in 
recent  years  apartment  building  construction  has  been  so  substantial  relative  to 
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Homeownership  Rate  by 
Age  of  Head  of  Household 
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demand  for  rental  space  that  the  vacancy  rate  has  risen  considerably.  Moreover, 
residential  rents  since  1970  have  risen  less  than  overall  consumer  prices,  and  less  than 
median  family  income,  ouch  aggregate  facts  are,  of  course,  small  comfort  to  families 
and  nonrelated  individuals  whose  income  levels  ai^i  so  low  that  they  cannot  afford 
decent  rental  housing.  But  they  are  facts  that  should  be  kept  in  mind  in  addressing 
national  rental  housing  affordability  problems. 

2.   Costs  of  Homeownership 

The  costs  of  owning  a  home,  as  opp'^sed  to  renting,  may  be  measured  in  al- 
ternative ways— before  or  after  taxes,  focusing  Just  on  the  monthly  payment  of  prin- 
cipal and  interest  (P&I)  or  including  other  homeowner  costs,  measuring  cash  costs 
only  or  including  other  opportunity  costs  as  well.  None  of  the  available  indexes  of 
ownership  affordability  deals  with  the  various  elements  of  homeowners'  costs  in  a 
fully  satisfactory  way.  But  they  all  indicate  that  homeownership  is  less  affordable  now 
than  in  mostJostwar  years  prior  to  1977. 

The  most  well-known  index  of  housing  affordability  is  published  by  the  Na- 
tional Associadon  of  Realtors  (NAR).  This  index  focuses  on  the  principal  cash  costs 
faced  by  a  homebuyer— the  monthly  payment  of  interest  and  principal.  Other  cash 
costs  such  as  property  taxes,  utilities,  insurance,  and  maii5  nance  and  repairs  are  not 
explicitly  included.  Moreover,  the  interest  cost  is  treated  on  a  pre-tax  basis.  While 
these  simplifying  assumptions  are  a  limitatioi ,  it  is  widely  recognized  that  variations 
in  mortgage  interest  rates  and  home  prices  are  the  principal  sources  of  change  in  the 
cash  costs  of  homeownership. 

In  the  NAR  index,  monthly  payments  of  interest  and  principal  are  estimated 
based  on  prevailing  mortgage  interest  rates,  the  median  price  of  existing  single-family 
homes  sold,  and  an  assumed  20  percent  downpayment.  The  amount  of  income  neces- 
sary to  qualify  for  such  a  loan  is  calculated  based  on  underwriting  guidelines  estab- 
lished by  the  Federal  National  Mortgage  Association  (Fannie  Mae)  and  the  Federal 
Home  Loan  Mortgage  Corporation  (Freddie  Mac).  The  magnitude  of  income 
needed  to  qualify  for  a  loan  relative  to  median  family  income  determines  the  affor- 
dability of  a  home. 

The  NAR  index,  shown  in  Exhibit  II-6,  indicates  that  homeownership  af- 
fordability in  the  first  half  of  1987  regained  levels  not  seen  in  almost  a  decade.  The 
NAR  index  also  indicates  that,  from  a  cash  costs  standpoint,  homeownership  is  con- 
siderably less  affordable  today  than  it  was  during  the  early  years  of  the  1970s. 

Exhibit  II-7  seeks  to  identify  ^jme  of  the  underlying  reasons  for  the 
deterioration  in  the  affordability  of  owning  a  home  in  the  1970s,  and  the  more  recent 
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Exhibit  11-7 
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improvement,  reflected  in  the  NAR  index.  Shown  there  are  annual  rates  of  change  in 
median  family  income  and  the  monthly  P&I  payment  from  1970  to  1981,  and  frcm 
1981  to  1986,  along  with  annual  rates  of  change  in  consumer  prices  and  wages  over 
the  same  two  periods. 

The  message  in  these  statistics  is  rather  simple.  The  1970s  were  years  of 
high  inflation.  Real  incomes  showed  Httle  increase,  because  productivity  growth  was 
low  and  rising  prices  of  foreign  oil  were  draining  income  from  the  U.S.  Inflation  led 
to  a  dramatic  inacase  in  mortgage  interest  rates,  and  home  prices  rose  sharply  as  well. 
The  cash  costs  of  housing  increased  much  faster  than  famJly  income.  Since  1981,  in- 
flation has  come  down,  mortgage  interest  rates  have  fallen,  and  home  prices  have 
risen  more  slowly.  The  cash  costs  of  housing  have  actually  declined,  while  median 
family  income  has  advanced  at  a  pace  somewhat  above  the  rate  of  inflation.  Changes 
in  the  ra*e  of  inflation  are  clearly  the  prindpal  source  of  changes  in  the  cash  costs  of 
homeo\ ership  and  in  this  measure  of  affordability. 

Exhibit  n-8  shows  estimates  by  the  MIT/Harvard  Joint  Center  for  Housing 
Studies  of  the  relation  between  cash  costs  and  total  costs  of  homeownership,  each 
shown  as  a  percentage  of  median  household  income.  During  the  i970s,  rates  of  home 
price  appredation  were  high  compared  with  the  level  of  mortgage  interest  rates. 
During  those  years,  the  total  costs  of  homeownership  were  low  relative  to  cash  costs. 
More  receutly,  rates  of  home  price  appredaUon  have  been  low  relative  to  the  level  of 
mortgage  interest  rates,  so  that  the  total  costs  of  homeownership  have  risen  sharply 
relative  to  the  cash  costs.  In  1986,  total  costs  of  homeownership  as  a  percent  of 
median  income  were  much  higher,  relative  to  the  years  of  the  1970s,  than  was  the  case 
for  cash  costs. 

This  difference  between  cash  costs  and  total  costs  of  homeownership  cor- 
responds roughly  to  the  difference  between  nomina.  (actual)  and  real  (after  adjust- 
ment for  inflation)  mortgage  interest  rates  (Exhibit  II-9).  From  1970  through  1978, 
increasing  nominal  mortgage  interest  rates  were  accompanied  by  an  even  faster  rise 
of  home  prices.  Consequently,  real  mortgage  interest  rates  declineri  and  were  nega- 
tive from  the  mid  1970s  until  1981.  Real  mortgage  interest  rates  rose  to  dramatic 
heights  during  the  first  Lalf  of  the  1980s  before  turning  down.  Today's  level  of  real 
mortgage  interest  rates  is  still  very  high  by  historical  standards. 

The  two  measures  of  homeownership  costs  aji-e  both  important  because  they 
have  relevance  for  potential  ncmebuyers  in  different  financial  situations.  To  a*,  in- 
dividual whose  annual  income  is  barely  enough  to  meet  the  qualifying  income  of  a 
typical  mortgage  lender,  the  cash  costs  of  homeownership  are  likely  tc  be  more  criti- 
cal. An  increase  in  the  cash  costs  may  prohibit  such  an  indiwdual  fron.  ouying  a  house, 
even  though  future  appredation  in  the  value  of  that  house  might  make  it  an  attractive 
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Enhibil  11-8 

Housing  Costs  a$  a 

Percentage  of 

Median  Household  Income 


loiai  LoMs 

AftcPtdx 
Lasn  v,o,sis 

1970 

11.6 

21.9 

1971 

15.4 

22.9 

1972 

7.0 

23,5 

1973 

11.0 

26.6 

1974 

11.0 

28.5 

1975 

l.'J.O 

29.9 

1976 

9.2 

30.7 

1977 

8.1 

31.4 

1978 

7.1 

34.8 

1979 

10.6 

35.7 

1980 

24.0 

.36.9 

1981 

35.5 

35.7 

1982 

41.6 

.37.4 

1983 

32.2 

31.8 

1984 

33.7 

32.0 

1985 

30.2 

31.6 

l9.He 

27.8 

30.4 

'*Tt>ldlVf  Al\  Miiuil  .ifitf  tax  t'jNh  t>iiiN  tlH-  iffffMniiiintv  ii>sl  of  (Ih*  lKMm*(iwiH*'s  ti|intv  niiniis  llu* 
<rx]Kt.tc<l  tiiuiuol  tippffxMiJi'i  1)1  Ihi*  Immih* 

''After  U\x  cash  vasis  ttiual  the  ^iin  c*f  .ifuf  lir.  itMnKiufti*  |><)yiiKiiiN.  .ifttT  i.vx  |tn)|Kitv  i.u  luvrmtilN. 
t*xpeaMr>  Ua  uiiiitNfN.  nuiiKeiMiicftiiKl  rti>.iirs.  .umI  iilsumik  f  <hkI  traiivKlicH)  t  itMs 


.Source:  1070  io  IWS.  MIT/ Hoivdnl Joint  ('(.iitt-r  for  Hodsiiitt  .Mtutu^i  I'Wh.  I'stiiD.Uf  Itv  MliA 
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Nominal  and  Real  Mortgage  Rates 
1970  to  198/ Q2 
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investment.  For  a  person  whose  current  income  is  well  above  qualifying  levels,  the 
total  cosis  of  homeownership  may  be  the  more  relevant  measure.  High  total  costs  of 
homeownership  may  encourage  such  an  individual  to  meet  his  or  her  needs  for  shel- 
ter by  renting  rather  than  purchasing,  or  by  a.':quiring  a  smaller  Iiome. 

Both  concepts  of  costs  and  afforOv.oility  help  to  explain  why  hoineownership 
rates  have  declined  since  1980.  High  cash  costs  early  in  the  1980s  kept  many  younger, 
first-time,  hoinebuyers  out  of  the  market  forseveral  years.  At  the  same  time,  the  con- 
tinued relatively  high  levels  of  real  mortgage  interest  rates  and  total  homeownership 
costs  help  to  explain  why  single-family  housing  starts  and  sales  in  the  past  two  years 
have  remained  below  the  levels  of  the  late  1970s,  when  nominal  mortgage  interest 
rates  were  close  to  those  prevCiiing  today. 

Exhibit  II-lO  shows  indexes  of  cash  affordability  by  age  of  family  head.  Be- 
tween 19  70  and  1986,  cash  affordability  declined  by  nearly  one  half  for  families  in  the 
lt>  to  24  age  group,  one-tliird  f'*-  those  in  the  25  to  34  age  group,  and  about  one-four »h 
for  older  families. 

For  younger  families,  families  in  lower-income  brackets,  and  first-time 
homebuyers,  high  cash  costs  are  not  the  only  obstacle  to  homeownership.  Often,  the 
prindpal  hurdle  that  must  be  surmounted  is  the  size  of  the  downpayment.  To  il- 
lustrate this  point.  Exhibit  II- 11  shows  what  a  10  percent  downpayment  on  an  average- 
priced  home  of  constant  quality  amounts  to  as  a  percent  of  median  family  income  by 
age  of  family  head.  For  families  in  the  15  to  2^  -^ge  group,  the  figure  rose  from  41  per- 
cent in  1970  to  62  percent  in  1986;  for  those  in  the  25  to  34  age  group,  the  increase 
was  frc:n  29  to  35  percent  For  older  age  groups,  the  increase  was  smaller,  and  it  ac- 
tually declined  for  families  in  the  65  and  over  age  bracket. 

With  regard  to  homeownership,  problems  of  affordability  partly  reflect  the 
distribution  of  income,  but  there  are  more  general  problems  as  well.  The  costs  of 
homeownership  have  risen  much  faster  than  median  fiamily  income  over  the  past  15 
to  20  years.  The  reason  is  that  inte''*st  rates  today  -  in  both  real  and  nominal  terms  - 
are  far  higher  than  they  were  two  decades  ago.  Methods  to  improve  the  ability  of 
American  families  to  own  their  own  home  are  unlikely  lo  be  very  successful  if  they  do 
not  take  account  of  that  fact, 

C  OTHERNATIONALPRIORinES 

These  aggregate  statistics  point  to  an  increasingly  serious  problem  of  af- 
fordability in  recent  years,  although  the  nature  of  the  problem  differs  as  between 
rental  housing  and  owner-occupied  homes.  Affordability  problems  in  both  areas  are 
paniaiarly  acute  for  younger  families.  Disaggref.ated  statistics  shown  elsewhere  in 
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Indexes  of  Cash 
AffordabUityByAgeof 
Family  Head 
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this  report  reveal  an  even  starker  picture  of  housing  inadequacies  for  large,  and  grow- 
ing, numbers  of  American  households.  In  considering  what  should  be  done  about 
these  problems,  consideration  needs  to  be  given  lo  other  important  national 
economic  priorities.  If  more  resources  are  devoted  to  housing,  where  should  they 
come  from? 

It  would  be  widely  agreed  that  the  list  of  urgent  national  priorities  is  a  long 
one.  Three  stand  out  as  major  problem  areas  whose  solution  impinges  directly  and 
indirectly  on  the  abilit)  to  inci^ase  the  amount  of  resources  available  for  housing. 
They  are:  1)  the  need  to  increase  productivity  growth;  2)  reduction  in  the  Federal 
budget  deficit,  and  3)  reducing  the  U.S.  trade  and  current  account  deficits  with  the 
rest  of  the  world. 

!•   Productivity  Growth 

One  of  the  widely  discussed  disappointments  of  recent  years  is  the  slow- 
down of  producUvity  growth  in  the  U.S.  economy.  Over  the  first  25  years  of  the  post- 
war period,  productivity  in  the  private  nonfarm  business  economy  (output  per  unit  of 
labor  input)  increased  on  average  about  2.25  to  2.5  percent  per  year.  Since  then,  in- 
creases have  averaged  around  1  percent  a  year,  or  somewhat  less,  depending  on  which 
years  are  used  as  end  points  for  measurement  purposes. 

The  sources  of  this  slowdown  in  productivity  growth  are  not  well  under- 
stood, nor  is  there  any  obvious  solution  at  hand  to  accelerate  the  growth  of  produc- 
tivity—which  is  so  important  to  future  living  standards.  It  would  probably  be  general- 
ly dgjCQQd,  however,  that  an  indispensable  part  of  a  program  to  improve  productivity 
in  the  nonfarm  business  sector  would  be  to  increase  the  rate  of  net  investment  in  non- 
residential fixed  "^pital.  As  Exhibit  11-12  indicates,  the  ratio  of  net  investm.ent  in  non- 
residential capital  to  GNP  in  recent  years  has  been  unusually  low,  barely  over  2.5  per- 
cent, compared  with  figures  of  3  percent  or  more  during  most  of  the  postwar  years. 

2»   Reducing  the  Federal  Budget  Deficit 


Progresf,  in  reducing  the  Federal  budget  defici  in  fiscal  1987  has  been 
heartening:  ^he  deficit  this  fiscal  year  will  be  $60  to  $70  billion  below  the  $220  bilHon 
figure  of  fiscd  1986.  Substantial  further  reductions  are  needed  over  time  to  bring 
Federal  outlays  and  icvenues  into  reasonable  balance.  It  would  be  difficult  to  iden- 
tify any  amgle  step  thai  would  be  of  greater  long-term  benefit  to  housing  than  to  move 
toward  reducing  the  Federal  deficit,  reducing  direct  Federal  borrowing,  and  reducing 
real  interest  rates.  Short-term  efforts  to  improve  the  affordability  of  housing  must 
keep  this  long-term  linkage  between  the  F^,deral  budget  and  housing  clearly  in  mind. 
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Eihibillll2 

Net  Investment  In 
Nonresidential  Capital 


Constant  Dollars 

Percent  of  GNP 

1946*50 

'..08 

1951-60 

2.97 

196170 

3.67 

197! -80 

3.26 

19S1-86 

2.60 

Source:  U^.  DepMtment  of  Conuitefcc.  Bureau  of  Labor  Slalisucs, 
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3.  Reducing  the  External  Deficit 

The  U.S.  trade  and  current  account  deficits  with  the  rest  of  the  world  must 
be  reduced  substantially,  if  not  eliminated  altogether,  over  the  next  three  to  five  years 
to  avoid  a  massive  further  increase  in  U.S.  debt  to  the  rest  of  the  world.  The  servic- 
ing of  this  debt  reduces  real  incomes  of  American  dtizens,  and  it  is  therefore  crucial 
that  the  rapid  rise  in  U.S.  external  debt  during  recent  years  come  to  an  end. 

Qosing  the  gap  between  imports  and  exports  of  goods  and  services,  a 
process  undeiAvay  in  1987,  acts  as  a  stimulant  to  the  U.S.  economy.  Export-led  growth 
requires  more  modest  increases  in  domestic  aggregate  demand  if  inJflationary  pres- 
sures are  to  be  avoided.  Programs  to  foster  greater  housing  affordabilit  must  keep 
this  fact  in  mind  also. 

4.  Economic  Policy  to  Improve  Housing  AflbrdabiliCy 

The  broad-brush  treatment  of  housing  and  the  overall  economy  p»''»<".ente-J 
in  this  section  of  the  report  suggests  a  few  general  conclusions  about  the  overall  direc- 
tion of  housing  policy  for  the  future. 

First,  our  na;l...  needs  to  avoid  a  resurgence  of  inflation  that  would  raise  in- 
terest rates,  increase  the  price  of  homes,  and  reduce  housing  affordability.  The  un- 
derlying or  core  inflation  rate  (the  rate  of  inflation  excluding  food  and  energy)  is  now 
in  the  range  of  4  percent,  vvell  beJow  the  rates  prevailing  in  the  late  1970s  and  early 
1980s.  During  the  course  of  the  current  economic  expansion,  which  is  now  in  lis  fifth 
year,  the  underlying  inflation  rate  has  not  increased,  and  that  is  certainly  a  notewor- 
thy  accomplishment  But  there  is  no  reason  to  be  satisfied  with  4  percent  inflation. 
We  can,  an  J  should,  aim  to  do  better.  A  further  reduction  of  inflation  vould  be  most 
beneficial  for  younger  households  and  first-time  homebuycrs,  because  it  would 
reduce  nominal  interest  rates  and  the  cash  costs  of  homeownership,  which  are  par- 
ticularly critical  for  this  segment  of  the  population. 

Controlling  inflation  is  partly  the  province  of  monetary  policy,  but  other 
government  polides  can  affect  inflation  as  well.  Fedend  budgetary  policy  is  one  of 
them.  We  cannot  realistically  expect  to  bring  down  inflation  further  unless  the 
Federal  budget  deficit  continues  to  decline.  Equally  important  in  the  outlook  for  in- 
flation is  the  avoidance  of  protectionist  measures,  which  would  increase  prices  and  in- 
terest rates  and  reduce  the  affordability  of  housing. 

Second,  a  concerted  effort  needs  to  be  made  to  bring  down  real  interest 
rates,  which  are  still  quite  high  by  historical  stand  'ds.  Perhaps  we  can  never  return 
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to  the  very  low  real  interest  levels  of  the  1970s  or  the  earlier  years  of  the  postwar 
period.  During  those  years,  there  were  substantial  blockages  of  credi  t  flows  to  various 
segments  of  the  economy  because  of  usury  laws,  ceiangs  on  the  rates  that  depository 
institutions  could  pay  to  attract  deposits,  and  other  factors.  Removing  those  barriers 
to  aedit  Hows  has  made  money  and  capital  markets  function  more  effidently,  and  has 
opened  access  to  aedit  to  individuals  and  busine.*  es  that  would  otherwise  be  unable 
to  borrow.  The  consequence,  however,  is  that  real  interest  rates  now  do  the  lion's 
share  of  the  rationing  of  available  fiinds  among  potential  borrowers.  They  are  there- 
fore higher  than  th^  would  be  in  a  worid  in  which  a  substantial  omonnt  of  nonprice 
aedit  rationing  occurred.  Nonetheless,  even  under  present  dr.iimstanccs,  real  inter- 
est rates  would  be  lower  if  the  Federal  government  reduced  its  borrowing. 

A  step  that  would  help  lower  real  interest  rates  could  be  to  consider  tax 
polides  that  encourage  a  higher  rate  of  personal  saving.  Individual  retirement  ac- 
counts (IRAs),  which  first  became  tax  deductible  in  1982,  have  been  of  little  help  in 
this  endeavor;  by  and  large,  most  of  the  fimds  going  into  IRAs  reflect  transfers  of 
financial  assets  from  one  form  to  another,  rather  than  inaeased  saving  relative  to  in- 
come. 


An  alternative  approach  to  increasing  national  savings  could  be  to  consider 
ways  of  redudng  our  heavy  reliance  on  the  individual  income  tax,  as  a  source  of 
revenue,  and  shift  toward  some  use  of  a  broader  based  sales  tax  or  value  added  tax, 
with  appropriate  exemptions  to  avoid  regressivity.  Direct  taxes  on  consumption 
would  alter  substantially  the  price  of  consumption  relative  to  saving,  and  would  thus 
encourage  additional  saving  out  of  income.  This  would  be  a  dramatic  shift  in  the 
structure  of  Federal  taxe»  and  therefore  should  only  be  pursued  throv  sh  careful  and 
thorough  study.  It  would  be  based  not  just  on  grounds  of  improving  tiie  affordability 
of  housing,  nor  need  it  be.  Improving  the  quantity  of  saving  available  for  investment 
would  benefit  all  forms  of  investment,  and  it  therefore  may  be  justified  on  much 
broader  grounds. 


Consideration  also  might  be  ^ven  to  the  possibility  of  permitting  first-time 
buyers  to  withdraw  funds  from  IRAs,  ivithout  tax  penalties,  to  make  dowispayments 
on  homes  purchased.  Existing  IRAb  could  be  used  for  that  purpose,  and  persons 
eli^ble  for  IRAs  under  current  tax  law  could  look  forward  to  fiiture  withdrawals  of 
funds  from  their  IRA  for  making  a  do^\llpayment  on  their  first  home. 


SuchauseofIRAswouIdix}tinvoKethecreadonofanewtaxsbdter,butitmigbt 
voKfe  some  loss  of  revcmie  to  the  Treasury.  ll)e  reason  is  that  seme  taxpayers 
under  cunrem  tax  law  are  not  taking  advantage  r:  iuit  eHg^Mty  because  an  the  &^ 
aredestinedforadownpaymcntonahonie.  PemiittinglRAstobeusedfbrdownpaymcntsby 
first-time  homebuyeis  could  enable  such  iaxpsycts  to  accoiiiplish  two  objectives  at  once. 
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m.  Demographic  and  Geographic  Forces 

A.  INTRODUCTION 

Among  the  building  blocks  of  a  national  housing  policy  for  the  remainder  of  this  ccn- 
tuiy  and  the  start  of  the  next  are  the  underlying  demographic  and  geographic  trends 
expected  for  that  period.  Demographic  trends  play  a  critical  role  in  the  determina- 
tion of  the  quantity,  quality,  and  location  of  future  demands  for  housing.  Projected 
growth  of  the  aggregate  number  of  households,  which  is  based  upon  population 
growth,  the  age  structure  of  the  population,  and  the  propensity  of  members  of  the 
population  to  form  households,  provide  a  guide  to  the  aggregate  number  of  n(  v  hous- 
ing units  needed  to  maintain  an  adequate  stock  of  housing.  In  turn,  these  household 
formation  decisions  are  strongly  influenced  by  economic  and  sodal  factors,  par- 
ticularly the  cost  of  housing.  The  age  of  the  households,  marital  status,  and  income  of 
these  new  households  suggest  what  type  of  additional  housing  will  be  needed.  Final- 
ly, migratioK  patterns  within  the  countiy  indicate  where  this  additional  housing  will 
likely  be  located 

a    GROWTH  IN  THE  NUMBER  OF  HOUSEHOLDS 

Since  the  middle  of  this  centuiy  the  rate  of  growth  of  the  population  *»as 
been  slowing  and,  based  on  U.S.  Bureau  of  the  Census  projections,  th-s  trend  is  ex- 
pected to  continue  well  into  the  future.  Exhibit  IH-l  shows  the  U.S.  population  for 
1960-85  and  projections  out  to  2000,  along  with  percentage  shares  of  selected  age 
groups  (also  depicted  in  Exhibit  ni-2).  Exhibit  111-3  presents  the  actual  and  projected 
percentage  cLunges  in  population  in  selected  age  groups  over  ten-year  intervals  from 
1950  to  20CO.  Overall,  the  population  growth  rate  is  clearly  decelerating.  The  com- 
pound annual  growth  rate  was  17  percent  in  the  1950s,  13  percent  in  the  1960s,  about 
).0  percent  from  1970  to  1985,  and  expected  to  decelerate  further  to  about  0.6  per- 
cent by  the  late  1990s.  The  primary  factor  behind  this  slowing  growth  rate  is  the 
decline  in  the  birth  rale.  In  1960,  the  birth  rate  in  the  U.S.  (live  births  per  1000 
population  per  year)  stood  at  about  24.  By  the  late  1970s,  the  birth  rate  had  fallen  to 
just  below  15.  Since  then,  the  rate  has  inaeascd  somewhat,  but  appears  to  have  sta- 
bilized between  15  and  16. 

Despite  this  trend  of  declining  aggregate  population  growth,  the  cha:igij.5 
age  structure  of  the  population  has  caused  the  number  of  persons  in  the  various  age 
groups  to  inaeasc  or  deaease  predpitously.  In  particular,  the  baby  boom,  a  large 
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U.S.  Population  by  Age 
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Percent  Change  in  Population: 
Total  and  by  Age  Group 
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cohort  of  individuals  born  between  1945  and  1964,  has  moved  h'ke  large  bubble 
through  the  age  structure  and  has  had  major  sodal  and  economic  impacts. 

From  1985  on,  the  proportion  of  the  population  in  the  25  to  34  age  group  is 
projected  to  decline  as  the  baby  boomers  move  into  the  35  to  44  and  45  to  64  age 
groups.  The  population  65  years  and  older  represents  a  growing  share  of  the  total— 
largely  the  result  of  better  medical  care  and  inaeased  life  expectandes.  After  2010, 
growth  in  this  age  group  is  expected  to  accelerate  as  the  baby  boomers  arrive.  The 
large  and  growing  retired  population  will  have  many  signiHcant  economic  and  sodal 
impHcations,  and  must  be  considered  carefully  when  designing  programs,  housing  or 
otherwise,  that  serve  the  elderly.  Ultimately,  these  programs  must  be  financed  by 
those  working— a  declining  share  of  the  population  in  the  future. 

The  effects  of  growth  in  the  population  and  shifts  in  the  age  structure  of  the 
population  on  housing  demand  depend  on  the  propensity  of  the  population  to  form 
households.  Exhibit  111-4  contrasts  the  growth  in  households  with  population  growth 
over  the  period  from  1960  to  2000.  Growth  in  households  peaked  at  about  a  2.5  per- 
cent compound  annual  rate  in  the  1975-80  period,  decelerated  sharply  to  about  1.5 
percent  in  the  1980s,  and  is  expected  to  further  decelerate  to  a  little  over  1  percent  in 
the  1990s.  Over  the  entire  period,  the  household  growth  rate  exceeded  the  popula- 
tion growth  rate. 

Exhibit  III-5  presents  actual  and  projected  average  annual  increases  in  the 
number  of  households  in  total  and  in  selected  age  groups  for  five-year  intervals  from 
1970  through  2000.  From  1970  to  1975  an  a  'erage  of  1.5  million  new  households  were 
established  each  year,  while  from  1975  to  198^  the  average  annual  increase  was  nearly 
2.0  million.  The  bulk  of  these  increases  occun'^d  among  the  baby  boom  age  groups 
and  the  elderly. 

From  1980  to  1985,  unfavorable  economic  conditions,  such  as  relatively 
high  unemployment  and  high  housing  costs,  reduced  the  average  annual  increase  in 
the  number  of  households  to  1.2  million. 

It  is  generally  recognized  thnt  1980  was  a  major  turning  point  ft-om  increas- 
ing to  decreasing  household  formations.  The  fastest  growing  age  group  during  the 
decade  of  the  1980s  is  35  to  44  years,  which  in  1980  had  a  headship  rate  just  1.6  per- 
centage points  higher  than  the  30  to  34  age  group.  In  the  decade  of  the  1990s  the 
fastest  growing  age  group  will  be  45  to  54  year^  which  in  1980  had  a  headship  rate  just 
0.7  percentage  points  above  that  of  the  35  to  44  age  group. 

In  addition  to  the  age  structute  of  the  population,  other  factors  are  also 
likely  to  promote  a  slower  rate  of  household  formation.  One  of  the  most  important 
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Growth  in  Population  and  Households 
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is  housing  affordability,  as  discussed  elsewhere.  With  respect  to  marriage  and 
divorce,  there  is  evidence  that  as  the  baby  boom  generation  passes  from  young  adult- 
hood to  middle  age,  a  period  in  which  marriage  is  more  prevalent  and  divorce  less 
prevalent,  the  divorce  rate  is  declining  while  the  marriage  rate  is  rising. 

The  combined  effect  of  these  economic  and  demographic  influences  is  that 
the  annual  increase  in  the  number  of  households  is  expected  to  average  about  15  mil- 
lion during  the  period  from  1985  to  1990.  From  1990  to  1995  this  figure  is  expected 
to  decline  to  about  1.2  million.  As  shown  in  Exhibit  III-6,  this  slowdown  in  the  rate 
of  household  formations  implies  a  decline  in  the  number  of  new  housing  units  that 
need  to  be  constructed.  During  the  period  from  1996  to  2000  an  estimated  15  mil- 
lion housing  units  per  year  will  need  to  be  constructed  to  keep  pace  with  demand, 
nearly  500,000  units  less  than  during  the  period  from  1970  to  1985. 

a    THE  TYPES  OF  NEW  HOUSEHOLDS 

Exhibit  ni-7  (and  Exhibit  111-8)  show  that,  while  the  annual  increase  in  the 
number  of  households  is  expected  to  decline  in  the  future,  there  is  also  evidence  that 
there  will  be  a  change  in  the  mix  of  family  versus  nonfamily  households.  Over  the 
period  from  1970  to  1985,  over  half  to  all  new  households  were  nonfamily  households 
while  about  one  of  every  four  was  traditional  husband/wife  family  households.  As  a 
result,  married  couple  households  declined  from  105  percent  of  all  households  to 
58.1  percent  Growth  of  the  number  of  families  with  no  spouse  present-  a  refiection 
of  the  increase  in  the  divorce  rate  and  a  large  inaease  in  the  rate  of  births  to  unmar- 
ried women— also  contributed  to  the  slower  growth  of  married  couple  households. 

Over  the  remainder  of  this  century  it  is  expected  that  married  couple 
households  will  represent  a  larger  proportion  of  new  households  than  was  the  case 
from  1970  to  1985.  For  example,  from  1985  to  1995,  over  half  of  all  new  households 
will  be  family  households  with  about  one-third  being  married  couple  households. 
Again^  this  reflects  the  fact  that  the  bulk  of  the  new  households  created  over  this 
period  will  be  headed  by  individuals  aged  35  to  54  years,  an  age  group  where  marriage 
is  more  prevalent  and  divorce  less  prevalent.  However,  the  proportion  of  all 
households  which  are  married  couple  households  is  expected  to  continue  to  decline, 
albeit  at  a  much  slower  rate  than  in  the  past 

Also  significant  is  the  tenure  of  the  new  households  expected  to  be  formed 
over  the  remainder  of  this  century.  The  individual  household's  tenure  choice  decision 
is  determined  by  the  cost  of  owning  relative  to  the  cost  of  renting.  In  the  aggregate, 
the  proportion  of  new  households  formed  which  are  owners  versus  renters  also 
depends  on  the  ages  of  the  heads  of  these  new  households,  since  the  likelihood  of 
ownership  increases  with  age.  It  is  expected  that  relatively  high  proportions  of 
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Estimates  of  Average  Annual  Need  for 
New  Housing  Units'^ 
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Marital  Status  of  Households  - 
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households  to  be  formed  in  the  future  would  prefer  to  be  owners.  As  shown  in  Ex- 
hibit III-9,  the  proportion  of  new  households  which  were  owners  declined  to  41 
percent  during  the  1980  to  1985  period,  causing  the  aggregate  homeownership  rate  to 
decline.  From  1 986  to  2000,  an  estimated  70  to  80  percent  of  new  households  will  be 
owners  thereby  boosting  the  aggregate  ownership  rate. 

Given  the  types  of  additional  households  expected  to  be  formed  in  the  fu- 
ture, it  is  possible, to  project  the  likely  mix  of  future  housing  construction.  As  shown 
in  Exhibit  III-IO,  it  is  expected  that  while  the  number  of  units  constructed  declines, 
single-family  homes  will  represent  a  larger  share  of  the  total  than  has  been  ihe  case. 
Moreover,  these  single-family  homes  are  likely  to  be  larger,  with  more  amenities,  to 
satisfy  the  demands  of  move-up  or  repeat  homebuyers. 

D.   MIGRATION  PATTERNS 

Slower  growth  in  the  number  of  households  is  not  the  only  demographic  fac- 
tor to  consider  in  assessing  future  demand  for  housing.  If  there  are  significant 
regional  shifts  in  the  population,  this  factor  too  must  be  taken  into  consideration.  Ex- 
hibit IIMl  and  Exhibit  III-12  show  the  actual  and  projected  U.S.  resident  population 
by  region.  From  1960  through  1985,  the  share  of  total  resident  population  declined  in 
the  Northeast  and  the  Midwest,  but  increased  in  the  South  and  West.  These  migra- 
tion patterns  are  expected  to  continue  in  the  future.  Because  people  move,  while 
houses  do  not,  these  regional  shifts  in  the  population  imply  more  housing  demand 
than  would  be  the  case  if  regional  shares  remained  stable.  Additional  housing  must 
be  provided  in  the  rapidly  growing  regions. 


111-12 


ERIC 


379 


ExMbiim-9 

Actual  and  Projected  Additional 
Households  by  Housing  Tenure 


Aggregate 
Homeownership 
Rate  at  End 


Owner 

Renter 

of  Period 

1971-75 

67.9% 

32.1% 

64.6% 

1976-80 

72.9% 

27.1% 

65.6% 

1981-85 

41.1% 

58.9% 

63.9% 

1986-90 

71% 

29% 

64.5% 

1991-95* 

80% 

20% 

65.4% 

1996.2000' 

77% 

23% 

66.0% 

•FoftcAsI:  Swjnx:  Patnc  H.  Henderjhott.  -Hc"  '  old  Focmalion  and  Homeownmhip:  The  Impacts 
oT  Dcffloyaphics  and  Taxey."  mirrwo.  S«pter  986. 


Exhibit  ttl-10 

Supply  of  New  Housing 
Units  by  TVpe,  1970*2000 


Miitions  or  Units 

 Average  Annual  Level 


1970-1985 

1986-1990 

1991-2000 

Single-family 

construction 

1.00 

1.20 

1.00 

Multifamily 

.50 

construction 

.60 

.40 

Manufactured 

housing 

.35 

.20 

.20 

Total  supply 

1.95 

1.90 

1.60 

Soufces:  Dwighl  M.  Jeffee.  The  Demand  for  HouxinR  Units.** Salomon  Brothets.  Inc..  December  1986 
and  Population  Reference  Bureau.  Inc..  "Demographics  and  Housing  tn  Amenca."  Pr)pula(ton 
Bulletin.  Vol.  41.  Wo.  I.ianuaiy  1. 1986.  
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US.  Resident 
Population  by  Region 


Percent  of  toUl 
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IV.  Defining  Housing  Needs 
A.  iNraoDucnoN 

The  passage  of  the  Housing  Act  of  1949  established  as  a  national  goal  a  general 
upgrading  of  the  nation's  housing  stock  to  culminate  in  ""a  decent  home  and  suitable 
living  environment  for  every  American  family,**  The  following  30  years  (1950  to  1980) 
witnessed  massive  investment  in  housing  and  supporting  infrastructure,  fueled  by 
rapid  economic  growth,  relatively  stable  financial  conditions,  advances  in  both  hous- 
ing constructioa  and  finance,  and  government  policy  which  clearly  encouraged  this  in- 
vestment The.  results  were  dramatic.  Roughly  60  percent  of  all  year-round  housing 
units  in  existence  today  have  been  built  since  1950,  The  quality  of  the  housing  stock, 
in  terms  of  its  physical  condition,  amenities,  and  spaciousness,  significantly  improved. 
The  rate  of  homeownership  inaeased  to  the  point  where  roughly  two  of  every  three 
households  owned  their  home. 

This  achievement  does  not  mean,  however,  that  the  housing  situation  is 
without  problems  and  that  the  goal  set  forth  in  the  Housing  Act  o!  1949  has  been 
achieved.  Millions  of  households  continue  to  live  in  housing  that  is  physically  inade- 
quate or  overcrowded.  Moreover,  particularly  in  the  decade  of  the  1980s,  for  a  larger 
and  growing  number  of  households,  acquiring  physically  adequate  and  uncrowded 
shelter  represents  a  financial  burden. 

a    THE  MEASUREMENT  OF  HOUSING  PROBLEMS 

A  recent  study  by  the  Department  of  Housing  and  Urban  Development 
(HUD)  takes  a  close  look  at  the  current  housing  situation  based  on  data  from  the  An- 
nual Housing  Surveys  (AHS)  of  1975, 1977,  1981,  and  1983,^  In  this  study,  as  has 
traditionally  been  the  case,  housing  problems  are  separated  into  two  categories, 
quality  and  affordability.  Housing  quality  is  measured  by  the  ph;'sical  condition  of  the 
housing  unit  and  by  the  number  of  people  who  reside  in  the  unit  Affordability  is 
measured  by  the  extent  of  financial  burden  that  housing  costs  impose  on  the 


'  Irby,  Ircdia,  ''Attauung  the  Hoi^g  Goal?**  U^,  Department  of  Hoiuuig  and  Urban  Develop- 
ment, Housing  and  Demographic  Analysis  Division,  OfHce  of  Economic  AfTairs,  July  1986.  1983 
ts  the  most  recent  year  for  which  data  are  available,  A  new  survey,  the  Amencan  Housing  Survey, 
was  conducted  b  Z98S,  Results  from  that  survey  should  be  available  by  late  1937  or  early  1988, 
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household.  In  this  HUD  study  quality  and  affordability  are  measured  by  the  follow- 
ing three  criteria: 

1.  Physical  Inadequacy 

A  housing  unit  is  judged  to  be  physically  inadequate  when  plumbing,  heat- 
mg,  electrical,  scwag;j.  maintenance,  or  public  hall  defects  or  flaws  e;:ist.  A  housing 
unit  is  judged  to  be  severely  inadequate  when  these  defects  or  flaws  are  determined 
to  be  most  serious  in  terms  of  health,  safety,  and  repair  cosu^ 

2.  Crowding 

A  housing  unit  is  defined  as  crowded  when  there  is  more  than  one  person 

per  room, 

3.  Cost  Burden 

A  renter  is  considered  to  be  cost  burdened  when  more  than  30  percent  of 
gross  hoiuchold  income  is  devoted  to  housing  costs.  (A  renter's  gross  housing  cost  is 
gross  rent  which  includes  contract  rent  plus  the  cost  of  utilities  and  fuels  psid  by  the 
renter.)  A  homeowner  paying  on  a  mortgage  on  that  property  is  considered  cost  bur- 
dened if  more  than  40  percent  of  gross  household  i;3come  is  devoted  to  housing  costs. 
(A  homeowner's  housing  costs  include  mortgage  principal  and  interest,  real  estate 
taxes,  property  insurance,  utilises,  fuel,  and  garbage  and  trash  collection.  Main- 
tenance costs  are  not  included.) 

Exhibit  IV-1  presents  measures  of  these  criteria  of  housing  problems" for 
four  years,  1975, 1977, 1981,  and  1983.  In  1975, 7.7  railHon  or  10.6  percent  of  the  72.6 
million  occupied  housing  units  were  deemed  to  be  physically  inadequate.  Of  those, 
3. 1  million  or  43  percent  of  the  total  were  severely  inadequate.  By  1983,  physical  in- 
adequacy had  declined  in  both  absolute  terms,  down  to  7.6  million  units,  and  relative 
to  the  total  occupied  housing  sxq&  <ovm  to  8.9  percent.  In  total,  the  number  of  in- 
adequate units  declined  by  1.8  percent  ever  the  eight-year  period.  The  number  of 


the  AHS  githcfcd  35  indicitors  of  houiicg  condition  and  quality.  These  bdicitort  irc  used  to 
preosclyckfrnc  the  conditions  of  Other  researchers  have  usctJ 

these  same  indicilors  to  derive  somewhat  dilTcrent  dcfimdons  of  physical  madequacy. 
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Extent  of  Housing  Problems  in  the  U*S*: 
1975,  1977, 1981  and  1983* 
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:2.899 

14^25 

«-64S% 

^  12.1% 

134% 

IS  6% 

170% 

ToulUnKs  With  Housing 

^  '9.198 

20.197 

23.083 

24.216 

♦  261% 

fYoblcms:  1 

«  2$^H 

26  SH 

278% 

286 
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units  regarded  as  severely  inadequate  declined  by  an  even  greater  percentage,  down 
nearly  8  percent  to  2.9  million  units  or  3.4  percent  of  the  occupied  stock. 

The  inddence  of  overaowding  declined  even  more  substantially  over  this 
period.  In  1975,  2.7  million  units  representing  3.8  percent  of  the  stock  met  the 
criterion  for  overcrowding.  By  1983,  that  number  had  declined  about  19  percent  to 
2.2  million  units  or  2.6  percent  of  the  occupied  stock. 

In  contrast,  the  number  of  households  that  were  cost  burdened  rose  sharply 
between  1975  and  1983.  In  1975,  a  total  of8.8milUon  households  were  considered  to 
be  cost  burdened,  representing  12.1  percent  of  aU  households.  By  1983,  that  number 
had  risen  65  percent  to  14.4  milUon  or  17.0  percent  of  all  households.^ 

On  balance,  the  number  of  households  or  occupied  housing  units  with  a 
housing  problem  rose  by  26  percent  to  24.2  million,  over  one-quarter  of  the  total. 
Declines  in  physical  inadequacy  and  aowding  were  more  than  offset  by  inaeases  in 
cost  burden.  Moreover,  by  1983  the  number  of  cost  burdened  households  exceeded 
the  number  of  physically  inadequate  and  aowded  units.  Thus,  it  is  clearly  the  case 
that  affordabilitv  has  surpassed  housing  quality  as  the  primary  housing  problem  fadng 
the  Nation. 


C   TYPES  OFPHYSICALDEFECTS 

Data  on  actual  physical  defects  indicate  that  the  number  of  housing  units 
lacking  basic  fadlities,  such  as  kitchens,  bathrooms,  and  plumbing,  has  been  declin- 
ing as  units  lacking  such  facilities  are  removed  from  the  housing  stock.  For  example, 
from  1975  to  1983,  the  number  of  housing  units  lacking  kitchens  dedined  45  percent 
to  just  0.8  percent  of  the  stock.  Similarly,  the  number  of  miiis  without  private 
bathrooms  decUned  33  percent  to  0.4  percent  of  the  stock.  However,  the  data  also  in- 
dicate that  the  inddence  of  poor  maintenance,  as  evidenced  by  such  defects  as  plumb- 
ing breakdowns,  exposed  wiring,  and  interior  walls,  ceilings,  and  floors  with  cracks 
and  holes,  has  been  increasing.  The  number  of  units  with  recurrent  breakdowns  of 
sewage,  septic  tank,  or  cesspool  equipment  inaeased  by 56  percent  from  1975  to  1983, 
while  the  number  of  units  with  exposed  wiring  inaeased  69  percent  This  trend  is  not 


The  terms  household  and  occupied  housing  unit  are  used  interchangeably,  due  to  the  fact  that  a 
household  is  defined  as  a  person  or  group  of  persons  who  occupy  a  housing  unit.  The  major 
categories  of  housing  problems  are  mutually  cxclu^.  Crowded  units  are  only  those  in  physically 
adequate,  uncrowded  units.  In  1983,  Z9  million  households  living  in  physically  inadequate  and/or 
crowded  units  Vr-cre  also  cost  burdened,  brin^gthe  total  number  of  cost  burdened  households  to 
173  million  or  20.4  percent  of  all  households. 
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inconsistent  with  the  Uemcndous  increase  in  the  incidence  of  cost  burden.  For  ex- 
ample, homeowners  facing  affordability  problems  likely  delay  or  forgo  maintenance 
expenses  that  they  otherwise  would  incur  if  their  income  allowed.  Similarly,  landlords 
apparently  delay  or  forgo  maintenance  expenses  which  they  would  be  unlikely  to 
recover  in  higher  rents. 

D.   THE  CHAIUCIERISTICS  OF  HOUSEHOLDS  FACING  HOUSING  PROBL^ 

Housing  problems  are  considerably  more  common  among  renters  than 
among  homeowners.  In  1983,  62  percent  of  owner-occupied  housing  units  were 
physically  inadequate  compared  to  13.8  percent  of  renter-occupied  units  (see  Exhibit 
I V-2).  Similarly,  22  percent  of  owner-occupied  units  were  severely  pl^sically  inade- 
qu  ate  wl'*ile  5.7  percent  of  renter-occupied  units  were  severely  physically  inadequate. 
With  regard  to  crowding,  1.9  percent  of  owner-occupied  units  were  aowded  com- 
pared to  4.0  percent  of  renter-occupied  units.  Moreover,  in  absolute  numbers, 
crowded  owner-occupied  units  declined  by  nearly  35  percent  from  1975  to  1983  while 
the  number  of  crowded  renter-occupied  units  increased  by  3.4  percent 

This  increase  in  the  incidence  of  aowding  among  renters  is  likely  due  to  the 
high  and  rising  incidence  of  cost  burden.  By  1983,  roughly  one-third  of  all  renter 
households  were  cost  burdened.  The  incidence  of  cost  burden  among  owners  in  1983 
was  much  lower --8.4  percent  However,  the  number  of  cost  burdened  owners  had  in- 
creased nearly  80  percent  from  1975  to  1983,  substantially  faster  than  the  rate  of  in- 
CTease  among  renters.  Overall,  in  1983  half  of  all  renter  househo:Js  experienced 
some  type  of  housing  problem  compared  to  about  one  of  every  six  owner  households. 

This  sharp  divergence  between  owners  and  renters  in  the  incidence  of  hous- 
ing problems  is  attributable  to  two  factors.  First,  owners  have  greater  control  over  the 
physical  quality  of  their  residence.  If  a  plumbing,  heating,  or  some  other  defect  arises, 
an  owner  can  either  fix  the  problem  personally  or  contract  to  have  the  work  com- 
pleted. In  contrast,  a  renter  likely  would  have  to  call  the  landlord  and  request  that 
such  problems  be  corrected. 

The  second  factor  is  that  the  incidence  of  housing  problems,  particularly  af- 
fordability problems,  is  heavily  concentrated  among  the  nation's  poorest  households, 
a  large  proportion  of  which  are  renters.  As  shown  in  Exhibit  IV-3,  very  low-income 
households,  which  made  up  27  percent  of  all  households  and  43  percent  of  all  renters 
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Extent  of  Housing  Problems  in  the  U.S.  by 
Housing  Tenure:  197S  and  1983 


Untttift'nwusMds 


Renters 

1975 

iS$3 

Chante 

I97S 

•1983 

Change 

Number  of  Households 

46520 

S4;890 

^■170% 

25  633 

29552 

^■1618% 

Ptfccnt  of  ToUl  Households 

64  7% 

353% 

353% 

InadeqM^ie  Units:  ^^ 

3^07 

3420 
&2% 

-2^% 

4.197 
16.4% 

4,141 
138% 

-  13% 

Scveref^rinMkqujteUiKs:  # 

1.203 

LI78 
2^ 

-2.1% 

1520 
7.5% 

Ij638 
57% 

-116% 

CrowdcdUvts:  # 

\st& 

34% 

1034 
19% 

-34^ 

1.157 
4.5% 

1.196 
40% 

♦  34% 

Qitt  Burdened  HousehoUs:  # 

2^ 
54% 

4iSI 
8.4% 

♦  79^% 

6J20O 
24.2% 

9344 
325% 

♦  518% 

Tool  Units  With  Housing  # 

7.644 
163% 

903$ 
l&S% 

11^ 
45.1% 

15.181 
507% 

♦  314% 

Distribution  of  Housing  Problems  by 
Income  Class:  1983 


An 

Households 

Veiy^Low- 
Income 
Households* 

Low- 10 
Moden(e<- 
Income 
Households* 

All 
Other 

Occupied 
Houstng  Unity 
Households 

100  0% 

270% 

18.2% 

54.8% 

Renters 

100  0% 

430% 

21,7% 

353% 

L'Mdcquale 

Urtm 

1000% 

503% 

20^% 

29.2% 

Scvtrtfy 
Inadequate 

Untfs 

1000% 

56.8% 

18.1% 

251% 

Crowded  Units 

1000% 

41.5% 

22  6% 

355% 

Cost  Burdened 
Households 

100  01 

715% 

19.2% 

85% 

UtMsWKh 

Housing 

1000% 

62  4% 

195% 

17  7% 

*Ata>»IOWC^m«KOMt>0<M^lO*a»tfAw<M>>W<<^«**<«WK$IIO«ptK««dCWIOC«l«i« 
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in  1983,  represented  about  72  percent  of  all  cost  burdened  households  and  occupied 
about  half  of  all  physically  inadequate  housing  units.'^ 

Overall,  very  low-income  households  occupy  about  two-thirds  of  all  units 
with  housing  problems.  Low-  to  moderate-income  households  make  up  about  18  per- 
cent of  all  households  and  occupy  about  20  percent  of  all  units  with  housing 
problems.^ 

Housing  affordability  problems  among  very  low-income  households  wor- 
sened dramatically  over  the  period  from  1975  to  1983.  The  number  of  cost  burdened 
very  low-income  households  increased  sharply  in  both  relative  and  absolute  terms 
over  the  period.  By  1983, 45  percent  of  very  low-income  households  were  cost  bur- 
dened. 

At  the  same  time  though,  the  incidence  of  physically  inadequate  units  while 
very  high,  declined  in  absolute  terms,  and  the  number  of  very  low-income  households 
living  in  crowded  housing  declined  in  relative  terms  (see  Exhibit  IV-4). 

Overall,  two  of  every  three  very  low-income  households  experience  some 
type  of  housing  problem,  based  on  these  latest  available  data- 
Exhibit  IV-5  and  Exhibit  IV-6  present  additional  information  on  th::  charac- 
teristics of  very  low-income  households.  For  example,  half  of  all  very  low-income 
households  are  female  headed,  about  one-third  are  headed  by  an  elderly  individual, 
nearly  20  percent  are  black,  and  about  8  percent  are  Hispanic.  (Note  that  these 
groups  are  not  mutually  exclusive.) 

Each  of  these  subgroups  of  very  low-income  households  is  experiencing  a 
high  incidence  of  housing  problems,  particularly  affordability  problems.  For  ex- 
ample, 67  percent  of  very  low-income,  female  headed  households  were  experiencing 
housing  problems  in  1983,  with  48  percent  being  cost  burdened,  16  percent  living  in 
physically  inadequate  units  and  3  percent  living  in  crowded  units.  For  black-  and 
Hispanic-headed  households  the  incidence  of  housing  problems  is  even  greater.  For 


A  vexy  low-income  household  is  defined  as  having  an  income  50  percent  or  less  of  the  local  area 
median  family  income.  Cash  income  only  is  used  in  making  this  classiOcation. 

'A  low-  to  moderate-income  household  is  defined  as  havingSl  to80  percent  of  the  local  area  median 
family  income.  Cash  income  only  is  used  in  making  this  dasslflcatioa. 
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Trends  in  Housing  Problems 
Among  Veiy-Low  Income  Households: 
i975  and  1983* 


Units  in  Thousands 


1975 

1983 

Percent 
Change 

Number  of 
Households 

19.117 

22.943 

+20.0 

Percent  of  All 

Households 

26.3% 

27.0% 

Inadequate  Units: 

# 

3.918 

3,805 

-2.9 

96 

20.5% 

16.6% 

Severely 

# 

1.876 

1.633 

-13.0 

Inadequate  Units: 

% 

•  9.8% 

7.1% 

Crowded  Units: 

# 

856 

926 

+8.2 

% 

4.5% 

4.0% 

Cost  Burdened 

# 

7.049 

10.368 

+47.1 

Households 

% 

36.9% 

45.2% 

Total  Units 

With  Housing 

.  # 

11.823 

15.099 

+27.7 

Problems 

% 

81.9% 

65.8% 

*A  vefy  kw  lncome  household  is  defined  as  having  an  incotr*e  50  percent  or  kss  of  ihe  local  area 
median  income. 

Source:  Irty.  Iredia.  -Attainim;  the  Housing  Goalsr  U^.  Department  of  Housing  and  Urban 
Development.  Housing  and  Demographic  Analysis  Division.  OfTice  of  Economx:  Aflairs.  1986, 
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Extent  of  Hoiuing  Problems  for  Selected  Groups  of 
Veiy-Low-Income  Households:  I9S3* 


F<enul« 
Headed 
Households 

Elderly 
Headed 
Households 

8lKk 
Headed 
Households 

Huded 
Households 

Vwylow  Income  Hoos«hoW$ 

iM74 

1J6S7 

4,402 

1^ 

PcrccM  ofToiaJ  Households 

fctttrt  ct  VefyLow^ftcomc  HouMhoids 

IVrcnK  o(  Croup 

13.5% 
500% 
490% 

9:m 

343% 
44  1% 

5^ 
19^ 
4$0% 

2.2% 
8.3% 
41.1% 

Crowded  Units: 

Cosi  Burderted  Househotds- 

Toui  UiMs  With  Housmf  Protkim: 

# 
# 
# 
# 
# 

UTS 
164% 
743 
U% 

306 
2.7% 
5^1 

4$  4% 
7.732 

67.2% 

1.13^ 
144% 

502 
6.4% 
IS 

0^ 
2649 

337% 
3.797 

4«3% 

UI3 

298% 

562 

12.8% 

237 

54% 
1^ 

42.6% 
3.42S 

77  J% 

451 
238% 
164 
86% 
267 
14  i% 
775 

40.8%  . 
1.433 
78  6% 

tMbttf* 

Distribution  of  Housing  Problems 
Among  Selected  Groups  of 
Very-Low-Income  Households:  1983* 


Female 
Headed 

Households 

eidcriy 
Headed 

Households 

Bladi 
Headed 
Households 

HtsparttC 
Headed 
Households 

Pcrctrx  of  Total  Households 

13.5% 

9J% 

52% 

22% 

f*trcen(or  (rMd«)ua(e  Uniu 
Percen  of  Severtly  inade<iuate  Units 
Percent  of  O^jdwJed  Units 
Percen  of  Cost  Bunkned  Households 
Percent  of  Unjtt  With  Housjnj  P»oblems 

248% 
2S8% 
137% 
38  S% 

31.9% 

150% 
17.5% 
6.7% 
184% 
157% 

174% 
19.5% 
106% 
130% 
14  1% 

60% 
57% 
120% 
54% 

6.2% 

?Mp(Mc  or  «Wrf))r  hMdt<  how>«*<oK. 

SM^Mqr  lrt««.-AUM^»cHoi<>M(Co*l»^US  OtpwOTMc<HiMr^<MU«M 
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both  groups,  nearly  eight  of  every  ten  very  low-income  households  were  experiencing 
some  form  of  housing  problem. 

Elderly  headed  households  with  very  low  incomes  had  a  relatively  lower  in- 
cidence of  housing  problems  than  the  other  groups.  About  one-third  of  very  low- 
income,  elderly  headed  households  were  cost  burdened,  while  about  14  percent  lived 
in  physically  inadequate  units.  The  incidence  of  CTOwding  is  extremely  low  for  this 
group.  One  factor  in  this  relatively  favorable  housing  situation  for  the  very  low-in- 
come elderly  is  that  the  homeownership  rate  among  this  group  is  around  60  percent, 
significantly  higher  than  for  the  other  groups.  Thus,  earlier  in  their  lives  when  they 
likely  had  higher  incomes,  larger  numbers  of  the  elderly  became  homeowners,  which 
helped  to  stabilize  their  housing  costs.  Later  in  their  lives,  incomes  typically  fell,  in- 
x^easing  the  burden  of  housing  costs  and  leading  to  some  deterioration  in  the  physi- 
cal quality  of  the  unit 

The  cost  burden  is  not  confined  to  the  very  low-income  group.  As  shown  in 
Exhibit  IV-7,  cost  burden  worked  its  way  up  the  income  scale  over  the  1975  to  1983 
period.  The  incidence  of  cost  burden  increased  from  102  percent  of  lower  to 
moderate-income  households  to  17.9  percent.  Similarly,  the  incidence  of  cost  burden 
increased  among  middle-  and  upper-income  households  as  well. 

The  data  presented,  in  summary,  illuminate  several  important  facts  regard- 
ing the  housing  situation  in  the  United  States.  First,  while  the  physical  condition  of 
the  housing  stock  has  vastly  improved  since  the  end  of  World  War  II,  milUons  of 
primarily  lower  income  households  continue  to  live  in  housing  plagued  by  serious 
physical  defects.  Second,  for  an  even  larger  and  growing  number  of  households,  ac- 
quiring physicaUy  adequate  and  unaowded  shelter  represents  a  serious  financial  bur- 
den. Moreover,  while  the  affordability  problem  is  largely  concentrated  among  lower 
income  households,  it  is  increasingly  becoming  a  problem  for  middle-income  families 
as  well.  Clearly,  housing  costs  are  rising  faster  than  income  for  an  expanding  segment 
of  our  society. 
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Mnliil  IV  7 

Incidence  of  Cost 

Burden  Among  Income  Groups: 

1975  and  1983 


1975 

I9H.3 

All  Households 

12.1% 

17.0% 

Veiy-Lowlncome 

36.9% 

45.2% 

Low-toModerate  Income 

10.2% 

17.9% 

All  Other  (Middle*and  Upper-Income) 

0.8% 

2.8% 

Soua'e,  lrt>v.  Ircdia.  "Anainiiii^  the  HouMim  ('k».iK' 

'  11  .S.  [)(t».irlitM>fil  iif  }|<)UMi»(  .ukI  KrtMtt 

Oewk)pmenl.  Housing  and  l)tw<«{riiphn-  AiwIvms 

DivisicMi.  OfficxMif  lu^MKKiiK'  Aflftirv.  July  I'JHfi 
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V.  The  Unique  Role  of  Homeownership 

A.    THE  MEANING  OF  HOME 

The  concept  of  home  connotes  not  only  a  physical  cube  of  space,  a  "place,'*  but,  more 
significantly  a  sense  of  "state  of  being**  in  the  essence  of  "home.** 

The  word  for  home  comes  from  the  Dutch  «nilture  of  the  l?.te  loOOs,  where 
"hejm**  was  used  to  describe  a  place  where  the  family  came  to  live.  During  prior 
periods,  the  place  where  people  lived  was  a  self-contained  living  and  working  space. 
It  included  not  only  a  mother,  father,  and  children,  who  ate  and  slept  and  relaxed 
there,  but  relatives  and  workers  who  contributed  to  the  economic  success  of  the  iDain- 
tenance  of  the  place.  The  "hejm**  of  the  Seventeenth  Century  Dutch  was  much  more 
intimate  and  concentrated.  The  home  of  the  Dutch  was  no  longer  a  workplace.  Nor, 
as  had  been  the  drcumstances  of  the  manor  houses  of  the  Fifteenth  and  Sixteenth 
Centuries,  were  the  homes  of  the  Seventeenth  Century  Dutch  augmented  by  ser- 
vants-live-in or  otherwise. 

The  "hejm**  of  the  Dutch  was  much  more  than  a  "dwelling**.  Rather,  it  in- 
cluded too  the  contents,  the  surroundings,  and  the  people  in  the  dwelling.  Most  im* 
portant,  it  was  the  sense  of  contentment  and  satisfaction  that  all  these,  in  unity,  con* 
veyed. 

There  is  a  pithy  expression  that  "home**  is  the  place  where,  when  you  knock 
on  the  door,  those  inside  will  always  welcome  you  in.  This  sense  of  refuge,  1  of  wel- 
come, of  resident  affection,  was,  to  the  Seventeenth  Century  Dutch,  m^^re  than  a 
building;  it  was  a  state  of  being,  synthesized  into  a  physical  structure. 

There  is,  in  the  concept  of  home,  a  sense  of  privacy  and  domesticity.  The 
"hejm**  of  the  Seventeenth  Century  Dutch  evolved  an  additional  element  as  the  ex- 
perience of  the  relatively  isolated  social  unit  of  the  family  became  accepted.  The  ele- 
ment of  comfort  entered  into  what  is  needed  to  make  a  building  a  home.  Furniture, 
kitchens,  plumbing,  and  entertainment  for  the  inhabitants  became -and  continue  to 
be— elements  distinguishing  between  a  shelter  and  a  home. 

All  of  these  features  and  feelings,  imbedded  in  a  single,  simple  Dutch  word, 
combine  to  describe  the  aspiration  of  most  Americans  to  own  a  home  of  their  own. 
The  Housing  Features  Consumer  Survey,  recently  conducted  by  the  MIT/Harvard 
Joint  Center  for  Housing  Studies,  provides  important  new  evidence  that  the  vast 
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majority  of  Americans  prefer  to  own  their  homes.  Homeownership  has  long  been 
recognized  as  a  benefit  to  sodety  in  general.  The  1931  President's  Conference  on 
Housing  and  Home  Ownership  observed, 

A  family  that  owns  its  home  takes  a  pride  in  it,  maintains  it  better. 
They  have  an  interest  in  a  social  system  that  permits  an  individual 
to  store  up  the  fruits  of  his  labor.  As  direct  taxpayers  tl;ey  take  a 
more  active  part  in  local  government  Above  all,  the  love  of  home 
is  one  of  the  finest  instincts  and  the  greatest  inspiration  of  our 
people. 

The  reasons  reflect  the  response  of  the  Seventeenth  Century  Dutch  to  the 
industrial  development  of  their  economy  that  allowed  the  family  to  live  in  a  structure 
that  was  no  longer  required  to  be  shared  with  outside  workers  needed  for  the  family 
business  enterprise  or  distant  relatives  who  had  nowhere  else  to  live.  A  single-family 
home  with  privacy  and  all  that  it  entails- a  yard,  a  space  for  the  private  use  of  the 
family— are  attractive  to  over  80  percent  of  homebuyers  recenUy  interviewed  in 
5«//(/er  magazine's  1987  annual  survey. 

Perhaps  most  significantly,  Americans  with  the  financial  ability  to  do  so 
have  voted  their  dollars  for  homeownership.  But  the  question  that  is  left  is:  "Do 
those  with  a  lesser  income,  if  assisted  in  doing  so,  also  aspire  to  homeownership?" 
Eveiy  survey  reported  indicates  that  they  do.  The  issue  then  becomes:  "Can  and  will 
the  Federal  government  recognize  and  take  steps  to  facilitate  the  opportunity  of 
Americans  to  own  their  homes,  and  if  so,  how?" 

B.    THE  ECONOMIC  VALUE  OF  HOMEOWNERSHIP 

Homeownership  has  other  dimensions  in  the  national  consciousness. 
Owner-occupied  homes  represent  a  major  portion  of  our  real  economic  wealth. 
Wealth  accumulation  plays  a  key  role  in  planning  for  retirement,  determining  con- 
sumer saving  and  spending,  providing  bequests  to  descendants,  and  influencing  na- 
tional capital  formation  and  economic  growth.  In  short,  the  accumulation  of  wealth 
through  homeownership  has  significant  economic  impacts  and  is  a  key  element  of  the 
nation's  economic  well-being. 

Owner-occupiei  homes  have  a  value  of  over  $3.6  trillion,  as  shown  in  Ex- 
hibit V-1.  This  constitutes  about  22  percent  of  total  household  assets,  down  from  over 
25  percent  in  the  late  1970s. 

Since  owner-occupied  housing  is  a  leveraged  asset  (i.e.,  part  of  the  value  is 
financed),  and  home  mortgages  do  not  automatically  increase  with  inflation,  home 
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equity  increased  more  rapidly  than  the  inflation  rate.  For  this  reason,  homeowner- 
ship  has  been  viewed  as  an  effective  hedge  against  inflation.  Home  equity  as  a  share 
of  net  worth  increased  during  periods  of  accelerating  inflation,  such  as  1972-74  and 
1976-79,  and,  generally,  decreased  as  a  share  during  periods  of  decelerating  inflation, 
such  as  1974-75  and  1980-86. 

In  any  case,  homeownership  clearly  plays  an  important  role  in  accounting 
for  growth  in  aggregate  household  sector  net  worth.  However,  the  significance  of 
homeownership  becomes  much  more  pronounctJ  when  considering  the  distribution 
of  wealth. 

Significantly,  the  investment  benefits  of  homeownership  are  not  limited  to 
middle-  and  upper-income  people.  In  fact,  home  equity  is  one  of  the  most  equally  dis- 
tributed components  of  net  worth.  Furthermore,  homeownership  is  a  relatively  more 
important  source  of  asset  accumulation  for  low-  and  midc'le-income  households  than 
for  the  wealthy. 

Exhibit  V-2  shows  the  homeownership  rate  by  income  quintile  and  il- 
lustrates several  important  points.  First,  the  overall  homeownership  rate  is  about  60- 
65  percent-an  important  indicator  of  the  widespread  distribution  of  this  type  of 
asset  Second,  even  in  the  lowest  two  income  quintiles,  nearly  one-half  of  all 
households  owned  homes.  Third,  over  time,  homeownership  rates  have  declined  in 
the  lowest  income  quintile,  but  inc; eased  in  the  highest  income  quintile.  Reasons  for 
this  include  demographic  changes  and  trends  in  interest  rates.  Over  the  1960-83 
period,  single  mothers  and  persons  living  alone  -population  subgroups  that  tradition- 
ally experience  relatively  low  homeownership  rates  at  all  income  levels-have  be- 
come increasing  proportions  of  low-income  households.  But  over  the  same  period, 
nominal  interest  rates  have  trended  dramatically  upwvd  and  have  made  it  far  more 
difficult  for  low-income  households  to  afford  to  buy  a  home. 

To  review:  Homeownership  has  been  an  important  contributor  to  the 
growth  of  aggregate  household  wealth  in  the  United  States.  Homeownership  has 
been  an  effective  inflation  hedge.  When  inflation  and  inflation  expectations  were 
high,  appreciation  in  owner-occupied  real  estate  contributed  to  increases  in  the  rela- 
tive importance  of  homeownership  as  a  component  of  net  worth.  And,  homeowner- 
ship has  played  a  crucial  role  compared  with  other  types  of  assets  in  making  the  dis- 
tribution of  wealth  in  the  United  States  more  equitable. 
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C  CONCLUSION 


Homeownership  should  be  a  cornerstone  of  American  housing  poUc;^ 
Homeownership  provides  opportuniiics  as  varied  as  the  American  people  theni- 
selvc5.  It  provides  the  opportunity  for  independence,  individualism,  self-expression, 
and  a  sense  of  fulfillment.  Homeownership  also  gets  people  involved  in  their  com- 
inunity,  its  government,  and  in  the  private  property  system-it  builds  good  dtizens. 
Homeownership  provide',  a  place  of  security  and  sense  of  belonging  that  forges 
stability  and  solid  family  ties. 

The  next  two  chapters  examine  in  detail  programs  1  u  achieving  widespread 
opportunities  for  homeownership,  and  ways  in  which  they  can  be  improved. 
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VI*  Federal  Mortgage  Insurance 


1  he  cornerstone  of  the  Federal  government's  structure  of  programs  to  promote 
homeownership  over  the  years  has  been  the  use  of  Federal  mortgage  insurance.  (The 
same  approach  has  been  effective  also  in  more  recent  years  for  multifamily  housing 
as  well.)  In  contemporaiy  jaigon,  we  would  refer  to  this  approach  as  "credit  enhan- 
cement." 

The  mortgage  insurance  concept  takes  advantage  of  the  power,  the  absolute 
security,  of  the  Federal  aedit  assurance  to  act  as  an  engine  to  generate  private  capi- 
tal for  housmg.  Its  appeal  is  heightened  by  the  fact  it  has  proven  an  effective  way  to 
lower  interest  costs  to  homebuyers,  and  iaaease  the  flow  of  housing  credit,  at  no 
budget  cost  to  the  government 

Each  of  the  programs  discussed  in  this  section  of  the  report  is  based  on  this 
remarkably  simple  yet  equally  remarkably  effective  idea  of  Federal  credit  insurance. 
Each  of  these  programs  should  be  continued,  but  further  improved  in  the  ways  recom- 
mended. 

A.    FEDERAL  HOUSING  ADMINISTRATION 
1.   Introd'  ction 

The  Federal  Housmg  Administration  (FHA)  was  created  in  1934  to  ac'  iress 
the  serious  economic  and  housing  problems  facing  our  nation  at  that  time.  In  addi- 
tion to  the  immediate  goals  of  stimulatmg  the  economy  and  putting  people  back  to 
work,  FHA  was  charged  with  the  more  far-reachmg  responsibiHties  of  broadening 
homeownership  opportunities  and  providing  stability  and  uniformity  to  a  beleaguered 
housing  industry. 

FHA  insurance  has  allowed  lenders  to  offer  more  liberal  terms  to  bor- 
rowers, expanding  greatly  the  number  of  families  who  can  afford  to  purchase  their 
own  homes.  Amortization  of  loans  over  longer  periods  and  lower  cash  investments 
arc  two  examples  of  how  FHA  experience  transformed  mortgage  lendmg  practices  in 
this  country  and  offered  homeownership  opportunities  to  families  who  otherwise 
would  be  unable  to  purchase  homes.  In  addition  to  its  financing  innovations,  FHA 
has  improved  the  quality  of  single-family  and  multifamily  housing  construction 
through  the  development  of  building  requirements  that  have  since  become  the  stan- 
dard for  the  industry. 
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Unlike  many  other  Federal  government  initiatives,  FHA  was  founded  on 
the  concept  of  a  public/private  partnership.  Other  than  the  funds  required  to  set  up 
the  agency,  which  were  paid  back  in  1940,  FHA's  basic  unsubsidizcd  program  [Sec- 
tion 203(b)]  has  not  cost  the  American  taxpayer  any  money.  The  more  than  15  mil- 
Uon  families  who  have  benefited  from  FHA  mortgage  insurance  have  borne  the  en- 
tire cost  and,  in  fact,  have  made  substantial  contributions  to  tiie  U.S.  Treasury.  Over 
the  last  three  fi--^  years  alone,  over  one-half  bilHon  dollars  in  net  profits  have  been 
realized  from  the  FHA  Section  203(b)  program. 

Over  tiic  years,  two  principal  missions  have  evolved  for  FHA's  programs. 
They  are  (1)  to  serve  the  housing  needs  of  Americans  who  are  not  adequately  served 
by  the  private  sector  alone,  and  (2)  to  be  at  the  forefront  in  the  development  of  in- 
novative mortgage  financing  techniques  necessitated  by  changing  market  conditions. 
These,  together  with  FHA's  underlying  social  purpose,  compose  the  foundation  on 
which  FHA  has  built  its  programs. 

FHA  has  surely  exceeded  the  expectations  of  its  founders.  Like  any  suc- 
cessful organization,  however,  FHA  cannot  remain  constant  Times  change  and  new 
problems  arise  requiring  innovative  solutions.  In  Jiis  section,  the  impact  of  changing 
market  conditions  on  the  role  of  FHA  is  analyzed  and  proposals  are  presented  to  keep 
FHA  current  with  the  needs  of  the  homebaying  public. 

FHA's  overall  share  of  the  home  finance  market  has  shifted  dramatically 
over  the  years,  as  has  that  of  the  Veterans  Administration  (VA)  financing.  The  role 
of  these  agencies  is  significantly  smaller  today  than  it  was  in  the  1950s,  as  private 
mortgage  insurers  have  grown  in  importance  in  serving  a  wide  range  of  middle-  and 
upper-income  homebuyer  financing  requirements.  Exhibit  VI-1  shows  the  growth 
and  changing  importance  of  the  various  forms  of  home  mortgage  insurance  over  the 
past  three  decades. 

While  FHA  has  been  tremendously  successful  in  its  first  50  years,  there  are 
several  forces  at  work  in  the  marke^lace  that  must  be  addressed  if  FHA  is  to  be  as 
successful  in  its  second  50  years.  There  are  two  factors  which  particularly  exemplify 
the  problem  that  FHA  faces  in  striving  to  fulfill  its  two  fundamental  objectives  out- 
lined above.  The  "affordability  crisis"  threatens  to  undermine  FHA's  ability  to 
provide  lower  income  families  with  homeownership  opportunities.  The  compelling 
demographic  data,  presented  elsewhere,  and  the  growing  housing  needs  of  elderly 
homeowners,  necessitate  that  new  financing  mechanisms  be  developed  to  meet  these 
emerging  needs. 

For  many  elderly  families,  the  equity  in  their  home  represents  their  prin- 
cipal source  of  savings.  At  the  same  time,  studies  clearly  indicate  that  the  elderly 
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prefer  to  stay  in  their  current  housing  situation  and  only  a  change  in  Hfe 
circumstances,  usually  deterioration  of  personal  hedth  or  death  of  a  spouse,  has  been 
the  prime  motive  behind  a  decision  to  move  to  retirement  housing.  As  a  result,  new 
initiatives  must  be  developed  that  allow  the  elderly  to  tap  their  equity  without  having 
to  change  their  housing. 

2*  Proposals 

In  this  section,  a  variety  of  proposals  are  offered  to  address  the  issues  raised 
above  as  well  as  to  improve  FHA*s  existing  programs. 

a.  General  program  improvements.  Changes  should  be  made  to  the  cur- 
rent FHA  single-family  program  to  improve  its  operation  and  ensure  that 
homeownership  opportunities  are  available  equally  throughout  the  country. 

(1.)  Maximum  mortgage  ceiling.  The  maximum  mortgage  ceiling  is  in- 
tended to  target  FHA  activity  to  moderate -income  homebuyers.  However, 
it  is  important  that  they  have  generally  equitable  applicability  for  the  entire 
country.  While  the  indexing  concept  introduced  in  1979  legislation  is  sup- 
ported, the  maximum  cap  of  $90,000  has  served  to  exclude  many  middle- 
income  families  in  high-cost  areas.  The  scarcity  of  FHA  mortgage  activity 
in  many  of  the  metropolitan  areas  around  New  York,  San  Francisco,  and 
other  high-cost  cities  documents  this  problem.  For  that  reason,  MBA 
recommends  that  the  current  statutory  language  be  revised  to  eliminate  the 
$90,000  limitation  on  FHA  mortgages  and  substitute  for  it  a  requirement 
that  the  FHAmortgage  Hmit  be  the  greater  of  $101,250,  or  95  percent  of  the 
area's  median  sale  price.  In  that  way,  FHA  activity  would  generally  be  con- 
fined to  the  lower  half  of  the  housing  market,  but  would  be  available  on  an 
equivalent  basis  to  homebuyers  regardless  of  where  they  live. 

(20  FHA  ARM  program.  When  interest  rates  rise,  alternative  mortgage 
instruments  become  critical  to  keep  homeownership  affordable  for  many 
Americans.  The  cunent  limitations  on  the  volume  of  FHA  adjustable  rate 
mortgages  (ARMs)  of  10  percent  of  the  previous  year's  origination  activity 
and  the  1  percent  cap  on  an  interest  rate  adjustment  in  any  one  year  severe- 
ly curtail  the  use  of  this  program.  As  a  result,  it  is  recommended  that  any 
cap  on  ARM  activity  be  removed  and  FHA  be  permitted  to  insure  ARMs 
with  2  percent  interest  rate  increases  per  year  with  a  5  percent  Ufetime  cap. 

(3.)  FHA*s  credit  budget  limitations  and  insurance  authority.  FHA's 
abiHty  to  insure  loans  is  subject  to  a  need  for  aimual  reauthorization  by  Con- 
gress. In  addition.  Congress  now  sets  each  year  a  limit,  called  a  Federal 
credit  budget  limit,  on  the  dollar  volume  of  loans  that  may  be  insured. 
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During  1986,  delays  in  the  extension  of  FHA  insurance  authority  and  the  in- 
CTease  of  FHA's  aedit  authority  severely  disrupted  lenders'  ability  to  work 
with  FHA's  programs  and  therefore  adversely  affected  homebuyero.  These 
disruptions  delayed  closings  several  weeks  and  created  severe  hardships  for 
hr^mebuyers  and  sellers  who  depended  on  the  continued  availability  of 
FHA  programs  in  making  necessaiy  plans  involved  with  buying  and  selling 
their  homes.  In  addition,  homebuyers  were  subjected  to  considerable  un- 
expected costs  when  interest-rate  commitments  ran  out  in  times  of  rising  in- 
terest rates  when  lenders  had  no  authority  to  close  loans  after  insurance 
authority  was  suspended.  Delays  have  often  resulted  from  FHA  insuring 
extensions  or  from  CTedit  inCTeases  being  held  hostage  to  other  more  con- 
troversial issues. 


MBA  recommends  that  FHA's  insurance  authority  be  made  permanent, 
and  the  FHA  credit  budget  limitation  should  be  eliminated. 


FHA  should  insure  all  loans  to  qualified  borrowers.  As  noted  eariier,  the 
mortgage  limits  effectively  constrain  FHA's  market  share  to  low-,  mod- 
erate-, and  middle-income  borrowers.  If  elimination  is  not  feasible,  a  rea- 
sonable :^p  should  be  adopted  with  a  notification  procedure  that  gives  Con- 
gress adequate  notice  to  modify  the  cap  as  the  need  arises. 


(4*)  Shared*€quity  program*  Since  1983,  FHA  has  allowed  shared-equity 
arrangements  where  the  investor  has  no  interest  other.than  a  financial  one 
to  obtain  high-ratio  loans.  As  a  result,  sellers  have  used  this  program  as  a 
means  of  selling  their  homes  to  borrowers  who  might  not  qualify  for  a  loan 
on  their  own.  MBA  believes  that  the  loan-to-value  ratio  (LTV)  should  be 
reduced  to  85  percent  on  shared-equity  arrangements  where  the  relation- 
ship between  the  parties  is  strictly  a  finandal  one,  as  it  was  prior  to  1983. 
This  change  would  not  affect  shared-equity  arrangements  involving  family 
members  or  an  unrelated  person  who  can  demonstrate  an  established  per- 
sonal relationship  to  the  occupant  that  did  not  arise  from  the  transaction. 


b»  Responding  to  demographic  change*  It  is  essential  that  HUD,  consis- 
tent with  its  tradition,  be  at  the  forefront  in  the  development  of  a  finandng 
mechanism  to  address  the  housing  needs  of  our  changing  population. 
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(1.)  Senior  citizens*  Because  of  the  uncertainty  with  the  secondary 
market  acceptance  of  a  reverse  annuity  mortgage  instrument,  as  well  as 
problems  dealing  with  the  elderly  at  the  end  of  the  annuity  period,  HUD 
should  take  a  very  active  role.  As  a  starting  point,  HUD  conducted  a  study 
on  reverse  annuity  mortgages  pursuant  to  the  Housing  and  Urban-Rural 
Recovery  Act  of  1983.  Currently  pending  legislation  has  provisions  for  a 
demonstration  reverse  annuity  loan  program.  MBA  heartily  recommends 
that  HUp  continue  its  research  on  this  issue  as  well  as  other  possible  alter- 
natives in  this  area,  and  in  any  event  implement  a  demonstration  RAM 
program  as  soon  as  possible. 


(2.)  Housing  in  rural  areas.  FHA  has  opportunities  to  enable  lenders  to 
more  easily  do  business  in  rural  and  exurban  areas.  For  example,  while 
FHA  permits  lenders  to  use  local  personnel  who  do  not  work  for  the  lender, 
the  mortgagee  still  must  conduct  face-to-face  interviews  and  perform  other 
duties  that  discourage  lender  partidpation.  These  requirements  should  be 
reviewed  and  exceptions  should  be  considered  for  rural  areas.  In  addition, 
currently  loan  correspondents  must  fulfill  a  $25,000  net  worth  requirement, 
which  inhibits  partidpation  in  the  program.  This  could  be  waived  for  loan 
correspondents  in  rural  areas  if  the  lender  purchasing  a  loan  from  a  cor- 
respondent assumes  Hability  for  quality  control  over  the  purchased  loan. 


c.  Improving  the  Quality  of  FHA  Loans 

(1.)  Investor  program.  FHA-insured  loans  on  one-  to  four-family  homes 
used  as  rental  housing,  so-called  "investor  loans,**  have  received  careful 
scruliity  from  all  quarters  of  the  residential  finance  industry.  FHA  took 
prompt  action  by  prohibiting  such  refinancings  in  May  1985  when  abuses 
cropped  up  with  investors  who  were  refinandng  for  more  than  the  current 
loan  balance  and  then  perautting  the  new  loan  to  become  deUnquent 
MBA  applauds  the  action  that  FHA  has  taken  in  this  area.  While  the  easy 
answer  would  be  to  predude  investors  entirely  from  FHA  programs  in  the 
fiiture,  MBA  is  concerned  about  the  impact  of  that  decision  on  the  rental 
housing  market. 

For  large  lower  income  families,  renting  a  single-family  home  is  often  their 
only  option  for  housing  large  enough  to  accommodate  thenL  We  believe 
that  the  underwriting  problems  and  losses  can  be  addressed  in  a  more 
precise  fashion  without  redudng  housing  opportunities  for  low-income 
families.  For  this  reason,  MBA  recommends  that  FHA's  investor  program 
be  retained,  but  with  the  loan-to-value  ratio  lowered  to  75  percent  of  ap- 
praised value. 
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(2.)  Assumability.  Loan  assumptions  have  been  associated  with  recent 
FHA  claim  problems.  MBA  shares  FHA*s  concern  about  the  use  of  FHA's 
simple  assumption  process  by  unscrupulous  individuals.  However,  we 
believe  the  current  two-year  requirement  on  the  evaluation  of  an 
assumptofs  CTcdit  worthiness  is  excessive  and  serves  to  inCTease  costs  to 
homebuyers.  For  that  reason,  MBA  believes  that  aedit  evaluation  of  in- 
dividuals who  assume  FHA  properties  within  12  months  after  closing  rep- 
resents a  more  reasonable  requirement  without  creating  unnecessary  costs 
to  the  homebuying  public. 

d.  Organizational  Structure  and  Administrative  Changes 


At  present,  the  FHA  Commissioner  does  not  have  direct  control  over  HUD 
field  offices  that  cany  out  FHA's  programs.  Under  the  current  structure,  the  FxiA 
Commissioner  cannot  establish  work  priorities  for  field  offices.  To  administer  a 
program  of  the  size  of  FHA's  effectively,  it  is  essential  that  FHA  have  direct  control 
over  field  office  operations.  In  addition,  the  regional  management  concept  estab- 
lished over  11  years  ago  has  not  proven  effective.  As  a  result,  MBA  recommends  that 
HUD  field  offices  report  directly  to  headquarters  and  regional  staff  be  reassigned 
duties  at  field  offices. 


A  recurring  problem  facing  FHA  is  its  staffing  level,  and  quality.  As 
employees  retire  or  resign,  the  capability  of  FHA  to  cany  out  its  monitoring  and  train- 
ing responsibilities  in  the  field  offices  is  reduced. 


MBA  recommends  the  following  steps  to  assure  adequate  FHA  staff  levels 
and  quality 

(1.)  A  comprehensive  training  program  should  be  funded  so  that  FHA  will 
have  an  adequate  number  of  employees  ready  to  step  in  ^hen  cunent 
employees  retire  or  resign. 

(2.)  The  grade  structure  for  detemuning  salaries  should  be  comparable  to 
what  individuals  receive  in  the  industry.  Otherwise,  FHA  will  not  be  able  to 
attract  and  retain  the  type  of  talent  necessary  to  manage  a  muItibilHon  dol- 
lar agency. 

(3.)  With  the  implementation  of  the  Granmi-Rudman  provisions,  FHA 
staff  may  be  subjected  to  additional  cuts  if  sequestration  occurs.  Since  the 
prindpal  nature  of  FHA  work  is  the  review  of  lender  processing  under 
Direct  Endorsement,  the  FHA  situation  is  analogous  to  that  of  the  Federal 
Savings  and  Loan  Insurance  Corporation  (FSLIC)  and  Federal  Deposit  In- 
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surancc  Corporation  (FDIC).  As  a  result.  MBA  recommends  that  FHA 
staffing  be  exempted  from  sequestration. 


B.    VETERANS  ADMINISTRATION -LOAN  GUARANTY  PROGRAM 
1*  Bftckground 

The  essential  fact  about  the  VA  home  loan  program  is  that  it  is  an  entitle- 
nient  earned  by  men  and  women  who  have  served  in  then:  coiintiy's  armed  forces. 
The  program  makes  possible  home  loans  on  more  generous  terms  (no  downpayment), 
with  comparatively  liberal  conditions  for  qualifying,  and  historically  no  fee  for  the  use 
of  the  Federal  guaranty  (though  in  recent  years  an  up-front  fee  first  of  1/2  percent, 
later  raised  to  1  percent,  has  been  imposed). 

Without  the  entitlement  elements  of  the  program,  there  would  be  no  spe- 
cial need  for  a  separate  home  loan  program  for  veterans.  Tlie  FHA  program  would 
suffice.  Indeed,  the  FHA  program  serves  large  numbers  of  veterans,  but  without  the 
beneficial  features  of  the  VA  loan  programs  to  which  users  arc  entitled. 

The  VA  home  loan  guaranty  program  was  established  in  1946  for  the  pur- 
pose of  encouraging  and  facilitating  extension  of  favorable  credit  terms  by  pnvate 
lenders  to  veterans  for  the  purchase,  construction  or  improvement  of  homes  to  be  oc- 
cupied by  the  veterans  and  their  families.  As  with  the  FHA  programs,  VA  operates 
by  substituting  the  Federal  Government's  guaranty  to  lenders  against  financial  loss  on 
loans  to  veterans  for  the  investment  protection  afforded  under  conventional 
mortgage  terms  by  downpayments  and  more  stringent  imderwriting  requirements. 

Eligible  veterans  are  thus  enabled  to  finance  home  purchases,  even  though 
they  may  not  have  the  resou  rces  to  qualify  for  conventional  loans.  Under  present  law, 
home  loans  may  be  guaranteed  up  to  60  percent  of  the  amount  of  the  loan  but  not  to 
exceed  $27,500.  In  the  event  of  a  default,  VA,  through  its  contract  of  guaranty,  pays 
the  loss  sustained  by  the  holder  of  the  loan,  up  to  the  amount  of  the  guaranty. 

A  discussion  of  the  VA  program  should  recognize  that  the  VA's  loan 
guaranty  program  is  not  operated  by  a  housing  agency.  VA's  primary  function  is  to 
operate  a  vast  health  ::are  system.  The  Department  of  Medicine  and  Surgeiy  runs 
over  170  medical  centers,  for  instance,  and  employs  over  200,000  people.  The  next 
most  important  role  of  VA  is  the  administration  of  the  compensation  and  pension  sys- 
tems. This  function  is  carried  out  by  the  Department  of  Veterans  Benefits  (DVB), 
which  also  administers  the  loan  guaranty  program.  There  are  approximately  13,500 
employees  in  DVB;  approximately  2,000  are  in  the  loan  guaranty  program. 
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The  VA  program  is  in  trouble  finandally.  Since  fiscal  year  1984,  Congress 
has  appropriated  over  $700  million  into  the  Loan  Guaranty  Revolving  Fund  (LGRF). 
The  only  previous  appropriation  into  the  LGRF  was  in  1963  when  the  fiind  was  estab- 
lished. In  addition  to  appropriations,  VA  has  transferred  approximately  $500  million 
into  the  fiind  since  FY  84  from  other  accounts.  Funding  fee  revenues  of  $250-$300 
million  per  year  are  not  sufiEdent  to  support  the  program.  The  situation  is  not  likely 
to  improve  in  the  short  run.  VA's  assets  are  tied  up  in  the  some  33,000  properties 
which  it  currently  has  in  inventory. 

Although  the  program  was  considered  self-supporting  by  the  Congress,  it 
was  actually  funded  by  a  large  portfolio  of  vendee  and  direct  loans  which  earned 
enough  interest  income  to  sustain  the  fiind  during  short  periods  of  high  delinquency. 
In  FY  81  the  direct  loan  program  was  terminated  and  the  VA  was  required  to  sell  its 
portfolio  of  vendee  loans.  Then  losses  continued  to  inCTease  due  to  large  numbers  of 
foreclosures  first  in  the  Rust  Belt  area  and  then  the  Oil  Patch  states.  Portfolio  loans 
were  sold  almost  as  soon  as  they  were  originated  in  order  to  fund  the  deep  losses  to 
the  LGRF.  Shortfalls  were  made  up  by  appropriations  and  transfers  from  the  Direct 
Loan  fund. 

The  problem  loans  today  are  primarily  those  originated  prior  to  1983.  The 
problem  loans  are  also  concentrated  in  the  economically  distressed  parts  of  the 
country.  The  tightening  of  underwriting  standards  which  was  started  in  1985  and  con- 
tinued in  1986  appears  to  be  working.  Early  default  experience  with  loans  oiiginated 
in  1985  and  1986  is  substantially  better  than  in  prior  years. 

2.  Th2"No.Bid"  Issue 

Under  the  default  and  foreclosure  provisions  of  ;ne  VA  home  loan  guaran- 
ty program,  VA  has  always  had  the  option  of  either  acquiring  a  foreclosed  property 
and  paying  the  lender  the  loan  amount  or  leaving  the  property  with  the  lender  and 
only  p^ing  the  guaranty  amount  (a  "no-bid").  Although  VA  had  the  authority  to  ex- 
ercise the  "no-bid"  option,  prior  to  August  1984,  it  did  so  only  in  very  isolated  cases. 
However,  in  the  Defidt  Reduction  Act  of  1984,  Congress  induded  a  spedfic  formula 
that  significantly  altered  VA  foreclosure  claim  practices  and  forced  VA  to  enter  into 
no-bids.  This  change  represented  a  drastic  departure  from  experience  of  the  previous 
35  years  of  the  VA  home  loan  guaranty  program  during  which  the  VA,  in  almost  99 
percent  of  the  cases,  paid  the  entire  loan  amount  to  the  lender  and  acquired  the 
property. 

Foreclosures  of  VA  guaranteed  home  loans  have  more  than  doubled  in  the 
last  five  years,  with  most  of  the  increase  concentrated  in  geographic  areas  of  the 
country  that  have  been  devastated  by  severe  economic  setbacks.  With  increasing 
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frequency  (from  238  cases  in  1982  to  5,236  cases  in  1986),  the  VA  has  been  paying  the 
lender  only  the  guaranty  amount  and  leaving  the  foreclosed  property,  that  has  great- 
ly depredated  in  value,  wi±  the  lender.  The  no-bid  situation  has  caused  lenders  to 
suffer  severe  losses.  With  an  average  net  loss  per  loan  of  $16,500,  industry-wide  los- 
ses totalled  more  ±an  $86  milHon  in  1986. 

Currently,  the  statutory  formula  that  determines  whe±er  a  VA  foreclosed 
loan  results  in  a  no-bid  is  as  follows:  If  the  outstanding  debt  exceeds  the  appraised 
value  of  the  house  (net  ot  VA  administrative  costs  equal  to  10.5  percent  of  the  loan) 
by  more  than  the  guaranty  amount,  the  VA  pays  the  lender  only  the  guaranty  amount, 
and  leaves  the  lender  in  possession  of  ±e  house. 

Lenders  can  no  longer  accept  the  risk  of  originating  VA  loans,  as  they  did 
in  the  past  Lenders  often  now  underwrite  to  conventional  standards  and  even  re- 
quire downpayments.  The  program  objective  of  assisting  veterans  who  do  not  have 
money  for  a  downpayment  or  who  may  not  qualify  for  conventional  finandng  is  no 
longer  being  met  in  many  instances. 

The  forgotten  people  in  the  no-bid  controversy  are  the  veterans  who  have 
lost  their  homes.  Not  only  have  they  experienced  the  ignominy  of  a  public  foreclosure 
but  they  will  be  asked  by  the  VA  to  repay  the  claim  amount  This  amounts  to  a  debt 
to  the  government  of  up  to  $27,500.  VA  benefits  may  be  offeet  against  the  debt  If 
the  veteran  is  an  employee  of  the  Federal  govenmient  or  the  Postal  Service,  wages 
may  be  garnished.  Failing  that,  VA  refers  the  matter  to  private  collection  agendes 
and  then  to  the  Internal  Revenue  Service  (IRS)  so  tax  refunds  can  be  offset  The 
government  is  serious  about  its  collection  program  and  veterans  are  gomg  to  be 
severely  hurt.  To  make  matters  worse  mortgage  lenders  are  required  to  report  the 
results  of  foreclosure  sales  to  the  IRS.  The  IRS,  acting  independently,  considers  the 
unpaid  amount  forgiven  debt  and  thus  taxable. 

These  conditions  do  a  disservice  to  the  veterans  the  program  was  intended 
to  help.  The  Congress  is  on  record  supporting  continuation  of  this  program. 
However,  unless  the  Congress  takes  steps  to  re-tore  the  program  to  a  healthy  status, 
it  will  continue  to  wither.  To  this  end  the  following  actions  need  to  be  undertaken: 


a*  Congress  and  the  Administration  should  assert  their  commitment  to 
the  VA  home  loan  guaranty  program  with  adequate  support  both  in  the  funding  for 
andin  the  administrafion  of  the  program.  The  VA  loan  guaranty  should  be  reaffirmed 
as  an  important  veteran's  entitlement  to  be  preserved.  Funding  levels  should  be  suf- 
fident  to  keep  the  program  solvent 
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b.  The  VA  no-bid  formula  should  be  amended  to  address  the  problems  of 
economically  distressed  areas  and  to  reduce  or  eliminate  the  penalty  to  lenders  when 
the  foreclosure  process  is  delayed  and  the  delay  is  beyond  the  control  of  the  lender. 
Spedfically,  in  no-bid  cases  when  the  property  value  has  declined  more  than  15  per- 
cent, the  lender  should  have  the  option  of : 

(1.)  Taking  the  guaranty  amount  and  retaining  title  to  the  property,  or 

(2.)  Conveying  the  property  to  VA  and  forfeiung  5  percent  of  the  out- 
standing indebtedness  at  the  time  of  liquidation. 


c  The  following  additional  changes  would  also  help  alleviate  the  no-bid 

problem: 

(1»)  Delegation  of  foreclosure  authority  to  lenders  to  reduce  delays  in  the 
bidding  and  foreclosure  process.  Congress  should  grant  lenders  the 
authority  to:  (a)  order  the  pre-foreclosure  appraisal,  (b)  make  the  required 
calculation  tu  determine  whether  the  VA  should  pay  the  guaranty  amount, 
and  (c)  detennine  the  appropriate  bidding  instructions  at  the  foreclosure 
sale. 

(2.)  Costs  of  avoidable  delays  In  foreclosing  loans  shou  ld  be  borne  by  the 
VA  In  cases  where  the  VA  is  responsible  for  postponing  the  expeditious 
completion  of  foreclosure.  Interest  that  accrues  after  the  lender  is  ready, 
willing,  and  able  to  foreclose  should  not  be  included  in  the  debt  amount 
used  in  the  calculation  to  determine  whether  there  is  a  no-bid.  If  the  VA 
acqukes  the  property,  the  VA  should  reimburse  the  lender  for  the  accrued 
interest 

(3.)  Delays  caused  by  circumstances  beyond  the  control  of  the  VA  or  rhe 
lender,  such  as  bankruptcy,  should  be  considered  In  adjusting  the  calcula- 
tion. The  lender  should  have  the  option  to  forfeit  accrued  interest  in  ex- 
change for  not  having  that  interest  iiicluJed  in  the  no-bid  calculation. 

(4.)  Costs  of  delays  caused  by  forbearance  requested  by  the  VA  on  the 
part  of  the  lender  I  n  the  hope  of  avoiding  foreclosure  should  not  be  cl  argcd 
to  the  lender.  Interest  that  accrues  during  the  forbearance  period  should 
not  be  included  in  the  no-bid  calculation.  The  lender  should  be  reimbursed 
by  the  VA  for  the  interest  accrued  during  the  delay  if  the  VA  docs  acquire 
the  property. 
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(5.)  Greater  use  should  be  made  by  the  VA  of  the  deed-in-Ileu  of 
foreclosure  procedure.  Acceptance  of  a  dccd-in-licu  of  foreclosure  reduces 
tlic  cost  of  acquiring  a  property,  while  preserving  a  veteran  borrower's 
credit  record  -  it  is  often  the  most  fair  and  expeditious  route,  particularly  in 
cases  where  the  default  is  caused  by  adverse  economic  circumstances 
beyond  the  veteran's  control. 


3.    Other  Programmatic  Changes 


a.  VA  maximum  loan  guaranty.  The  VA  maximum  guaranty  amount  of 
$27,500  has  not  been  changed  since  1980.  As  a  result,  the  guaranty  amount  has  failed 
to  keep  pace  with  apprcciaf  on  in  home  sales  prices,  which  have  increased  some  31 
percent  during  me  past  seven  years,  as  measured,  by  the  median  price  of  all  homes 
sold.  In  order  for  lenders  to  continue  to  make  home  loans  to  veterans  for  median 
priced  homes,  the  loan  guaranty  should  be  increased  to  at  least  keep  pace  with  infla- 
tion. 


b.  Adjustable  rate  mortgages  (ARMs).  Conventional  and  FHA  mortgage 
markets  acceptance  of  ARMs  has  demonstrated  they  arc  beneficial -permitting  bor- 
rowers and  lenders  to  tailor  transactions  to  borrowers'  needs.  VA  ARMs  should  be 
authorized,  without  a  statutory  limitation  on  the  number  that  can  be  guaranteed. 

4.    Organization  and  StafTing  Issues 

Adequate  staffing,  as  with  FHA,  is  a  chronic  problem  in  most  VA  field  of- 
fices. This  problem  shows  up  in  the  extraordinary  delays  lenders  routinely  experience 
in  receiving  claim  payments  from  VA.  It  is  not  unusual  forbacklogs  to  result  in  delays 
of  three  to  four  months  in  the  payment  of  claims,  and  delays  of  over  three  months  arc 
routine  in  some  VA  offices. 

Undcrsiaffing  at  many  field  offices  is  also  discouraging  veterans,  lenders, 
builders  and  brokers  from  using  the  VA  program.  Understaffed  offices  a:  c  unable  to 
provide  the  proper  level  of  service  to  veterans  and  program  participants.  Thus  all  par- 
tics  involved  arc  discouraged  and  hesitate  to  use  VA  guaranteed  financing. 

To  make  matters  worse,  the  VA  program  is  currently  experiencing  a  talent 
gap.  Many  young,  talented  individuals  have  left  the  VA  during  the  last  few  years. 
Changes  in  the  industry  these  last  few  years  have  given  many  opportunities  to  under- 
writers and  appraisers.  The  situation  is  accelerated  by  the  changes  in  the  civil  service 
rules  which  eliminated  the  entry  level  program  for  college  graduates.  There  are  cur- 
rently very  few  trainee  type  positions  in  the  VA  system.  More  often  than  not  techni- 
cal entry  level  jobs  (underwriters,  loan  specialists,  appraisers)  arc  held  by  individuals 
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who  were  clerks  and  promoted  into  these  positions.  It  has  become  extremely  difficult 
to  fill  key  management  positions  during  the  last  few  years. 


To  assure  adequate  VA  staff  levels  anu  quality,  MBA  recommends  that: 

a.  There  should  be  adequate  staffing  for  the  loan  guaranty  program  in  all 
field  ofGces. 

b.  Adequate  training  levels  must  be  restored  so  that  veterans  and  program 
participants  will  receive  a  proper  level  of  service. 


Another  management  move  that  offers  promise  for  improved  administra- 
tion of  the  VA  program  involves  consolidation  of  VA  field  offices.  The  loan  guaran- 
ty operations  in  the  field  are  ripe  for  consolidation.  The  very  small  offices  are  just  too 
ineffident  For  example,  one  New  England  office  has  just  five  loan  guaranty 
employees,  and  another  has  nine.  The  entire  New  England  operation  c  jld  easily  be 
consolidated  into  Boston  with  a  very  small  increase  in  the  Boston  work  force.  A  sys- 
tematic plan  to  consolidate  functions  in  the  VA  home  loan  program  would  go  a  long 
way  in  solving  some  of  the  manpower  and  management  problems. 
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Vn.  The  Secondaiy  Market:  Federally  Chartered  Agencies 

The  foundation  of  the  Federal  government's  policy  toward  fostering  homeowner- 
ship  and  affordable  rental  housing  rests  in  a  finn  and  necessary  commitment  to  assur- 
ing a  stable,  reliable,  2nd  low-cost  flow  of  private  aedit  to  the  mortgage  market  In 
shaping  this  commitment,  Congress  created  three  principal  Federal  and  federally 
sponsored  finandal  intermediaries -the  Government  National  Mortgage  Associa- 
tion (Gimiie  Mae),  the  Federal  NaUonal  Mortgage  AssodaUon  (Fannie  Mae)  and  the 
Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac) —to  provide  a  secondary 
market  for  the  purchase  and  sale  of  single-family  and  mulUfamily  residential 
mortgages.  Together,  these  agencies  assist  the  housing  market  by  garnering  private 
capital,  at  the  lowest  possible  cost,  to  meet  the  mortgage  aedit  needs  of  homebuyers. 

Gimue  Mae,  Famue  Mae  and  Freddie  Mac  act  to  broaden  the  sources  of 
mortgage  credit;  attract  investors  to  the  mortgage  market  who  would  not  otherwise 
invest  in  residential  loans;  stabilize  the  flo-y  of  aedit  during  cyclical  economic 
do'ATitums;  and  channel  mortgage  funds  from  capital  surplus  to  capital  poor  or 
regionally  distressed  areas  of  the  country.  In  so  doing.  Ginnie  Mac,  Fannie  Mae  and 
Freddie  Mac  help  aeate  a  level  playing  field  for  all  mortgage  lenders,  large  and  small, 
regardless  of  where  they  are  located  but  which  must  now  compete  wth  large  cor- 
porate borrowers  in  the  nauonal  and  intemaUonal  debt  markets.  The  ultimate 
beneficiaries  of  the  secondaiy  market  created  by  Gimue  Mae,  Famue  Mae  and  Fred- 
die Mac  are  homebuyers  as  well  renters  who  gain  from  the  increased  supply  and 
lower  cost  of  mortgage  funds.  This  is  achieved  at  no  cost,  in  fact  at  considerable  gain, 
to  the  government 

The  premier  housing  fi  nance  system  this  country  enjoys,  and  which  is  envied 
the  world-over,  would  not  have  been  possible  without  Ginnic  Mae,  Faiinic  Mae  and 
Freddie  Mac  A  brief  discussion  of  ihc  history,  functions  and  method  of  operating  of 
each  is  appropriate. 

A.    GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION 

Ginnie  Mae  was  created  by  Congress  in  1968  as  a  part  of  the  U.S.  Depart- 
ment of  Housing  and  Urban  Development  (HUD).  Ginnie  Mae  supplies  and  stimu- 
lates mortgage  credit  that  supports  the  government's  housing  objectives  by  assisting 
that  segment  of  the  housing  market  for  which  conventional  finandng  is  not  readily 
available. 
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Ginnie  Mae  accomplishes  this  mission  by  guaranteeing  the  timely  payment 
of  principal  and  interest  for  pass-through  mortgage-backed  securities  (MBSs).  These 
securities  are  backed  by,  and  generate  funds  for,  mortgages  insured  by  FHA  and  the 
Fanners  Home  Administration  or  guaranteed  by  the  VA.  Under  Ginnie  Mae's  MBS 
prograni,  lenders  which  are  approved  by  the  agency  have  the  primary  responsibiHty  of 
originating  and  pooling  mortgage  loans,  then  for  marketing  the  securities  in  the  capi- 
tal markets.  Through  this  program,  Ginnie  Mae  had  guaranteed  securities  backed  by 
more  than  $300  billion  of  mortgages  as  of  September  30, 1987. 

B.    FEDERAL  NATIONAL  MORTGAGE  ASS  .CIATION 

Fannie  Mae  was  created  by  Congress  in  1938  as  a  wholly  owned  government 
corporation.  In  1954,  the  agency  was  re-organized  as  a  mixed  ownership  entity,  owned 
partly  by  private  shareholders  and  partly  by  the  Federal  government  With  the  crea- 
tion of  Ginnie  Mae  in  1968,  Fannie  Mae  was  partitioned  from  the  Federal  govern- 
ment into  a  wholly  owned,  federally  chartered,  private  corporation. 

Although  the  Association  is  privately  owned,  it  pays  Federal  corporate  in- 
come taxes  and  has  stock  that  is  actively  traded  on  major  equity  exchanges,  Fannie 
Mae  operates  as  a  public-purpose  corporation  under  specific  legislative  and 
regulatory  restrictions  and  controls.  It  is  permitted  to  deal  only  in  residential 
mortgages  of  the  type  and  with  a  loan  amount  prescribed  by  law.  HUD  and  the  U.S. 
Treasury  Department  have  authority  to  exercise  regulatory  control  (general 
regulatory  control  in  the  case  of  HUD)  over  Fannie  Mae's  operations,  programs  and 
financing  activities.  Five  of  the  eighteen  members  of  the  Association's  board  of  direc- 
tors are  appointed  by  the  President  of  the  United  States. 

The  primary  mission  of  Fannie  Mae  is  to  provide  liquidity  for  residential 
mortgages  in  the  market  and  thereby  to  improve  the  distribution  of  investment  capi- 
tal available  for  financing  the  construction  and  sale  of  housing.  Initially,  it  provided 
a  secondary  market  for  FHA  and  VA  loans  only,  but  in  1970  was  authorized  to  pur- 
chase conventional  mortgages. 

The  Association  purchases  residential  mortgages  secured  by  either  single- 
family  or  multifamily  structures  and  performs  this  function  in  two  ways.  First,  Fannie 
Mae  buys  residential  mortgages  for  its  own  portfoUo  with  funds  raised  in  the  credit 
market  through  the  sale  of  short-term  notes  and  long-term  bonds  and  debentures. 
Second,  in  1981,  Fannie  Mae  began  a  highly  successful  program  for  issuing  mortgage- 
backed  securities  which  are  backed  by  pools  of  loans  from  its  own  portfolio,  as  well  as 
mortgages  pooled  by  lenders.  In  1987,  Fannie  Mae  began  issuing  real  estate  mortgage 
investment  conduits  (REMICs),  taking  advantage  of  the  multiple  class  securities  ap- 
proach to  achieve  lowered  yields.  In  mid-1987,  Fannie  Mae's  portfolio  contained  $98 
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billion  of  mortgages  and  the  Association  had  guaranteed  $163  billion  of  mortgage- 
backed  scoiritics  since  the  inception  of  those  programs. 

C    FEDERAL  HOME  LOAN  MORTGAGE  CORPORATION 

Freddie  Mac  was  created  by  Congress  in  1970  to  enhance  the  Hquidity  of 
mortgage  investments  and  increase  the  availability  of  funds  for  mortgage  lending  by 
developing  and  maintaining  a  nationwide  secondary  market  for  conventional  residen- 
tial loans. 

Chartered  by  Congress,  Freddie  Mac  is  taxed  as  a  private  corporation  and 
has  a  three-member  board  of  directors  appointed  by  the  President  of  the  United 
States.  These  directors  also  serve  as  the  Federal  Home  Loan  Bank  Board,  which  su- 
pervises the  operations  of  the  12  Federal  Home  Loan  Banks  and  all  federally 
chartered  savings  institutions.  Originally  capitalized  at  $100  million  through  sub- 
scriptions of  non-voting  stock  purchased  by  the  Federal  Home  Loan  Banks,  Freddie 
Mac  issued  preferred  stock  in  1984.  The  Corporation's  preferred  stock  may  be  held 
and  traded  only  by  federally  chartered  savings  institutions. 

Like  Fannie  Mae,  Freddie  Mac  links  mortgage  lenders  and  the  capital 
markets  through  its  purchase  and  sales  operations.  Under  the  Corporation's  pur- 
chase program  (known  as  the  Cash  Program),  Freddie  Mac  buys  conventional  single- 
family  fixed-rate  and  adjustable  rate  loans,  multifamily  loans,  and  second  mortgages, 
primarily  from  savings  and  loan  institute  ns,  but  also  from  mortgage  bankers,  com- 
mercial banks  and  various  other  HUD-approved  mortgagees.  It  then  sells  in  the 
CTedit  markets  pass-through  mortgage-backed  securities,  known  Partidpation  Cer- 
tificates (PCS),  which  represent  undivided  interests  in  tb-j  pool  of  underlying 
mortgage  loans.  The  Corporation  also  operates  a  "Guarantor  Program,"  under  which 
approved  lenders  swap  pools  of  mortgages  for  Freddie  Mac  guaranteed  PCs  which  are 
then  sold  in  the  national  capital  markets. 

Freddie  Mac  uses  a  mix  of  financing  alternatives  to  accomplish  its  objectives 
but  finances  most  of  its  mortgage  acquisitions  through  the  .sale  of  PCs.  It,  too,  issues 
multiple  class  securities  and,  in  fact,  pioneered  in  the  introduction  in  1983  of  Col- 
lateralized Mortgage  Obligations  (CMOs),  a  debt  obUgation  secured  by  mortgages 
but  which  provides  investors  with  classes  of  different  maturities,  and  hence  a  measure 
of  call  protection. 
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AND  FREDDIE  MAC 

Today,  the  secondary  market  plays  a  vitally  important  role  in  pro\dding 
funds  for  residential  mortgages,  and  Ginnie  Mae,  Fannie  Mae,  and  Freddie  Mac  have 
been  highly  instrumental  in  maicing  this  possible. 

As  shown  in  Exhibit  VII-1,  during  the  past  five  years  - 1982  through  1986  - 
nearly  80  percent  of  all  residential  mortgage  loans  eventually  were  sold  in  the  secon- 
dary market  By  selling  mortgages  in  the  secondary  market,  traditional  and  non-tradi- 
tional mortgage  lenders,  large  and  small,  replenish  their  supply  of  capital  from  which 
they  can  make  new  loans  to  qualified  homebuyers. 

This  was  not  always  so.  In  the  early  1970s,  the  secondary  market  provided 
only  about  one-third  of  all  mortgage  aedit— a  proportion  that  increased,  due  largely 
to  Fannie  Mae,  during  the  "credit  crunch"  that  accompanied  the  1974-75  recession. 
However,  by  the  end  of  that  decade  when  demand  for  mortgage  aedit  was  approach- 
ing a  then  all-time  high,  an  expanding  number  of  lenders  turned  to  the  secondary 
market  with  increasing  frequency  to  augment  their  supply  of  lendable  capital.  By  the 
end  of  the  decade  (1979),  the  ratio  of  home  loans  sold-to-originated  peaked  at  41  per- 
cent 

The  start  of  the  1980s  witnessed  a  significant  shift  toward  increased  use  of 
the  secondary  market  by  a  growing  number  of  institutions  for  three  reasons.  First,  in- 
vestor concerns  about  douWe-digit  inflation  pushed  mortgage  interest  rates  to 
double-digit  levels  as  the  entire  credit  market  experienced  unprecedented  volatility. 
Second,  deregulation  of  the  thrift  and  banking  industries  increased  the  need  for  these 
traditional  mortgage  lender  groups  to  seek  shorter  term  liquid  investments.  Thu-d, 
the  attempt  by  mortgage  lenders  to  satisfy  consumer  demand  for  fixed-rate  mortgages 
without  increasing  the  risk  of  retaining  these  loans  for  portfolio  convinced  many  tradi- 
tional portfolio  lenders  to  incorporate  the  secondary  market  in  their  business  plans. 
As  a  result  of  these  forces,  the  secondary  market  is  now  the  pre-eminent  source  of 
mortgage  credit. 

The  Federal  and  federally  sponsored  financial  intermediaries  have  played 
a  major  role  in  this  process.  In  fact,  Ginnie  Mac,  Fannie  Mae  and  Freddie  Mac  have 
become  indispensable  players  in  the  mortgage  market,  as  indicated  by  the  data  in  Ex- 
hibit Vn-2,  which  shows  the  market's  growing  reliance  on  these  intermediaries.  Over 
the  past  five  years  - 1982  through  1986  -  Ginnie  Mae,  Fannie  Mae  and  Freddie  Mac 
loan  purchase  and  mortgage-backed  security  programs  added  over  $670  billion  of 
credit  to  the  housing  market,  an  amount  equal  to  55  percent  of  the  $1.2  trillion  of  new 
mortgage  loans  originated  during  the  period.  By  bringing  this  capital  to  the  mortgage 
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market,  Ginnie  Mae,  Fannie  Mae  :jid  Freddie  Mac  served  over  20  million 
homebuyers. 

As  also  shown  in  Exhibit  Vn-2,  the  most  recent  five-year  period  is  a  sharp 
rev<»rsal  urom  a  decade  ago  when  the  secondary  market  and  Ginnie  Mae,  Fannie  Mae 
and  Freddie  Mac,  in  particular,  were  still  in  their  infancy  and  when  poHcy  makers 
se  arched  for  ways  to  moderate  cyclical  fluctuations  in  housing  finance.  In  those  days, 
the  availabiUty  of  mortgage  credit  was  tied  almost  exclusively  to  the  vagaries  of  new 
savings  deposits,  and  disintcrmediation  of  those  deposits  periodically  rocked  the 
housing  market  The  situation  generated  by  these  cyclical  swings  in  the  supply  and 
cost  of  mortgage  credit  were  succinctly  summarized  in  a  prefece  to  a  1972  study  com- 
missioned by  the  Federal  Reserve  Board  entitled,  **Ways  to  Moderate  Fluctuations  in 
Housing  Construction,"  which  stated: 

At  the  time  the  project  was  launched  (in  early  1970),  homebuild- 
ingand  apartment  construction  had  been  severely  depressed  by  the 
tight  CTedit  conditions  prevailing  earlier.  This  was  not  a  unique  ex- 
perience. In  fact,  throughout  the  postwar  period,  residential  con- 
struction has  always  declined  appredably  when  increases  in  com- 
peting demands  for  aedit— together  with  limits  on  the  aggregate 
supply  of  loanable  funds  -  have  curtailed  available  mortgage  credit 
supplies  to  homebuyers. 

Beyond  helping  to  moderate  the  cyclical  swings  in  the  availability  and  cost 
of  mortgage  credit,  Ginnie  Mae,  Fannie  Mae,  and  Freddie  Mac  have  the  public  pur- 
pose mission  of  assisting  that  segment  of  the  market  for  which  private  finandng  is  -m- 
availablft.  Ginnie  Mae  fulfills  this  role  by  dealing  only  with  FHA,  VA  or  Farmers 
Home  Administration  insured  or  guaranteed  mortgages  which,  because  of  the  focus 
of  these  Federal  housing  programs,  benefit  the  lower  end  of  the  homebuying 
spectrum  that  the  private  market  cannot  or  does  not  serve. 

Fannie  Mae  and  Freddie  Mac  also  primai  ily  assist  homebuyers  of  moderate 
means.  This  result  is  achieved  by  the  limits  set  annually  under  a  Congressionally  man- 
dated formula  on  the  size  of  conventional  loans  Fannie  Mae  and  Freddie  Mac  can 
purchase.  The  limits  for  a  mortgage  on  a  one-unit  home  were  $133,250  and  $153,100 
in  1986  and  1987,  respectively.  These  Umits  distinguish  "conforming"  (i.e.,  those 
below  the  limits)  from  "nonconforming"  (i.e.,  those  above  the  limits)  loans.  Data  on 
the  loans  actually  financed  through  Fannie  Mae  and  Freddie  Mac,  however,  show  that 
the  vast  majority  of  Fannie  Mae's  and  Freddie  Mac's  business  involves  loans  well 
below  the  Umits  set  by  use  of  this  formula. 

For  example,  of  the  1.3  million  homebuyers  whose  loans  were  financed 
through  Fannie  Mae's  operations  in  1986,  30  percent  had  a  mortgage  of  less  than 
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$40,000  while  63  percent  had  a  mortgage  of  less  than  $70,000.  The  average  loan 
amount  for  ail  loans  acquired  by  Fannie  Mae  in  1986  was  only  $62,000.  These  num- 
bers compare  to  an  average  home  purchase  price  of  $113,500  and  an  average  home 
loan  amount  of  $78,000  in  1986,  according  to  data  compiled  by  the  Federal  Home 
Loan  Bank  Board. 

E.  THEFimJREOFFANNIEMAEANDFKEDDIEMAC 

In  spite  of  the  performance  of  Fannie  Mae  and  Freddie  Mac  in  moderating 
the  cyclical  swings  in  the  market,  broadening  the  private  sources  of  mortgage  credit, 
and  adding  liquidity  to  the  market,  there  are  those  who  maintain  that  recent  and  on- 
going market  changes  render  their  services  less  necessary  and,  hence,  they  should  be 
phased  down.  HUD's  recent  report  on  Fannie  Mae,  for  example,  includes  the  follow- 
ing conclusions: 

If  present  trends  in  mortgage  finance  continue,  the  agency  status 
of  the  (Fannie  Mae)  portfolio  will  no  longer  serve  a  useful  public 
policy  purpose. 

.  .  .  now  that  Fannie  Mae's  portfolio  operation  appears  to  have 
little  long-run  or  short-run  effect  on  either  the  volume  of  mortgage 
credit  or  on  mortgage  interest  rales.  This  suggests  that  the  impor- 
tance of  agency  status  to  the  mortgage  market  has  decreased  to  the 
point  at  which  it  is  no  longer  justifiable  in  terms  of  pubUc  policy 
objectives. 

A  Federal  presence  in  the  MBS  market  is  no  longer  justified  by  the 
need  to  support  the  development  of  pass-through  securities. 

Similar  sentiments  have  been  expressed  by  others,  most  notably  the  Federal 
Home  Loan  Bank  Board's  Advisory  Committee  on  Freddie  Mac  which  has  voiced 
support  for  scaling  back  on  Freddie  Mac's  ties  to  the  Federal  government. 

As  a  matter  of  sound  public  policy,  MBA  strongly  believes  that  such  con- 
clusions are  wrong  and  should  not  be  pursued  for  five  basic  reasons. 

1,    The  Leadership  Role  of  Fanm'e  Mas  and  Freddie  Mac  Increase:  the  Efficiency 
of  the  Secondaiy  MariceC 

Fannie  Mae  and  Freddie  Mac  have  been  at  the  forefro'it  in  developing  the 
secondary  market  for  conventional  mortgages.  Working  together,  they  have  stand- 
ardized mortgage  documentation,  appraisal  guidelines  and  underwriting  procedures, 
and  these  efforts  have  made  the  secondary  market  for  conventional  loans  safer  and 
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more  cfBdcnt  They  have  led  the  drive  for  developing  new  mortgage  products,  in- 
cluding adjustable  rate  mortgages,  15-year  loans  and  second  mortgages,  that  contain 
safeguards  for  the  consumer  while  at  the  same  time  providing  acceptaole  returns  to 
investors. 

The  key  to  the  success  of  the  conventional  secondary  mortgage  market, 
however,  rests  with  the  mortgage-backed,  pass-through  securities  pUoted  by  Fannie 
Mae  and  Freddie  Mac.  Given  the  market's  favorable  reception  to  these  instruments, 
Freddie  Mac  and  Fannie  Mae  mortgage-backed  securities  are  extremely  Uquid  invest- 
ments. It  is  estimated  that  for  each  $1.00  of  MBS  outstanding  there  is  $5.00  of  trad- 
ing annually.  As  a  result  of  the  breadth  and  Hquidity  of  this  maricet,  and  the  security 
associated  with  agency  backing,  interest  rates  on  conventional  loans  sold  through  Fan- 
nie Mae  and  Freddie  Mac  MBSs  are  three-eighths  percent  or  more  below  rates  on 
loans  sold  through  nonagency-related  outlets. 

The  leadership  role  has  continued.  In  1983,  Freddie  Mac  introduced  multi- 
class  coUateralized  mortgage  obUgations,  the  latest  development  in  the  securitization 
of  the  mortgage  market  More  recently,  with  the  approval  of  HUD,  Fannie  Mae 
began  to  issue  REMICs  backed  by  conventional  mortgages.  UnUke  any  other 
REMICs  that  had  been  issued,  Fannie  Mae's  offering  was  the  first  to  provide  for 
monthly  accounting  to  investors  of  the  prepayment  experience  on  the  underlying 
mortgage  collateral.  The  absence  of  this  data  for  other  REMICs  offerings  has  been 
viewed  by  mvestors  as  an  impediment  to  the  Hquidity  of  privately  issued  REMICs,  be- 
cause of  the  difficulty  it  creates  in  accurately  pridng  the  securities  for  trading 
proposes.  Consequently,  in  this  regard,  Fannie  Mae's  leadership  again  set  the  stand- 
ard for  the  industry,  and  this  will  further  improve  the  market's  performance. 

2.    Fannie  Mae  and  Freddie  Mac  are  Vital  to  SmaU-  and  Medium-Sized  Lendcre 

Famue  Mae  and  Freddie  Mac  create  a  level  playing  field  for  all  mortgage 
lenders:  which  daily  must  compete  with  large  conglomerate,  multi-state  lenders  for 
available  capital  in  the  national  and  international  credit  markets.  In  1986,  for  ex- 
ample, Fannie  Mae  and  Freddie  Mac  purchased  nearly  $90.5  billion  of  residential 
mortgages  from  thrifts.  Over  half  of  these  thrifts  had  assets  of  less  than  $500  million. 
There  was  a  similar  business  relationship  between  Fannie  Mae  and  Freddie  Mac  and 
small-  and  medium-sized  mortgage  bankers,  coramerdal  banks,  and  credit  unions. 

This  has  important  implications  for  lenders  and  homebuyers  alike.  It  means 
that  Fannie  Mae  and  Freddie  Mac  assure  access  to  a  reliable  source  of  low-cost  funds 
for  housmg  for  all  mortgage  lenders,  regardless  of  size.  In  large  metropolitan  areas. 
It  means  that  local  institutions  can  effectively  compete  in  their  market  area  with  large 
corporations.  In  small  or  rural  areas,  it  can  mean  that  lenders  and,  in  turn, 
homebuyers  will  have  mortgage  funds  available. 
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3*    Fannie  Mae  and  Freddie  Mac  Remain  in  the  Market  During  Good  Hmes  and 
Bad  Times 

Fannie  Mac  and  Freddie  Mac  arc  dedicated  to  housing.  This  sole  purpose 
dedication  assures  that  Fannie  Mac  and  Freddie  Mac,  if  properly  equipped  and  with 
their  links  to  the  Federal  government  intact,  will  remain  in  the  market  through  good 
times  and  bad  times. 

This  was  true  even  when  other  finandal  intermediaries  had  withdrawn  from 
the  market  because  volatile  and  rising  interest  rates  or  regional  economic  difficulties 
threatened  their  profits.  Even  now,  Fannie  Mae  and  Freddie  Mac  continue  to  buy  in- 
vestment quality  mortgages  from  areas,  such  as  the  "oil  patch**  and  "farm  belt"  states. 
It  is  estimated  that  Fannie  Mae  and  Freddie  Mac  provided  funds  for  nearly  360,000 
homeowners  and  homebuyers  last  year  in  the  Southwest  This  accounted  for  ap- 
proximately one-third  of  all  housing  funds  that  went  into  that  region  in  1986. 

AvailaM^  evidence  suggests  that  other  companies  which  lack  Fannie  Mae's 
and  Freddie  Mac's  exclusive  dedication  to  housing  tend  to  retreat  from  the  market 
when  there  is  an  onset  of  economic  reversals.  Moreover,  sales  of  private  multi-class 
MBSs  dry  up  whep  arbitrage  spreads  narrow  to  squeeze  the  profit  margins  of  the  is- 
suers. Fannie  Mae  and  Freddie  Mac,  in  contrast,  continually  have  demonstrated  their 
public  purpose  dedication  to  housing  by  providing  a  continuous  market  for  mortgages. 

4^    At  Present  There  Are  No  Viable  Altemativrs  That  Can  Replacu  Fannie  Mae  and 
Freddie  Mac 

While  new  fully  private  participants  and  ne*.v  instruments  likely  will  become 
more  important  over  time,  this  segment  of  the  market  simply  has  not  demonstrated  a 
capadty  to  provide  for  particularly  those  elements  of  need  for  which  Freddie  Mac  and 
Fannie  Mae  primarily  exist  In  1986,  private  conduits  as  a  group  packaged  about  $20 
billion  of  new  mortgages.  In  comparison,  Fannie  Mae  and  Freddie  Mac  combined  to 
supply  $192  billion  in  mortgage  funds.  The  magnitude  of  this  difference  between  the 
volume  provided  by  the  private  conduits  and  the  combined  amount  supplied  by  Fan- 
nie Mae  and  Freddie  Mac  clearly  indicates  that  totally  private  firms  cannot  replace 
Fannie  Mae  and  Freddie  Mac  Furthermore,  it  suggests  that  any  consideration  of 
scaling  back  Faimie  Mae  and  Freddie  Mac  on  the  hope  that  private  players  will  fill  the 
void,  at  best,  is  premature. 
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5.    Most  Important,  Fannie  Mae  and  Freddie  Mac  Benefit  Consumers  and  Hdp 
Make  Housing  More  Affordable. 

The  ultimate  bcncficiariss  of  Fannie  Mac's  and  Freddie  Mac's  presence  in 
the  secondary  market  are  bomebuyers.  The  efficiency  of;  as  well  as  the  reduced  risks 
associated  with,  these  intermediaries'  role  in  the  secondary  mortgage  market  lowers 
mortgage  interest  rates.  No  better  evidence  exists  than  a  comparison  of  interest  rates 
paid  by  consimiers  on  conventional  "conforming"  loans  (those  eligible  for  agency  pur- 
chase) and  "nonconforming"  mortgages.  Homebuyers  who  borrow  through  Fannie 
Mae  or  Freddie  Mac  pay  an  interest  rate  of  three*cighths  of  one  percentage  point  or 
more  lower  than  for  a  nonconforming  loan.  Scaling  back  of  Fannie  Mae's  and  Fred- 
die Mac's  role  would  lead  unnecessarily  to  higher  interest  rates.  It  would  raise  inter- 
est costs  especially  for  that  vast  group  of  moderate-  and  middle-income  borrowers  in 
the  "conforming"  market  whose  rates  are  kept  low  today  by  the  direct  presence  of  the 
Federal  agencies  in  that  market 

F.  spEcinc poucyrecommendahons 

The  fact  that  our  housing  finance  system  works  so  well  because  of  Ginnie 
Mae,  Fannie  Mae  and  Freddie  Mac  should  not  be  justification  for  now  sitting  back. 
The  need  for  a  firm  and  constant  Federal  commitment  to  assming  a  reliable  flow  of 
low-cost  mortgage  credit  is  as  essential  today,  perhaps  even  more  so,  than  it  was  over 
five  decades  ago  when  it  first  emerged  as  a  goal  of  national  housing  poUcy. 

Beyond  affirming  this  Federal  commitment  to  the  secondary  market  agen- 
cies, the  recommendations  below,  if  adopted,  would  fine-tune  the  systenL  We  have 
seen  a  growing  segment  of  our  citizens,  especially  younger  Americans,  who  may  never 
be  able  to  afford  to  own  a  home.  They  bear  witness  to  continuing  obstacles  in  our 
mortgage  credit  system  that  we  can  and  should  strive  to  overcome. 

1.  Government  National  Mortgage  Associatioa 


a.  Goaranty  authority.  The  Ginnie  Mae  MBS  program  is  user-demand 
driven.  Congress  should  not  establish  binding  commitment  activity  ceilings  for  this 
program.  Ginoie  Mae  should  be  free  to  operate  the  MBS  program  without  restraint 
or  limitation  on  the  dollar  amount  of  commitments  the  agency  can  grant  each  fiscal 
year  to  approved  lenders  for  the  issuance  of  guaranteed  MBSs. 


Giimie  Mae  is  a  secondary  guarantor  and  can  only  guarantee  securities 
backed  by  mortgages  insured  or  guaranteed  by  FHA,  VA  and  the  Farmers  Home  Ad- 
ministration. In  the  aggregate,  actual  issuances  of  Ginnie  Mae  MBSs  caimot  exceed 
the  combined  amount  of  mortgages  insured  or  guaranteed  by  these  primary  insurers. 
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The  market  is  disrupted,  however,  when  Giimie  Mae  approaches  its  commitment  ceil- 
ing because  of  timing  differences  between  when  commitments  are  issued  under  the 
FHA  or  VA  programs  and  when  Ginnie  Mae  issues  its  commitments.  Such  disrup- 
tions are  harmful  to  the  market  and  hurt  consumers.  While  estimates  of  program 
commitment  activity  may  prove  useful  for  planning  purposes,  no  other  purpose  is 
served  by  translating  such  estimates  into  binding  ceilings. 

b.  Staffing  and  budget  authority.  In  recent  years,  the  administration  of 
Ginnie  Mae  has  suffered  from  the  departure  of  many  skilled  and  experienced  staff. 
Federal  budget  reductions  have  further  aggravated  the  problem  at  a  time  when  the 
program  is  growing,  the  volume  of  securities  outstanding  has  risen,  and  the  number 
of  institutions  approved  to  do  business  with  Ginnie  Mae  is  expanding. 


Ginnie  Mae  must  be  fully  equipped  with  suffident,  well-trained  staff  to 
monitor  its  program  anu  the  performance  of  its  approved  issuers. 


c  Technological  improvement  ofGinnie  Mae  programs.  Since  the  incep- 
tion of  the  Ginnie  Mae  MBS  program,  the  securities  markets  have  undergone  sig- 
niGcant  technological  changes,  espedally  as  a  result  of  automation.  Despite  many  of 
these  changes.  Federal  security  laws  and  regulations  relating  to  electronic  book-entiy 
ownership  of  Ginnie  Mac  MBSs  remain  unchanged. 


There  is  a  need  for  a  thorough  evaluation  of  securities  laws  and  regulations 
aimed  at  allowing  maximum  use  of  technologically  advanced  systems.  This  is  needed 
espedally  in  Ught  of  Ginnie  Mae's  recent  requirement  for  its  guaranteed  securities  to 
be  issued  and  held  in  the  Mortgage  Backed  Securities  Clearing  Corporation,  a 
privately  owned  and  operated  depository  for  Ginnie  Mae  securities. 


Additionally,  Ginnie  Mae  shculd  modify  its  MBS  programs  to  accom- 
modate advanced  automated  systems  now  available  in  the  credit  markets  for  the  pur- 
poses of  security  issuance  and  trading.  In  particular,  Ginnie  Mae  should  take  steps  to 
phase  out  the  issuiure  of  Ginnie  Mae  I  securities  and  require  all  new  securities  to  be 
issued  under  the  leduivyiOgically  superior  Gimiie  Mae  II  program. 

2,   Federal  National  Mortgage  Association 

a.  Cscf  fees.  Housing  policy  aimed  at  assuring  a  reliable  source  of 
mortgage  creclit  Jie  lowest  possible  cos^  to  ihe  consumer  is  inconsistent  with  the 
imposition  of  any  ncv  taxes  or  c-r  fees  on  the  operations  of  Fannie  Mae  beyond  tiiat 
which  the  Ass.'>dation  omently  pays  by  way  of  r  cceral  corporate  income  taxes. 

Legislation  should  be  enacted  to  p^-cvent  the  imposition  of  any  user  Icks  on 
I  the  Fannie  Mae  prograr*^^. 
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b.  Pennanent  authority  to  issue  REM ICs.  In  i^ril  1987,  HUD  approved 
Fannie  Mac's  plans  to  issue  $xJ  billion  of  REMICs  backed  by  conventional  mortgages 
through  July  1988,  despite  the  full  and  unlimited  authorization  implidtly  granted  to 
Fannie  Mae  by  the  Tax  Reform  Act  of  1986. 


REMICs  offer  the  promise  of  lowering  mortgage  rates  for  consumers,  Fan- 
nie Mae  has  proven  to  be  a  leader  in  setting  the  standard  for  these  new  types  of 
mortgage-related  securities.  As  a  matter  of  housing  policy.  Congress  should  confirm 
'  Fannie  Mae's  unlimited  authority  to  issue  REMICs. 


c  Pennanent  authority  to  buy  second  mortgases.  Fannie  Mae's  authority 
to  buy  and  sell  conventional  second  mortgage  loans  expires  during  1987.  The  second 
mortgage  program  operated  by  Fannie  Mae  has  proven  to  be  a  safe  tool  for  consumers 
to  finance  their  housing  transactions.  At  a  time  when  there  is  concern  about  the  safety 
of  home  equity  seconds,  a  type  of  mortgage  loan  Fannie  Mae  docs  not  buy,  it  is  im- 
portant for  Fannie  Mae  to  be  granted  permanent  authority  to  supply  fiinds  for  second 
mortgages. 


3.   Federal  Home  Loan  Mortgage  Corporation 

a.  User  fees.  Already  taxed  as  a  corporation  under  Federal  tax  laws,  Fred- 
die  Mac  should  not  be  required  to  pay  any  additional  taxes  or  user  fees  beyond  that 
which  it  currently  does.  To  impose  new  taxes  or  fees  would  raise  mortgage  interest 
rates  to  all  consumers  unnecessarily. 


b.  Pennanent  authority  to  issue  REMICs.  As  a  matter  of  Federal  hous- 
ing policy,  Freddie  Mac,  like  Fannie  Mae,  should  be  confirmed  as  having  permanent 
and  unlimited  authority  to  issue  REMICs. 


c  Permanentauthcritytobuysecondmortgages.  Second  mortgages  have 
been  proven  to  help  consumers  finance  their  home  purchases,  and,  for  this  reason, 
Freddie  Mac,  like  Fannie  Mae,  should  have  permanent  authority  to  buy  second 
mortgages. 


d.  Full  devolution  of  stock  ownership.  There  are  in  place  unnecessary 
restrictions  on  ownership  of  the  Corporation's  stock.  Freddie  Mac's  stock  should  be 
offered  for  sale  to  its  entire  diverse  seller/servicer  network,  as  well  as  the  general 
public. 
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a  REGUIATIONANDTAX^raA^ME^^^OFMORTGAGE.BACKro 

Considerable  progress  has  been  made  in  recent  years  in  updating  Federal 
statutes  relating  to  mortgage-backed  securities.  Recent  amendments  have  recog- 
nized changes  in  financial  market  technology  and  have  removed  largely  unintended 
hurdles  to  the  use  of  the  most  efficient  securitization  vehicles  as  they  emerge.  Never- 
theless, in  this  rapidly  evolving  field,  further  legislative  opportunities  to  improve  the 
regulatory  environment  can  be  identified. 

MI) A  has  consistently  endorsed  measures  aimed  at  inCTeasing  the  competi- 
tiveness and  efficiency  of  the  mortgage-related  securities  market,  including  the 
nonagency-related  market.  The  measures  suggested  below  are  aimed  at  enhancing 
the  role  of  that  market  through  loosening  of  unnecessary  restrictions  rather  than 
through  limiting  the  role  of  the  Federally  related  agencies. 

L   Secondary  Mortgage  Maricct  Enhancement  Act  of  1984  (SMMEA) 

Althou^  SMMEA  does  much  to  alleviate  certain  competitive  burdens 
faced  by  private  MBS  issuers  through  amendments  to  the  Securities  Act  of  1933  (1933 
Act)  and  the  Securities  Exchange  Act  of  1934  (1934  Act),  there  remain  certain  areas 
under  the  Federal  securities  laws  which  can  be  further  amended  to  expand  the  private 
secondary  mortgage  market  These  areas  include:  (1)  broadening  the  definition  of 
**inortgage  security"  under  the  1934  Act  (thus  entitling  a  wider  range  of  private  MBSs 
to  certain  exemptions  under  the  1934  Act),  (2)  amending  the  net  capital  rules  ap- 
plicable to  brok.li/ocalers  of  private  MBSs,  and  (3)  clarifying  exemptions  from  SEC 
icgistration  under  the  1933  Act  for  private  MBS  transactions. 

a«  Definition  of  mortgage-related  security.  Section  101  of  SMMEA 
amended  Section  3(a)  of  the  1934  Act  by  defining  a  mortgage-related  securit)  as,  in 
part,  a: 

security  that  is  rated  in  one  of  the  two  highest  rating  categories  by 
at  least  one  nationally  recognized  statistical  rating  organization 
and  represents  ownership  in  one  or  more  promissory 
notes » » » which  are  directly  secured  by  a  first  lien  on  a  single  par- 
cel of  real  estate... 


The  SMEEA  definition  of  "mortgage-related  security"  should  be  amended 
to  cover  MBSs  receiving  one  of  the  top  four  categories  used  by  at  least  one  nationally 
re  cognized  rating  organization. 
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The  term  "mvcstmcnt  grade"  is  commonly  interpreted  to  cover  the  top  four 
categories  by  the  nationally  recognized  rating  firms,  extending  down  to  BBB  under 
Standi,  d  and  Poor's  designations.  Expansion  of  the  ch'gibic  collateral  for  securitiza- 
tion to  include  the  top  four  ratings  would  offer  MBS  investors  a  measured  reassurance 
regarding  the  quality  of  the  security  while  allowing  the  market  suffideni  flexibility  to 
issue  securities  backed  by  a  range  of  mortgages  with  varying  degrees  of  investment 
quality. 

b.  Net  capital  rule.  The  Securities  and  Exchange  Commission  (SEC)  has 
developed  its  net  capital  rule  (Rule  I5c3-1)  under  Section  15(c)(3)  of  the  1934  Act 
The  rule  is  designed  to  ensure  that  broker/dealers  maintain  adequate  finandal  li- 
quidity in  the  event  of  adverse  market  fluctuations. 

In  computing  net  capital,  a  broker/dealer  must  deduct  from  its  net  worth  a 
prescribed  percentage  of  the  value  of  the  securities  carried  in  its  accounts  (a  "hair- 
cut"). The  haircut  is  based  upon  detailed  analyses  of  market  fluctuations  over  a 
period  of  years  acd  the  maturity  of  the  securities.  The  net  capital  rule  currently 
pro\ddes  separate  haircut  schedules  for  a  variety  of  securities,  including  govermnent 
securities  (i.e.,  "securities  issued  or  guaranteed  as  to  principal  or  interest  by  the 
United  States  or  any  agency  thereoP).  Haircuts  for  government-issued  securities  are 
set  at  lower  percentages  than  for  nongovernment  securities. 

Mortgage-backed  securities  which  are  issued  by  Fannie  Mae  and  Freddie 
Mac  and  those  which  are  guaranteed  by  Ginmc  Mae  are  granted  the  same  treatment 
under  the  SEC's  net  capital  rules  as  are  Um'ted  States  Treasury  securities.  This  treat- 
ment permits  dealers  to  cany  sufficient  amounts  of  these  MBSs  to  provide  a  highly  ef- 
ficient government-related  secondary  market.  The  smaller  amount  of  private  MBSs 
which  dealers  may  cany  with  a  given  commitment  of  a^pital  has  impeded  the  develop- 
ment of  the  secondary  market  for  these  securities. 


We  suggest,  therefore,  that  the  SEC  explore  appropriate  ways  to  assure  that 
private  investment-grade  MBSs  (i.e.,  private  MBSs  receiving  one  of  the  four  higliest 
ratings  by  a  national!/  recognized  statistical  rating  organization)  are  not  btirdened 
with  excessive  net  capital  requirements  by  the  SEC  This  would  encourage  more 
broker/dealers  to  cany  larger  amounts  of  private  MBSs  in  their  inventories  and  result 
in  greater  liquidity  for  these  MBSs,  which,  in  turn,  should  tend  to  lower  interest  rates 
to  borrowers  and  help  develop  the  private,  nonagency-relatcd  market  for  mortgage- 
backed  securities. 


It  is  suggested  also  that  Congress  and  the  SEC  explore  ways  to  exempt  from, 
or  reduce  the  costs  of,  registration  requirements  under  Section  5  of  the  1933  Act  to 
any  private  investment-grade  MBS  issues.  Statistical  ratings  may  indeed  provide  bet- 
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tcr  protection  to  MBS  investors,  both  small  and  institutional  alike,  than  SEC  registra- 
tion because  of  the  superior  methodology  of  analysis  developed  by  these  agencies  in 
rating  private  MBS  issues.  The  significant  cost  savings  from  a  registration  cxempuon 
or  some  type  of  streamlined  registradon  for  investment  grade  MBSs  could  facilitate 
the  further  expansion  of  the  fiiUy  private  secondary  mortgage  market. 


2.  REKilCs 

The  Tax  Reform  Act  of  1986  includes  the  soK^lled  REMICs  provisions 
which  very  significantly  enhance  the  efficiency  of  the  issuance  of  multiple  class  MBSs. 
However,  the  legislation  denies  real  estate  investment  trusts  (REITs)  the  ability  to 
participate  in  the  use  of  the  REMIC  vehicle  on  an  equal  basis  with  other  issuers. 

The  problem  lies  in  the  recognition  of  gain  by  a  REIT  resulting  from  the 
sale  or  regular  interests  through  the  REMIC  vehicle.  Under  the  tax  code.  Section 
856(c)(4)  provides  that,  in  order  to  qualify  for  RETT  status,  no  more  than  30  percent 
of  an  entity's  gross  income  may  be  derived  from  sales  of  a  list  of  specified  assets,  which 
includes  interests  in  mortgages  held  less  than  fouryears.  Under  many  circumstances, 
the  gjun  realized  through  the  sale  of  REMIC  interests  would  exceed  30  percent  of  the 
entity's  gross  income,  thus  disqualifying  its  status  as  a  REIT.  In  addition,  the 
prohibited  transaction  rules  may  apply  to  gains  recognized  on  certain  sales  of  inter- 
ests in  real  estate  mortgages.  Because  the  issuance  of  securities  through  the  REMIC 
vehicle  is  tr'sated  as  an  asset  sale  and  not  as  a  financing  for  tax  purposes,  REITs  do 
not  enjoy  the  same  flexibility  in  issuing  REMICs  as  they  currently  enjoy  in  issuing 
CMOS. 


It  is  recommended  that  REITs  be  enabled  to  issue  REMICs  on  a  fully  equal 
basis  with  other  issuers. 
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Vin.  The  Delivery  of  Rental  Housing 

A.  DEFINING  THE  NEED  FOR  RENTAL  HOUSING 

In  1983  (the  last  year  for  which  detailed  statistics  are  available),  there  were  29.95  mil- 
lion renter  households  (35  percent  of  total  households).  Of  those  households,  49  per- 
cent were  adequately  housed  within  their  ability  to  pay  for  the  units.  That  left  51  per- 
cent of  all  renter  households  with  housing  problems -either  because  the  urils  were 
inadequate,  the  family  was  aowded  or  the  household  was  paying  more  than  30  per- 
cent of  income  for  rent  (or  some  combination  of  those  problems).  The  most  pervasive 
problem  for  renters  was  the  cost  of  housing -33  percent  were  cost  burdened. 
However,  almost  14  percent  lived  in  inadequate  units  (more  than  4.1  million 
households).  (See  Chapter  IV.) 

This  chapter  provides  a  conceptual  framework  for  defining  the  Federal 
government's  role  with  respect  to  these  two  broad  groups  of  renter  households: 
Those  which  do  not  require  assistance,  and  those  which  do  require  assistance.  It  goes 
on  to  define  appropriate  roles  for  state  and  local  levels  of  government  and  for  the 
private  sector  in  the  delivery  of  rental  housing  assistance. 

B.  ROLE  OF  THE  FEDERAL  GOVERNMENT  IN  UNASSISTED  RENTAL  HOUSING 

The  Federal  government  has  a  unique  and  vital  role  in  the  provision  of  ade- 
quate rental  housing.  For  the  large  number  of  people  wliO  can  afford  housing 
produced  by  the  private  sector,  the  Federal  government's  role  is  simply  to  assure  the 
smooth  functioning  of  the  private  market.  The  Federal  government  has  been  provid- 
ing this  service  adequately  through  FHA  mortgage  insurance  piugrams  (both  sin^Jt 
family  investor  and  multifamily  programs),  the  secondary  market  programs  of  Fannie 
Mae,  Freddie  Mac  and  Ginnie  Mae,  and  through  generally  favorable  income  tax  laws 
(at  least  until  the  1986  changes). 


To  assure  a  continued  flow  of  private  capital  to  rental  housing  and  to  assure 
the  maximum  utilization  of  the  private  sector  in  meeting  the  nation's  rental  housing 
needs  there  are  a  number  of  specific  legislative  and  regulatory  refinements  and 
chr.^'  ^s  in  these  areas  that  we  recommend.  These  are: 

1.  Readjusting  the  income  tax  laws  to  realistically  reflect  the  economics  of 
investments  in  rental  housing  and  congregate  Uving  quarters,  particularly  for  lower  in- 
come people.  (See  Chapter  XI  for  details.) 


VIII-1 


ERIC 


426 


2.  Increasing  the  maximum  mortgage  amounts  for  FHA  insured  projects 
and  indexing  the  mortage  amounts  so  that  they  are  automatically  mcreased  in  ac- 
cordance with  a  formula  tied  to  an  appropriate  cost  index. 

3.  Adequately  funding  FHA  to  provide  sufBcient  staff  and  resources  for 
FHA  to  administer  its  programs.  Wc  are  particularly  concerned  that  FHA  have  ade- 
quate, trained  staff  at  Headquarters  and  Held  Offices  to  promptly  process  appHca- 
tions  for  full  insurance  for  multifamily  projects  and  to  cany  out  its  responsibilities 
under  the  multifamily  co-insurance  program. 

4.  Allowing  the  expansion  of  the  purchase  programs  of  Fannie  Mae  and 
Freddie  Mac  and  otherwise  encouraging  the  development  of  a  secondary  market  for 
multifamily  mortgages. 

5.  Encouraging  FHA  to  maintain  its  role  as  an  innovator  in  mortgage 


C    THE FEDERALROLEIN  ASSISTED  HOUSING 

The  Federal  government  has  a  commanding  role  to  play  in  providing  struc- 
ture for  and  assuming  a-large  portion  of  the  expense  of  providing  decent  housing  to 
those  unable  to  afford  it  The  Federal  government  should  reassert  its  leadership  role 
in  this  area  and  reaffirm  as  a  national  goal  that  adopted  by  the  Congress  in  1949  of  "a 
decent  home  and  a  suitable  Uving  environment  for  every  American  femily."  There 
are  simply  not  sufficient  financial  resources  at  the  state  and  local  levels,  distributed  in 
such  a  way  to  make  this  goal  a  reaHty  without  consistent  and  substantial  financial  as- 
sistance from  the  Federal  govenmient 

The  delivery  of  multifamily  rental  housing  for  low-  and  moderate-income 
persons  has  historically  been  stimulated  by  direct  Federal  intervention.  Federal 
housing  insu  ranee,  public  housing  and,  more  recently,  rental  assistance  subsidies  have 
provided  the  necessary  impetus  to  spui  the  development  of  more  than  four  million 
units  nationwide.  Additionally,  tax  code  incentives  have  helped  to  generate  U\e 
production  of  housing  for  low-  and  moderate-income  persons.  Tax-exempt  bond 
programs,  for  example,  have  financed  the  development  of  approximately  one  milUon 
rental  units  nationwide.  Exhibit  VIH-l  displays  the  numbers  of  federally  assisted 
housing  units  under  the  various  programs  over  the  past  two  decades.  Exhibit  ^/in-2 
displays  the  sharp  decline  in  commitments  in  recent  years. 

As  a  direct  result  of  Federal  intervention,  the  delivery  system  has  expanded 
over  the  years  and  become  far  more  sophisticated.  The  system  has  produced  an 
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Housing  Assbtance  Payments 
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EihibitVIR-2 


HUD  Subsidized  Housing  Programs — 
Additions  of  Units  Per  Year 
to  Units  Eligible  for  Payment 


Units 

1.500.000 

IJ25.000  >v 

750.000 

375.000 

\ 

0 

\/  / 

^                 ^                  ^  ^^^^ 

Secret:  Aonwl  Cboi(res»oiui  Jaslifiorioo  Estuw,-   U  S.  Department  ot  Hooiu^  and  Urbu  Doriopmwt 

ERIC  442 


429 


educated  constituency  of  professional  and  public  citizens  who  have  assumed  greater 
amounts  of  responsMity  within  the  delivery  network. 

With  few  exceptions,  the  delivery  systems  for  assisted  rental  bousing— in- 
cluding public  housing  authorities,  state  housing  agencies,  community  development 
corporations  as  well  as  neighborhood  housing  service  corporations,  and  private 
development  entities  specializing  in  low-income  housing  development— have  all 
relied  upon  Federal  assistance  and  support 

The  so-called  new  federalism  of  the  1980s  generated  a  series  of  program 
and  policy  directives  with  respect  to  housing  with  one  principal  aim:  to  redirect  the 
responsibility  for  housing  policy  and  programs  to  the  state  and  local  level.  This  fun- 
damental shift  in  responsibility  was  premised  upon  a  series  of  factors:  (1)  the  ability 
to  better  identify  specific  housing  problems  and  needs  at  the  local  level;  (2)  recogni- 
tion of  regional/loral  housing  market  differences;  and  (3)  proximity  of  human  resour- 
ces at  the  local  level  to  meet  specific  local  needs.  The  effort  to  place  an  ever  increas- 
ing amount  of  responsibility  on  public/private  sector  entities  at  the  local  level  has  also 
been  fueled  by  an  unquestioned  need  to  reduce  the  current  Federal  deficit 

Although  considerable  responsibility  has  shifted  to  the  state  and  local 
levels,  it  is  not  realistic  to  expect  that  delivery  systems  which  have  matured  through 
direct  Federal  intervention  can  now  "stand  on  their  own."  There  are  three  major 
arezis  where  a  continuing  Federal  presence  is  essential. 

1.  Political  Leadership 

The  Federal  govenmient  since  the  late  1930s  has  been  the  primary  initiator 
of  housing  programs.  It  has  been  a  primary  source  of  inspiration  and  politick  leader- 
ship in  housing  at  a  number  cf  critical  junctures  in  our  history  (i.e.,  the  Depression, 
World  War  11,  and  the  urban  conflicts  of  the  mid-sirties).  The  Federal  government's 
response  to  these  and  other  circumstances  in  our  nation's  history  has  created  a  legis- 
lative and  progranunatii.  framework  wherein  decent  affordable  housing  has  been 
made  available  to  those  of  low-  and  moderate-income.  The  Federal  government's 
responsibility  to  provide  housing  assistance  to  those  most  in  need  has  been  acknow- 
ledged by  every  administration,  from  the  first  term  of  Franklin  Roosevelt  and  the 
programs  of  the  Nev/  Dee!  on  through  the  "safety  net**  concepts  of  the  Reagan  ad- 
ministradon.  Without  question,  a  responsibility  at  the  Federal  level  has  been  estab- 
lished. Federal  leadership  in  housing  is  an  established  feet  which  cannot  be  avoided. 

2.  Resource  Availability 

State  and  local  governments,  nonprofits,  and  the  private  sector  together 
cannot  marshall  in  an  equitable  manner  all  of  the  resources,  particularly  financial 
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resources,  necessary  to  replace  the  Federal  government  in  the  dehveiy  of  housing. 
The  Federal  government  necessary  resource;j  and  the  ability  to  allocate  them 
fairly  across  the  country,  which  can  be  utilized  to  generate  new  housing  opportum'ties 
including:  tax  revenues,  debt  capital,  credit  enhancements,  and  tax  deferral 
mechanisms  and  credits. 

The  ability  to  use  these  resources  to  generate  new  housing  supply  and  to 
maintain  the  existing  supply  of  affordable  housing  in  those  areas  where  the  needs  are 
greatest  surpasses  local  capadty  to  meet  those  needs.  Said  differently,  state  and  local 
governments  and  the  private  sector  have  resources  to  meet  housing  needs,  but  local 
resources  will  tend  not  to  be  matched  with  local  needs. 

3.  Tax  Treatment  of  Housing 

Defimng  the  tax  Ueatment  of  residential  real  estate  is  a  primary  but  not  ex- 
clusive role  of  the  Federal  government  Prior  to  the  Tax  Reform  Act  of  1986,  there 
was  a  clear  pro  active  Federal  role  in  the  context  of  encouraging  new  development  of 
rental  housing,  particularly  for  those  of  low  and  moderate  income. 

The  1986  Tax  Reform  Act  imposes  stringent  income  targeting  and  other 
restrictions  on  the  use  of  tax-exempt  financing,  and  volume  caps  on  multifamily  in- 
dustrial development  bonds. 

D.  STATEAM>IX)CALGOVERNMEOTROLESINASSISTEDHOUSING 

<  ,We  say,  above,  that  there  are  roles  in  the  delivery  of  assisted  housing  that 
must  be  carried  out  at  the  Federal  level.  Ft  is  just  as  true  that  these  art  functions  best 
performed  by  state  and  local  levels  of  goverrunenL 

First,  there  is  a  growing  desire  and  will  to  meet  and  deal  with  housing 
problems  at  the  local  level.  In  part  this  has  emerged  as  the  Federal  goverrunent  has 
withdrawn  from  a  commitment  to  housing;  there  has  been  a  shift  of  leadership  from 
the  Federal  to  the  state  and  local  levels.  In  part  the  shift  is  a  manifestation  of  direct 
participation  in  Federal  housing  programs,  most  notably  the  Community  Develop- 
ment P^ock  Grant  Program.  State  and  local  goverrunents  in  ever  increasing  numbers 
also  are,  on  their  own  initiative,  developing  new  program  concepts  to  meet  local 
market  needs.  State  housing  trust  fiinds  and  state  supported  rental  assistance 
programs  are  but  two  examples  of  an  emerging  focus  on  housing  at  the  local  level. 
Capadty  building  at  the  state  and  local  level  has  been  underway  for  more  than  twen- 
ty years  if  one  uses  involvement  in  Federal  spending  programs  as  a  measure,  longer  if 
one  looks  at  local  involvement  in  health,  building  codes  and  zom'ng. 
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The  poor,  therefore,  are  best  served  by  local  housing  authorities  through 
!  the  low  rent  public  housing  program.  Because  the  supply  of  pubHc  housing  is  current- 
ly inadequate  for  the  need,  wc  suggest  that  a  national  housing  policy  should  have  a 
component  for  the  construction  or  acquisition  of  new  public  housing  units  to  serve 
this  group  as  well  as  the  repair  and  modernization  of  existing  bousing  projects.  In 
making  this  recommendation,  we  acknov^cdgc  the  serious  problems  existing  in  the 
pubhc  housing  program  today.  While  we  believe  those  problems  are  correctable,  we 
leave  it  to  groups  more  conversant  with  public  housing  to  address  these  issues. 


3.  The  Elderiy  and  Handicapped 

Elderly  and  handicapped  individuals  have  spedal  needs  for  housing  specifi- 
cally designed  to  accommodate  to  their  physical  condition.  These  range  from  group 
homes  for  the  handicapped  to  board  and  care  facilities  for  the  elderly.  The  Federal 
government  can  do  much  for  this  group  merely  by  providing  FHA  insurance  programs 
designed  for  their  needs.  However,  subsidies  will  be  required  for  many  of  these 
households  because  they  are  ottea  lower  income. 


We  would  support  the  continuation  of  all  of  the  current  programs  for  hous- 
ing sem'or  citizens,  including  the  Section  202  program.  But  we  believe  consideration 
should  be  given  to  repladng  direct  loans  under  Section  202  with  an  interest  subsidy 
program^  Such  a  program  would  more  directly  involve  the  private  sector  in  provid- 
ing this  housing  and  could  be  less  costly  to  the  government  (See  also  Chapter  X.) 

4.   Low-  to  Moderate-Income  Honseholds 

Households  with  low-  to  moderate-income  (generally  above  poverty  level, 
bu^  below  local  medians)  car.  be  most  effectively  and  most  economically  assisted 
through  maximum  use  of  the  private  sector.  The  private  sector  knows  how  to  build, 
finance  and  manage  housing  in  the  most  cost-effective  and  efficient  manner.  That  ex- 
pertise should  be  used  to  the  maximum  extent  feasible  when  the  target  population 
primarily  needs  decent  housing  and  does  not  have  substantial  other  social  problems. 
The  private  sector,  however,  needs  assistance  in  providing  housing  at  rents  that  low- 
to  moderate-income  families  and  individuals  can  afford.  There  are  a  number  of 
programs  now  in  use  that,  on  a  small  scale,  are  available  to  assist  in  providing  this 
housing. 

a*  Tax-exempt  bonds  are  being  used  to  finance  the  construction  of 
projects  where  20  percent  of  the  units  will  be  affordable  to  very  low-income 
households.  While  in  a  few  areas  this  program  is  workable,  in  most  parts  of  ?he 
country  the  lower  interest  rate  is  not  alone  suffident  to  produce  feasible  projects. 
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b.  The  low-iiicome  tax  credit  is  being  used  on  a  small  scale  by  developers 
to  produce  units  for  occupancy  by  low-  to  moderate-income  families  and  indiviu  lals, 
but  this  program,  too,  has  limitations  and  it  is  toe  new  to  be  able  to  assess  its  impact 
completely. 

c.  Rental  Housing  Development  Grants  (HoDAGs)  are  producing  some 
units  for  low-  to  moderate-income  households  but,  again,  the  numbers  are  veiy  small 
compared  to  the  need. 

Each  of  these  programs  should  be  reviewed  and  modified  to  make  th^.m 
feasible  in  more  areas  and  conducive  to  larger  volume  production.  However,  even 
with  the  refinement  and  expansion  of  these  programs,  a  national  scale  and  more 
universally  workable  housing  assistance  program  for  low-  to  moderate-income  fami- 
lies and  individuals  is  needed.  The  first  question  to  be  addressed  in  designing  such  a 
program  is  the  extent  to  which  reliance  should  be  placed  on  new  versus  existing  hous- 
ing. 

C    BALANCING  THE  PRESERVATION  OF  EXISTING  AND  THE  SUPPLY  OF  NEW 
HOUSING 

In  the  final  analysis,  most  people  agree  that  a  comprehensive  housing  policy 
needs  to  strike  a  balance  between  reliance  on  new  and  existing  housing.  But,  for 
reasons  set  out  below,  we  believe  the  policy  principle  should  be: 


where  local  housing  market  conditions  allow,  housing  policy 
should  look  first  toward  the  use  and  preservation  of  the  existing 
stock  of  housing  and  sunounding  community  facilities,  before 
demolition  and  new  construction  is  undertaken. 


Existing  housing  is  often  where  the  people  are  who  need  help.  It  often  has 
character,  charm  and  economic  value.  In  all,  we  should  look  to  preserve  the  existing 
stock,  and  to  use  it  as  a  vehicle  for  providing  housing  to  those  in  need.  All  of  the 
recent  data  indicate  the  primary  problem  of  obtaining  adequate  housing  is  one  of  af- 
fordabiHty.  Where  adequate  units  are  available  in  the  marketplace,  but  at  rents  not 
affordable  to  those  seeking  shelter,  the  most  effective  and  least  costly  method  of  as- 
sistance is  clearly  an  income-transfer  program  such  as  housing  vouchers  or  rent  cer- 
tificates. 

However,  demand  side  programs,  by  themselves,  will  not  address  all  of  the 
Nation's  housing  needs.  A  recent  report  from  the  Congressional  R  ^search  Service  of 
the  library  of  Congress  (No.  87-^lF,  January  30, 1987)  found  that: 
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Using  data  from  the  1982  and  1983  MeUopolitan  Area  tapes  of  the 
Annual  Housing  Survey,  this  study  uses  simulated  moves  of 
households  to  determine  whether  the  supply  of  standard  quality, 
vacant  rental  units  is  sufficient  to  rehouse  renter  families  living  in 
unsatisfactory  housing,  when  household  size  and  number  of 
bedrooms  are  considered.  The  study  found  that  no  housing  market 
area  had  a  sufficient  supply ,  although  the  extent  of  the  deHciency 
varies  greatly.  Less  than  half  the  variance  was  explained  by  dif- 
ferences in  vacancy  rates.  The  findings  confirm  the  need  to  con- 
sider the  characteristics  of  both  the  housing  stock  and  the 
households  in  unsatisfactory  housing  in  the  diverse  local  housing 
areas  throughout  the  country,  when  determining  national  housing 
policy  (Exhibit  IX-1). 

These  findings  are  reinforced  by  the  record  of  the  Section  8  Existing  Hous- 
ing Program.  While  experience  differs  among  areas,  and  while  preserving  and  making 
effective  use  of  the  existing  stock  is  an  essential  element  of  housing  policy,  the 
President's  Commission  on  Housing  reported  that  as  of  1982,  over  half  of  the  Certifi- 
cate holders  were  unable  to  find  suitable  housing  within  60  days  -  with  approximately 
three-fourths  of  the  households  *Wth  four  or  more  children  unable  to  find  acceptable 
housing. 

Even  though  a  housing  voucher  program  has  been  the  primary  focus  of  the 
current  Administration,  HUD  Seaetary  Samuel  Pierce  has  acknowledged  repeated- 
ly, before  Congressional  committees  and  in  other  public  forums,  the  need  for  a  supp- 
ly-side con*/;  .^ent  to  any  effective  housing  program.  In  testimony  before  the  Sub- 
committee on  Housing  and  Urban  Affairs  of  the  Senate  in  1985,  he  stated  that  a  Rand 
Corporation  study  "shows  that  there  is  no  shortage  of  rental  housing  nationwide.  I 
underscore  the  word  nationwide,  because  they  did  find  that  there  were  some 
shortages  in  certain  communities  or  localities."  This  is  as  true  today  as  it  was  in  1985, 
:f  not  more  so. 

D.    DESIGNING  A  BROAD-BASED,  LOW-  TO  MODERATE-INCOME  HOUSING 
ASSISTANCE  PROGRAM 

In  considering  the  need  for  Federal  and  federally  supported  housing 
programs  for  low-  to  moderate-income  rectal  housing,  we  have  focused  on  using  ex- 
isting concepts  and  programs.  We  took  this  approach  for  three  basic  reasons:  (1) 
many  of  the  current  progranr^  are  basically  sound  and  can  be  made  more  efficient  and 
workable  with  only  minor  changes;  (2)  it  is  easier  to  develop  a  consensus  on  the  value 
of  and  support  for  known  programs  than  for  newly  created  programs;  and  (3)  any  new 
program  would  require  a  lengthy  start-up  phase  while  guidelines  are  written,  program 
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Renter  Hoiuebolds  Not  Rehoused,  by 
Family  Size  Selected  Areas,  1982  or  1983 
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partidpants  learn  to  use  the  program,  and  investors  become  comfortable  enough  to 
invest  in  such  a  program. 

This  does  not  mean,  nor  would  we  recommend,  continuing  or  reviving  ex- 
isting statutory  programs  without  change.  Most  cf  the  programs  have  problems  which 
we  believe  can  be  resolved  without  a  major  new  program  design.  This  report  does  not 
attempt  to  go  into  such  detailed  analysis  and  suggestion^:,  but  we  are  prepared  to  work 
with  the  Committees  of  the  Congress  and  with  the  various  agendes  to  improve  and 
enhance  their  use. 


Even  with  the  refinement  and  expansion  of  existing  programs,  a  national 
scale  and  more  imiversally  workable  bousing  assistance  program  for  low-  to 
moderate-income  families  and  individuals  is  needed.  We  recommend  a  program  with 
the  fcMowing  characteristics: 

1.  New  construction  or  rehabilitation  of  projects  in  which  20-25  percent 
of  the  units  would  be  set  aside  for  low-income  occupancy. 

2.  The  projects  could  be  financed  through  FHA  insured  or  conventional 
mortgages  which  could,  in  turn,  be  financed  with  tax-exempt  bonds  or  a  direct  inter- 
est subsidy  program. 

3.  Rental  assistance  payments  (through  the  ''Rental  Supplement"  or  the 
'"Section  8**  programs)  would  be  available  for  the  low-income  units  so  that  tenants 
would  have  to  pay  no  more  than  30  percent  of  their  income  for  rent. 

4.  The  rent  subsidies  would  be  contracted  for  a  20-year  term  with  the 
government  having  the  option  to  renew  the  subsidy  contracts  at  the  end  of  20  years  if 
the  units  are  still  needed  to  bouse  low-income  households. 


Such  a  program  combines  the  best  attributes  of  many  of  the  former  sub- 
sidized housing  programs.  It  does  not  concentrate  a  large  number  of  low-income 
households  in  slz^gle  projects.  The  mix  of  incomes  achieved  in  a  20-25  percent  sub- 
sidized project  is  benefidal  to  tenants,  landlords  and  neighborhoods.  It  is  important 
that  FHA  insurance  be  available  for  these  projects,  particularly  in  the  early  stages  of 
the  program  and  in  areas  where  state  housing  finance  agendas  are  unwilling  or  un- 
able to  finance  the  projects  without  insurance.  Also,  the  use  of  tax-exempt  bonds,  or 
interest  subsidy  payments,  is  important  in  order  to  lower  the  rents  on  unassisted  units 
in  the  projects,  which  will  allow  occupancy  by  moderate-income  families  of  the  75-80 
percent  nonsubsidized  units.  Such  assistance  is  particularly  needed  in  areas  with  very 
tight  rental  markets  such  as  in  suburban  areas. 
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The  rentaJ  assistance  payments  are  necessary  to  allow  occupancy  by  low- 
income  households.  The « jst  of  construction  and  finandng  are  such  that  even  with 
ZJ^^^  unsubsidb^d  units),  rents  would  not 

be  affordable  to  the  households  most  m  need  without  rental  assistance.  The  major 
fltw  m  many  of  the  housing  programs  of  the  m  was  the  inability  of  tenants  to  afford 
ply  Aem  increasing  operating  costs  and  the  lack  of  a  subsidy  vehicle  to 

The  government's  option  of  renewing  the  contract  on  the  a'.isted  units  to 
mamtam  low-mcome  occupancy  beyond  the  initial  contract  period  avoids  the 
problem  of  displacement  at  the  end  of  20ycais  without  changing  the  original  contract. 

As  mentioned  earlier,  the  need  for  new  production  of  assisted  housine 
vanes  geographicaUy  and  by  unit  size.  New  construction  (and  rehabilitation),  because 
t  IS  so  expensive,  should  be  limited  to  those  cases  where  it  is  clearly  demonstrated 
tiiatjmcometransfcr-typesubsidyisinsufccient.  Local  and  stategovernmentshave 
jSiSoiT  ^"""^       ""'^^     determining  the  appropriate  program  for  their 

E.    BLOCK  GRANTS  FOR  HOUSING 


A  variation  and  supplement  to  the  above  approach  that  perhaps  deserves 
c»nsideration  is  the  idea  of  allocating  a  portion  of  Federal  housing'LisSic^S 
to  state  or  local  governments  in  the  form  of  blockgrants  for  housing.  The  funds  would 
be  allotted  in  accordance  with  a  needs-based  formula.  States  and  localities  could  use 
Je  funds  either  through  a  means  of  established  Federal  programs  or  in  progra^ns  of 


F.H,r,i         ''^^  recognizing,  on  the  one  hand,  that  the 

AM^r'T!T  ''^"''''"y but  on  the  other 

tll^  ^-r'*^''  "^'"^  best  position  ,o  select,  develop,  and 

manage  specific  programs  suited  to  the  local  enviromnent  EHgible  redpients  would 

.r'JZTt-''^  P"^"'  '"'''y  <i<^^imicd  by  the  jurisdiction.  Eligible 

program  acUviUes  could  include,  in  part,  use  of  the  funds  allocated  in  the  form  of  rent- 
al assistance  contracts;  direct  loans;  locally  developed  programs  for  interest 
buydowr^;  grants  for  constniction  and  rehabUimtion;  group  shelL  and  suppTrSng 
services  for  the  homeless,  handicapped  or  children  without  families;  code  enforce- 
ment and  relocauon  assistance;  and  residential  cou.iseling  and  other  direct  support 
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F.    A«SUITABLE  LIVING  ENYIRONMENT" 
i.   Deflning  the  Problem 

Housing  conditions  and  housing  needs  are  not  just  numbers,  and  cannot  be 
looked  at  meaningfully  without  also  considering  the  surrounding  physical  environ- 
ment. 

Housing  docs  not  mean  jusi  bricks,  mortar,  and  plasterboard.  It  means  a 
place  to  live  within  what  Congress  has  called  a  "suitable  living  environment"  Hous- 
ing should  not  be  too  far  from  employment  opportunities,  or  from  stores  and  other 
services,  such  as  medical  fadlitics.  This  environment  usually  means  a  neighborhood 
with  local  schools,  churches,  and  recreational  opportunities.  It  is  a  neighborhood 
protected  by  police  and  fire  departments,  reasonably  safe  from  crime,  with  water  and 
sewer  and  trash  collection.  For  the  vast  majority  of  homeowners  and  renters,  a 
suitable  living  environment  is  taken  for  granted.  In  certain  urban  areas,  it  is  not. 

Blighted  urban  areas,  once  called  *'slums,"  are  characterized  by  abandoned 
housing*  vacant  shops,  lack  of  jobs,  and  public  grounds  and  buildings  in  di£*'epair. 
Many  residents  are  often  on  welfare  or  social  security.  These  neighborhoods  are  un- 
safe; few  people  walk  about  at  night;  there  may  be  arson,  vandalism,  and  drug  use  and 
dealing. 

Some  blighted  urban  afcas  have  been  blighted  for  more  than  a  generation. 
In  the  roster  of  cities  burned  during  the  urban  riots  between  1965  to  1968— Watts  in 
lx)S  Angeles,  Detroit,  parts  of  Washington,  D.C,  Newark— the  devastated  sections 
have  m  only  limited  signs  of  revitalization.  Downtown  Washington  and  Los  An- 
gctei .  J  all  the  o^cc  buildings  a  dty  could  hope  for,  but  their  blighted  areas  are 
oniy  T;.£iginally  improved  from  the  mid-1960s.  Living  in  sections  of  the  South  B.onx, 
Esist  St  Louis,  Roxbuiy  in  Boston,  or  Brownsville  in  Brooklyn  offers  as  little  hope 
today  as  it  did  twenty  years  ago. 

Government  policy  has  acknowledged  the  fact  that  housing  is  inseparable 
from  the  areas  where  the  housing  is  located.  The  Housing  Act  of  1949  sets  as  its  ob- 
jective: 

. . .  the  revitalization  as  soon  as  feasible  of  a  decent  home  and 
suitable  living  environment  for  every  American  family,  thus  con- 
tributing, to  the  development  and  redevelopment  of  communities 
and  to  the  advancement  of  the  growth,  wealth,  and  security  of  the 
nation. 
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That  Act  authorized  uroan  renewal  efforts  which  k  eled  blighted  urban 
are^often  wth  Uttle  assurance  that  something  else  would  be  built  on  the  vacant  land. 
In  1966,  Congress  enacted  a  "moviel  cities"  demonstration  program.  In  1967,  Prcsi- 
dfect  Johnson  appointed  a  National  Commission  on' Urban  Problems,  chaired  bv 
S«m:«or  Paul  Douglas. 

In  1968,  the  creation  of  a  new  cabinet-level  department  in  the  Federal 
Oovemment  was  entitled  "Urban  Development"  as  well  as  "Housing."  In  1974  the 
Housing  and  Community  Development  Act  urged  the  "development  of  viable  c'om- 
mumues,  by  providmg  decent  housing  and  a  suitable  living  environment  and  cxpand- 
mg  opportunities,  prlncipaiiy  tor  pcrsC:is  of  low  and  moderate  income." 

The  1974  Act  created  the  Community  Development  Block  Grant  program, 
replacing  a  half-dozen  individual  ^ant  programs.  It  was  followed  in  1977  by 
authon^ation  of  Urban  Development  Action  Grants  (UDAG)  and  brief  Federal  at- 
tention to  support  for  neighborhoods  and  for  community  activist  groups  as  a  way  to 
revitalize  the  dties. 

The  current  Administration  has  been  unvnlling  to  allocate  new  resources  to 
creating  a  "suitable  living  environment"  in  blighted  urban  areas,  its  primary  initiative 
has  been  Enterprise  Zones,  a  plan  to  designate  certain  blighted  areas  and  provide  tax 
incentives  and  promises  of  less  government  regulation  in  order  to  encourage  the  loca- 
uon  of  Lusinesses  in  the  zone.  The  initiative  has  been  blockf.d  by  Co.igress  on  the 
Federal  level,  but  a  number  of  states  have  enacted  enterprise  zone  legislation. 

Why  has  there  been  so  little  national  attention  given  in  recent  years  to  b.oan 
problems?  Probable  reasons  include: 

a.  Complexity  ofthe  problems.  Blighted  urban  areas  have  so  many  seem- 
ingly insolvable  problems  that  government?  are  tempted  to  throw  in  the  towel.  Agmg 
infrastructure,  overcrowded  transportation  facilities,  crime  and  drug  abuse  are  amone 
the  many  urban  concerns  that  demand  Federal,  state  and  local  funds.  Older  dties  in 
particular  are  faced  vnth  the  fact  that  so  many  of  their  residents  are  poor.  In  1984  for 
example,  one-seventh  of  New  York  City's  population  was  on  welfare  and  the  percent- 
age was  higher  in  Boston. 

Urban  poverty  has  a  radal  context  as  well.  In  1985,  nationally,  32  percent 
of  black  persons  were  below  the  poverty  level,  about  three  times  ihe  ratio  for  whites. 
Althourh  tliere  have  been  radical  changes  to  eliminate  discrimination  since  ttc  Na- 
Uonal  commission  on  Civil  Disorders  in  1968  con-  ..ded  that  the  r.mion  was  "moving 
toward  two  sodeties,  one  black,  one  white-s<;paratc  and  unequal,"  the  plight  of  resi- 
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dents  in  blighted  urban  areas  remains  an  issue  involving  primarily  black  and  Hispanic 
Americans. 

Manufacturing  firms  were  once  the  primary  employers  of  urban  workers, 
but  manufacturing  has  declined  significantly  as  a  percentage  of  total  employment. 
Blue-collar  jobs  and  manufacturing  facilities  have  moved  south,  west,  or  to  the  sub- 
urbs. Virtually  no  manufacturing  firms  moved  to  central  city  locations. 

The  service  economy  has  replaced  manufacturing  as  a  chief  source  of 
employment  in  cities.  The  downtown  business  districts  are  thriving  in  niany  cities,  but 
the  jobs  available  are  f^-  the  skilled  and  educated,  not  for  the  poorly  educated  resi- 
dents. The  blighted  areas  of  the  central  cities  provide  the  homes  for  those  who  can- 
not go  elsewhere.  In  many  of  these  areas,  recent  immigrants  have  joined  the  un- 
employed, choosing  the  cities  because  of  the  proximity  of  other  recent  immigrants  and 
sufficient  municipal  or  private  support  services  so  that  no  one  need  be  without  food 
or  shelter. 

b.  Belief  in  gentrification.  A  second  reason  that  may  partially  explain  the 
lack  of  current  government  action  to  improve  blighicd  areas  is  a  hope  by  many  that 
blighted  areas  of  central  cities  will  be  gentrified.  That  awkward  word  covers  such 
trends  as  the  conversion  of  abandoned  industrial  buildings  to  small  offices  and  apart- 
ments for  the  relatively  affluent  "Yuppies"  (young  urban  professionals)  and  "dinks" 
(double  income,  no  kids)  remodel  urban  houses  when  once  they  might  have  fled  to 
Uie  suburbs.  Gentrification^  as  George  Stemlieb  points  out  in  Patterns  of  Develop- 
menty  has  been  prevalent  only  in  certain  cities,  such  as  Philadelphia,  New  York,  Bal- 
timore and  Boston.  In  the  industrialized  frost-belt  cities -Harrisburg,  Akron,  Buf- 
falo, for  example— there  is  little  sign  of  revitalization  through  gentrification.  In  most 
cities,  the  white  middle  class  has  left  the  central  city  for  the  suburbs,  and  it  has  been 
followed  by  an  incicasing  departure  from  tne  cities  of  the  black  middle  class.  The 
level  of  public  school  education  in  the  central  city  is  often  a  factor  in  the  move  to  a 
more  affiuent  suburban  neighborhood. 

Gentrification  should  be  encouraged  because,  as  Sternlieb  says,  "the  poor 
need  the  ncli."  He  also  points  out  that  there  are  a  few  cities,  evidenced  by  massive 
new  office  buildings  and  vigorous  central-city  hotel  business,  where  revitalization  has 
helped  make  the  city  partially  independent  of  state  and  Federal  grants.  These  cities 
have  the  fiscal  strength  to  provide  social  services  for  the  poor.  Tne  smokestack  cities, 
however,  have  not  been  revitalized  or  gentrified,  and  these  cities  are  forced  to  cut  so- 
cial services  for  the  poor  because  of  fiscal  problems. 

c.  Budget  cuts  and  the  national  mood.  A  third  reason  for  lack  of  en- 
thusiasm for  urban  revitalization  programs  is  the  budget  for  Federal,  state,  and  local 
governments.  The  United  States  has  such  a  large  Federal  deficit  that  any  new  domes- 
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tic  spending  programs  have  little  chance  of  enactment  On  the  state  and  local  levels, 
there  are  always  dozens  of  competing  needs  for  the  use  of  local  or  state  resources. 

finally,  the  mood  of  the  nation  seems  to  be  on  the  other  topics,  not  a  con- 
cern about  urban  blight  Our  conscience  is  spurrv  J  by  the  homeless;  no  longer  by 
abandoned  buildings.  Many  believe  that,  by  keeping  taxes  lew,  t*-  e  nation  encourages 
general  prosperity,  and  when  the  lot  of  the  upper  and  middle  class  improve,  some  of 
that  improvement  will  cany  over  to  improve  the  life  of  those  less  fortunate. 

2.   Preser/ation  and  Rehabilitation 

Providing  a  suitable  living  environment  can  often  be  as.«»"''  ud  by  housing 
programs  themselves  through  an  emphasis  on  rehabilitation.  Rehabilitation  can  im- 
prove a  neighborhood  by  removing  vacant  or  deteriorated  structures,  which  impact 
the  value  of  an  area,  with  an  improved  structure  which  fits  into  the  fabrc  of  the  neigh- 
borhood and  enhances  tiie  structures  around  it.  Rehabilitation  can  oftc  be  com- 
pleted in  less  time  than  new  construction  which  minimizes,  and  can  often  even  avoid, 
permanent  displacement  To  demolish  existing  structures  and  build  new  structures  is 
time-consuming  and  causes  displacement  of  families,  disruption  of  a  community  and 
the  loss  of  a  neighborhood's  cohesiveness. 

Costs  are  also  often  lower  with  preservation  and  rehabilitation  than  with 
new  construction,  thus  allowing  more  units  to  be  produced  with  ths  same  expendi- 
tures. An  extensive  cost-benefit  analysis  conducted  by  George  Stenilieb  and  David 
Ustokin  of  Rutgers  University  in  1973  found  that  "rehabilitation's  initial  costs  arc 
usually  at  least  20  percent  cheaper  than  new  construction's  project  cost  outlay." 

Rehabilitation  should,  thus,  be  a  major  housing  vehicle  in  areas  where 
suitable  buildings  exist  and  where  neighborhoods  can  be  improved  by  the  rehabilita- 
tion. In  addition  to  rehabilitation  of  structures  for  housing  purposes,  the  rehabilitia- 
tion  and  preservation  of  historic  structures -whether  they  are  used  for  commercial, 
re-'Jential  or  publ?-  purposes -should  be  encouraged.  Preservation  of  our  nation's 
architectural  heritage  is  an  important  element  of  preserving  our  history. 

Preservatfon  standards  for  historically  sigm'ficant  structures  should  be 
maintained  and  enforced,  but  the  Federal  government  s'  ould  also  provide  incentives 
to  the  private  sector  to  preserve  and  rehabilitate  historically  and  architecturally  sig- 
nificant structures. 


Current  Federal  tax  treatment  represents  an  important  incentive  for  preser- 
vation and  the  Federal  government  should  continue  such  incentives. 
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3.  Policy  Suggestions 

In  accordance  with  general  principles  discussed  above,  the  following  sug- 
gestions reflect:  a  conunitment  of  responsibility  for  improvement  of  blighted  areas; 
a  recognition  that  the  level  of  Federal  spending  will  not  significantly  increase;  a 
reliance  on  state  and  local  expertise;  and  a  belief  that  lax  benefits,  because  they  are 
self-administering  and  do  not  require  appropiiations,  can"  be  the  most  effective 
method  of  support 

a*  Enterprise  Zones*  Enterprise  zones  deserve  a  test  on  the  national  level. 
The  number  of  zones  should  be  limited,  despite  the  difficulties  that  this  will  cause 
politically,  in  order  to  test  the  concept  Enterprise  zone  benefits  should  cover  both 
commercial  and  residential  rehabilitation.  In  addition  to  such  local  incentives  as 
removal  of  property  taxes  for  a  specified  period  of  time  for  new  buildings,  tax  incen- 
tives can  be  explored  for  Federal  excise  taxes,  state  an  J  local  sales  taxes,  and  expan- 
sion of  the  targeted  jobs  tax  credit  for  businesses  within  the  zones.  The  administra- 
tion of  enterprise  zone  incentives  should  be  on  a  local  level. 

b.  Biock Grants  and  UDAG.  The  Community  Development  Block  Grzmt 
program  has  been  effective  in  many  cities  and  extremely  popular  with  most  city 
governments  because  of  the  flexibility  that  communities  have  in  determining  where 
and  how  the  money  should  be  spent  Most  of  the  problems  with  developing  a  new 
program  have  been  worked  out  over  the  years,  so  there  is  a  gen  ral  understanding  by 
the  recipients  of  what  is  eligible  and  what  is  not,  when  public  hearings  are  required, 
and  what  kind  of  environmental  review  is  necessary.  There  seems  to  be  no  need  to 
re-do  this  tested  grant  program;  it  should  be  continued. 

UDAG  has  been  under  attack  on  the  grounds  that  the  program  is  not  cost- 
effective  in  providing  help  for  the  most  needy.  An  often  cited  example  of  waste  is  the 
fact  that  UDAG  fiinds  sometimes  go  for  hotels  in  downtown  areas.  UDAG  sup- 
porters cite  the  evidence  that  downtown  hotels  employ  many  low-income  persons  and 
provide  significant  tax  revenues  to  the  city. 

There  is  merit  to  the  main  concept  of  the  UDAG  program.  Distressed  areas 
are  targeted  and  public  funds  are  leveraged  with  private  ftinds.  Nevertheless,  there 
should  be  more  emphasis  on  directing  UDAG  fund-  to  areas  in  greatest  need. 

c.  Investments  in  the  public  interest  An  element  of  a  national  housing 
and  community  development  policy  should  be  "investmerib  in  the  public  interest." 
The  term  is  intended  to  reflect  investments  which  beriefit  low-  and  moderate-income 
persons  and  help  create  a  "suitable  living  environment  ' 


1X^13 


442 


The  Center  of  Corporate  Public  Involvement,  which  is  operated  by  the 
American  Council  of  Life  Insurance  and  the  Health  Insurance  Association  of 
America,  describes  asocial  investment  as  one  made  speciacally  iot  socially  desirable 
purposes  that  would  not  have  otherwise  been  made  under  customary  lending  stan- 
dards. These  mvestments  are  intended  as  sound  investments,  but  they  are  subject  to 
unusual  risk  or  they  arc  made  at  below-market  interest  rates  or  they  are  of  a  nature 
(e.g^  difQcult  to  administer)  that  puts  them  beyond  traditional  lending  practices.  For 
example,  a  loan  might  be  made  to  a  minority-owned  busmess  that  did  not  have  suffi- 
cient funds  or  experience  to  justify  a  loan  on  normal  lending  standards;  or  a  commit 
ment  might  be  made  to  purchase  small  (under  $10,000)  rehabilitation  loans  made  to 
famines  in  blighted  areas. 

A  substantial  number  of  public  interest  investments  have  been  made  by 
lenders  and  Hfe  insurance  companies  over  the  p.'*st  two  decades.  It  was  primarily  ihi 
urban  riots  of  the  late  1960s  that  persuaded  President  Johnson  and,  later,  Presidei: 
Nixon,  to  endorse  a  life  insurance  industry  urban  investment  program,  which  put  $2 
billion  m  mortgage  loans  m  the  imier  city  between  1968  and  1973. 

In  recent  years,  objections  to  public  interest  investing  have  been  raised  by 
the  United  States  Department  of  Labor.  The  source  of  mortgage  investment  comes 
in  a  major  part  from  the  funds  of  pension  plans.  Section  401(a)(1)  of  the  Employee 
Retirement  Income  Security  Act  (EF ISA)  specifies  thai  ^^ension  plan  fiduciaries  must 
invest  solely  m  the  interest  of  peasion  plan  participants  and  for  the  exclusive  purpose 
of  providing  benefits  to  participants.  Based  upon  these  Department  of  Labor  com- 
ments, a  fiduciary  who  wishes  to  make  a  public  interest  mortgage  may  fear  that  he  or 
she  is  violating  ERISA,  which  could  mean  the  loss  of  lax  exemption  for  pension  fund 
income  or  criminal  penalties  against  the  fiduciary. 

It  is  reasonable  for  pension  plan  beneficiaries  not  to  want  all  of  their  retire- 
ment funds  invested  at  below-market  interest  rates  or  at  unusual  risk,  despite  the 
public  interest  There  is  evidence  based  on  surveys  that  pension  plan  beneficiaries, 
however,  favor  pubUc  mterest  investments  and  would  not  object  if  a  relatively  small 
amount  of  their  funds  were  invested  in  th^  pubHc  interest. 


ERISA  should  Le  amended  to  permit,  where  pension  administrators  desire, 
certain  amounts  of  pension  fund  holdings  to  be  designated  for  public  interest  mvest- 


For  the  effort  to  be  successful,  there  must  also  be  a  commitment  for  a  public 
interest  program  from  the  highest  levels.  "With  such  a  commitment,  the  program 
could  work  voluntarily.  A  large  amount  of  experience,  such  as  that  of  Neighborhood 
Housing  Services,  the  Enterprise  Foundation,  and  the  Local  Initiatives  Support  Gor- 
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poration,  confirms  the  idea  that  real  estate  development  in  distressed  areas  can  work, 
but  also  that  it  requires  a  long-term  commionent  from  a  wide  array  of  community 
leaders. 

The  basic  rationale  of  investment  in  the  public  interest  is  to  encourage  the 
role  of  private  enterprise  in  the  task  of  aeating  a  suitable  living  environment  Al- 
though it  focuses  on  lending  institutions,  a  commitment  to  revitalization  of  urban 
areas  would  bring  in  corporations  (who  use  the  low-income* tax  credit),  developers, 
small-scale  entrepreneurs,  local  community  leaders,  and  many  others. 
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X.  Housing  for  the  Elderly  and  Other  Special  Groups 

Often  the  subject  of  housing  for  the  eldedy  is  treated  as  part  of  the  discussion  of  low- 
income  multifamily  housing.  While  there  certainly  are  substantial  numbers  of  elderly 
people  who,  because  of  their  economic  or  physical  situation,-  need  special  assistance 
in  achieving  housing,  the  subject  is  much  more  diverse  and  includes  the  need  to  ad- 
dress single-family  housing  of  people  who  are  past  their  most  productive  work  years. 

A.    DIMENSIONS  OF  THE  ELDERLY  HOUSING  SITUATION 

America,  as  we  saw  in  Chapter  m,  is  in  the  midst  of  a  dramatic  demographic 
revolution  which  will  affect  eveiy  aspect  of  our  sodety.  By  2G30  there  will  be  64.5  mil- 
lion elderly  people  living  in  America,  212  percent  of  the  total  population,  nearly 
double  the  current  figure  of  11.8  percent,  creating  new  shelter  needs  (Exhibit  X-1  and 
Exhibit  X-2).  For  the  next  20  years  those  needs  will  be  focused  on  individuals  in  the 
75-plus  age  group.  A  desire  for  a  different  lifestyle  may  generate  considerable  inter- 
est in  new  forms  of  retirement  housing  for  tfe  in  this  age  group,  but  to  date  this  has 
not  been  the  case.  Instead,  up  to  now,  a  'aange  in  life's  circumstances,  usually 
deterioration  of  personal  health  or  death  of  a  spouse,  has  been  the  prime  motive  be- 
hind a  decision  to  move  to  retirement  housing.  This  is  not  to  infer  that  65-year-old 
couples  will  not  move  to  re^'rement  communities;  obviously  they  do.  But  in  the  ag- 
gregate their  numbers  are  not  iarge. 

At  present,  about  70  percent  of  the  elderly  live  in  single-family  homes,  65 
percent  own  their  homes  outright,  and  another  19  percent  rent  housing.  Only  one  in 
ten  lives  in  either  a  retirement  community  or  a  senior  citizen  building  (Exhibi:  X-3). 

The  segment  of  the  elderly  population  easiest  to  serve  wifi  new  forms  of 
housing,  the  65  to  75  age  group,  does  not  constitute  a  growing  segment  of  the  popula- 
tion, and  exhibits  some  reluctance  to  move.  Those  segments  of  the  elderly  population 
which  are  growing  rapidly  and  who  we  might  think  of  as  potentially  most  benefiting 
from  a  move  *  i  a  retirement  community-  isolated  elderly  in  remote  locations  vdthout 
easy  acce^  to  support  services,  a  full  range  of  health  care  facilities,  or  a  socially  sup- 
portive environment— may  also  be  quite  reluctant  to  move  and,  in  addition,  may  be 
financially  unable  to  move  (Exhibit  X-4). 

Theie  have  been  a  number  of  reports  that  stress  the  growing  affluence  of 
the  elderly.  Much  of  that  analysis  has  focused  on  the  decline  in  the  overall  poverty  rate 
among  the  elderly  or  on  average  income  figures,  but  adequate  attention  has  not  al- 
ways been  given  to  variations  in  income  levels  by  living  status.  Recent  analysis  under- 
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taken  for  the  Commonwealth  Fund  indicates  that  in  1986,  the  average  income  for  all 
elderly  was  $23,906,  a  figure  that  compares  favorably  with  the  population  as  a  whole. 
How.eve  r,  the  income  of  those  living  alone  was  only  $14,090,  while  that  of  those  1' Wng 
with  others  was  $3 1,78'/.  Only  4  percent  of  all  elderly  itiarried  couples  were  li'  ing  in 
poverty,  whi'^D  19  percent  of  those  living  alone  were  poor. 

B.    PROGRAM  APPROACHES 

For  the  elderly,  or  other  groups,  who  are  living  in  poverty  and  who  are 
renters,  the  Federal  government  has  programs  of  rent  vouchers  and  rent  supplements 
No  comparable  program  exists  for  people  who  would  be  eligible  for  assistance  if  they 
rented,  but  who  own  the  dwelling  unit  in  which  they  reside.  The  cost  of  occupancy  for 
such  individuals,  espedally  those  whose  mortgages  have  been  paid  off  or  whose 
mortgages  reflect  purchase  prices  ai»*.  interest  rates  of  decades  ago,  may  be  less  tlian 
occupancy  of  an  adequate  rental  uni..  Careful  projections  indicate  that  over  the  next 
20  to  40  years,  economic  growth,  together  with  increased  pension,  Social  Security,  and 
IRA  benefits,  will  indeed  increase  the  real  income  of  the  elderly  and  reduce  the  per- 
centage living  in  poverty.  However,  among  tl.ose  living  alone,  high  poverty  levels  are 
likely  to  persist. 

Housing  polides  are  needed  which  both  encourage  the  creation  of  new 
forms  of  housing  for  the  elderly  and  encourage  the  development  of  support  systems 
designed  to  respond  to  the  needs  of  those  who  can  and  want  to  "age  in  place.**  We 
perhaps  need  to  focus  simultaneously  on  two  separate  goals.  First  would  be  to  create 
shelter  and  service  complexes  responsive  to  the  health  needs  of  a  population  whose 
longevity  is  accompanied  by  a  gradual  decline  in  physical  weU-being  and  to  the  desire 
for  a  socially  supportive  environment.  But  at  the  same  time,  the  preference  of  the 
elderly  to  remain  in  their  homes  could  be  accepted  and  programs  formulated  to  assist 
them  in  making  their  existing  shelter  more  supportive  of  their  physical  needs. 


Those  actively  involved  in  developing  new  retirement  facilities  separate  the 
demand  side  of  the  market  into  three  submarkets  differentiated  by  different  age  and 
physical  characteristics  of  the  relevant  populations.  The  American  Association  of 
Retired  Persons  characterizes  the  three  groups  as  the  go-go  (healthy  and  highly 
mobile),  slow-go  (marginally  healthy  and  mobile),  and  no-go  (in  declining  health  and 
mobility).  To  be  complete,  we  should  also  recognize  the  variation  in  income  levels 
within  each  of  XhesA  groups. 

At  the  present  time,  two  principal  approaches  to  ilie  creation  of  new  elderly 
housing  facilities  dominate  the  market  place.  One  type,  congregate  housing,  is  a  spe- 
cially designed  apartment  complex  that  in  addition  to  shelter  provides,  at  a  minimum, 
meals,  and,  more  often,  housekeeping,  transportation  and  social  activities  for  groups. 
The  second,  life-care  communities,  are  elaborately  designed  elderly  living  complexes 
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stnictiu-cd  to  address  the  problems  of  both  shelter  and  health  care.  Typically,  meals, 
housekeeping  r*nd  medical  care  are  available  for  a  fee. 

Despite  a  substantial  cutback  in  numbers  of  units,  the  types  of  projects  in- 
sured by  FHA  have  changed  to  reflect  current  thinking  about  the  type  of  retirement 
complex  that  best  responds  to  current  market  pressures  and  fills  a  sodal  need.  The 
two  new  programs  which  reflect  current  thinking  are  insurance  programs:  retirement 
service  centers  insured  under  Section  221(d)(4)  and  board  and  care  homes  insured 
under  Section  232.  These  programs  permit  both  tax-exempt  bond  and  Ginnie  Mae 
mortgage-backed  security  funding.  (See  also  Chapter  IX.) 

Both  these  programs  reflect  a  progression  in  Federal  government  involve- 
ment from  programs  that  offered  direct  loans  or  loan  insurance  for  shelter  only;  to 
those  that  insured  projects  which  offered  shelter  plus  meals  and  personal  services  on 
a  voluntary  basis;  to  those  which  package  shelter,  meals  and  services,  including 
limited  health  services,  into  a  monthly  fee. 

Because  of  the  newness  of  the  board  and  care  program,  little  can  be  said 
about  it  other  than  ±at  it  may  encourage  nursing  home  operators  to  diversify  their 
product,  particularly  in  areas  where  it  is  difficult  or  impossible  to  obtain  Certificates 
of  Need  for  nursing  homes  or  intermediate  care  fadlities.  Due  to  the  high  r;;ntal  rates 
required  to  make  these  projects  feasible,  the  program  as  currently  constituted  cannot 
create  large-scale  opportunities  for  ihose  living  alone  on  low  incomes.  Less  certain  is 
its  eventual  role  in  fostering  the  development  of  options  for  middle-income  retirees. 

C   LOOK  AHEAD:  DEFINING  ELDERLY  HOUSING  PROGRAMS  FOR  THE 


National  housing  policy  for  the  elderly  is,  at  best,  ill-defined.  Programs 
directed  at  stimulating  housing  for  the  low-income  elderly  have  been  drastically 
reduced.  Pro^  ams  to  build  housing  for  the  middle-income  elderly  have  not  been 
well-defined.  No  single  Federal  program  can  either  insure  loans  or  engage  in  direct 
lending  to  facilitate  the  development  of  a  program  that  incorporates  the  shel- 
ter/health care  features  of  a  life-care  community. 

While  Federal  programs,  have  focused  on  congregate  housing,  recent 
a  Jytical  work  on  the  livir^  patterns  of  the  elderly  are  consistent  in  their  findings  that 
individual  homeownership  is  the  preferred  choice  of  older  people.  The  same  re- 
search also  reveals  that  a  significant  portion  of  older  Americans  have  what  has  been 
termed  a  "dwcUing-use  problem;"  that  is  to  say,  a  hmcUonal  impairment  due  to  a 
physical  disability  or  health  problem  indicates  the  need  for  home  modifications  or 
support  services.  In  many  instances,  the  individuals  will  neither  move  to  a  more  ap- 
propnate  setting  nor  physically  alter  their  current  surroundings.  The  relative  impor- 
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tance  of  income  constraints,  personal  preference  or  actual  lack  of  alternatives  in 
blocking  those  changes  is  not  known.  What  we  do  know  is  that  often  the  elderly 
person's  housing  is  not  compatible  with  his/her  needs.  The  recent  AARP  survey  of 
the  elderly  attempted  to  identify  wh5»t  older  people  would  have  done  had  they  an- 
tidpated  having  to  adjust  to  the  changing  drcumstances  associated  with  longevity. 
The  results  indicate  that  a  relatively  small,  but  significant,  proportion  of  the 
homcowning  population  would  consider  such  options  as  obtaining  a  second  mortgage, 
modifying  a  home  to  include  a  second  apartment,  or  entering  into  a  reverse  annuity 
mortgage  agreement  About  half  of  those  surveyed  would  consider  moving  to  a  life 
care  or  congregate  housing  facility. 

Because  housing  is  the  largest  single  asset  of  the  retired  population  and  the 
aggregate  amount  of  home  equity  held  by  those  65  or  over  is  estimated  to  be  $600-800 
billion,  economists  and  policy  analysts  have  been  eager  to  find  ways  of  turning  those 
assets  into  spendable  income.  Moreover,  because  of  the  pervasiveness  of 
homeownership  among  the  elderly,  those  livingalone  and  those  living  in  poverty  often 
have  some  equity  value  in  their  homes. 

Recent  attention  has  focused  on  making  use  of  the  equity  in  a  home  as  a 
source  of  income  support,  through  a  reverse  annui:y  mortgage.  In  a  reverse  annuity 
mortgage,  the  homeowner  would  take  a  mortgage  on  his/her  home  using  the  proceeds 
to  purchase  an  annuity.  The  difference  between  the  mortgage  payments  and  annuity 
payouts  is  net  income  to  the  recipient.  There  are  a  number  of  ways  to  structure  such 
instruments  so  that  repayment  is  deferred  so  long  as  the  individual  continues  to  reside 
in  the  home  (Exhibit  X-5). 

The  difficulty  of  the  concept  and  the  complexity  of  the  transaction  have 
combined  to  limit  the  number  of  completed  transactions  to  about  1,000  nationally. 
Efforts  are  underway  to  experiment  Mth  demonstration  progr  ams  of  FHA  mortgage 
insurance  for  reverse  annuity  mortgages,  but  no  widely  accepted  finandng  mechanism 
now  exists  for  elderly  homeowners  to  access  their  hom«  equity. 

A  major  effort  is  called  for  to  address  the  challenges  of  housing  for  the 
elderly.  With  financing  playing  such  a  pivotal  role,  the  I-ederal  mortgage  credit 
programs  are  ideally  positioned  to  be  the  key  to  meeting  the  c^jallenge,  and  the  FHA 
has  already  begun  to  do  so.  Eve  -  though  the  expanded  n?efket  for  housing  for  the 
elderly  is  in  the  future,  the  challenge  to  respond  to  those  who  are  now  already  elderly 
is  in  the  present. 
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Effect  of  Reverse  Mortgage  Payments  on 
Poverty  Rates  of  Elderfy  Homeowners 


By  Household 

Percent 
of  official 
poverty  rate* 

Poverty  rate 
after  reverse 
mortgage  payment 

Percent 
in  reduction 
poverty  rate 

Singles  and  couples 

15.0 

6.3 

58 

Singles 

21.7 

8.2 

62 

aged  65  to  74 

17.9 

9.2 

49 

aged  75  or  more 

25.9 

7.1 

73 

Couples 

7.6 

4.2 

45 

head  aged  65  to  74 

5.8 

3.9 

33 

head  aged  75  or  more 

10.1 

4.7 

53 

•This  rate  applies  to  singles  and  couples  who  own  single-family  homes. 


Source:  Tbe  NKiomI  Poteaotl  <A  Home  CqoUxCoiMnioa,'*  Brace  iKobs.  The  Gaotttoh^U.  «ol  2(.  no  S.  IMC. 
p.  4».  
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D.  RECOMMENDATIONS 


The  issues  raised  in  housing  the  elderly  are  varied  and  complex.  To  begin 
to  address  them,  national  housing  policy  should,  at  least: 

1.  Accelerate  the  adoption  and  implementation  of  the  demonstration 
project  of  FHA  mortgage  insurance  for  reverse  annuity  mortgages. 

Z  Re-examine  and  expand  HUD's  congregate  care  progran<,  taking  into 
account  the  need  to  coordinate  board  and  care  with  liousing  and  shelter. 

3.  jtplore  establishment  of  a  program  of  housing  vouchers  for  low-in- 
come, frail  elderly,  and  handicapped  who  already  own  and  occupy  their  homes  but 
who  need  assistance  to  remain. 

4.  Convene  a  task  force  to  address  the  financing  needs  ofhousing  for  the 
elderly  22d  otherspedal  groups,  including  standardization  and  the  secondary  market 
For  home  equity  conversion,  the  task  force  would  strive  for  a  finandng  mechanism 
that  would  mclude  the  Federal  insurance  and  the  Federal  secondary  market  agencies 
and  would  provide  the  elderly  with  certainty  and  simplicity  so  .hat  it  could  be  v^dely 
acceptable  to  investors  and  the  elderly  alike.  In  this  context,  the  task  force  would  be 
made  up  of  representatives  from  private  enterprise  and  from  the  government 
mortgage  credit  programs. 


E.    HOUSING  FOR  THE  HANDICAPPED 

Over  30  niiUion  Americans  suffer  from  some  sort  of  physical  mobility 
problem,  over  11  milhon  have  visual  impairments,  and  22  million  have  hearing  im- 
pairments (these  figures  are  not  mutu^iUy  exclusive).  These  persons  and  the  frail 
elderly  have  speaal  housing  needs  which  require  either  physical  adaptations  to  their 
current  housing  or  support  services  in  conjunction  with  housing. 

Federal  programs  have  encouraged  the  construction  ofhousing  for  the 
handicapped  and  elderly.  One,  HUD  Section  202,  provides  direct  loaas  at  subsidized 
rates  to  nonprofit  organizations  for  the  construction  of  housing  for  low-income  el- 
derly and  handicapped  persons.  The  Section  8  rental  assistance  program  is  used  in 
conjunction  with  this  program.  Funding  for  this  program  has  been  cut  substantially 
under  the  current  Administration's  objective  of  addressing  housing  needs  primarily 
through  a  rental  housing  voucher  program  rather  than  housing  construction.  Yet,  a 
rent  subsidy  alone  cannot  meet  the  spedal  needs  of  the  frail  elderly  and  handicapped 
The  additional  assistance  of  block  grant  funds  that  pay  for  housing  adaptations  is  one 
way  m  which  these  needs  can  be  addressed. 
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Another  response  to  the  special  housing  needs  of  the  frail  elderly  and  hand- 
icapped, new  construction  that  includes  spcdal  services  and  fadlities,  has  been  ex- 
plored under  HUD's  Congregate  Housing  Services  Program  (CHSP).  The  program, 
implemented  in  1978,  is  designed  to  test  the  cost-effectiveness  of  providing  support 
services  for  the  elderly  and  handicapped  in  order  to  prevent  or  delay  unnecessary  in- 
stitutionalization. A  study  released  in  1987  by  the  House  Subcommittee  on  Housing 
and  Community  Development  found  that  13  percent  of  those  who  received  CHSP  ser- 
vices required  institutionalization,  compared  to  24  percent  of  the  conuol  group  who 
did  not  receive  the  services.  This  program  should  be  continued  and  expanded. 

Since  1948,  the  VA  has  provided  one-time  grants  of  up  to  $35,500,  current- 
ly, to  veterans  with  service-connected  disabilities  to  purchase  or  construct  a  home 
which  is  adapted  to  their  needs  or  to  adapt  an  ^x:^  Jng  home.  The  grant  cannot  exceed 
one-half  the  cost  of  the  home  and  the  recipient  mi>'  ".omply  with  the  VA  minimum 
requirements  for  adapting  the  home.  If  there  is  muney  left  over,  it  can  be  applied 
toward  payments  on  the  mortgage  principal.  In  FY  1986,  430  veterans  benefitted 
from  the  program.  A  smaller  grant  of  up  to  $6,000  is  offered  to  veterans  who  are  blind 
or  have  lost  one  or  both  arms.  Sixty-nine  grants  were  awarded  to  veterans  in  FY  1986 
to  adapt  their  home  under  this  program. 

Currently,  building  codes  for  housing  for  the  handicapped  vary  among 
states,  which  can  exceed  the  national  standard  set  in  1960,  revised  in  1968,  by  the 
American  National  Standards  Institute  (ANSI).  In  addition,  there  are  two  Federal 
codes  which  follow  the  ANSI  standard  -  the  Uniform  Federal  Accessability  Standard 
(UFAS)  and  the  Architectural  and  Transportation  Barriers  Compliance  Board 
(ATBCB)-yet  which  also  differ.  The  existence  of  several  levels  of  standards  has 
made  compliance  difHcult  and  has  impeded  the  development  and  adaptation  of  hous- 
ing for  the  handicapped.  MBA  recommends  adoption  of  a  single,  uniform  standard. 

F.    HOUSING  FOR  LARGE  FAMIUES 

Another  group  with  special  housing  needs  is  families -especially  low- 
income  families-with  five  or  more  persons.  In  Januai^  1987,  the  Congressional 
Research  Service  reported  on  a  computer  simulation  study  which  matched  ir-ade- 
quately  housed  families  wivh  vacant  units  in  selected  suburban  and  dty  areas.  The 
pattern  that  emerged  was  that  even  assuming  a  theoretically  efficient  matching  of 
available  housing  stock  with  need,  the  large  families  were  more  difficult  to  absorb. 
Generally,  in  the  study,  the  larger  the  family,  the  less  adequate  was  the  current  hous- 
ing stock. 

This  same  report  notes  the  record  of  the  HUD  Section  8  Certificate 
program,  that  approximately  three-quarters  of  households  with  four  or  more  children 
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were  unable  to  use  the  certificate  to  find  adequate  housing,  compared  with  a  general 
average  of  one-half. 

The  stock  of  one-  to  four-unit  homes,  whic^  has  a  proportionately  greater 
number  of  units  with  three,  four,  and  five  bedrooms  than  apartment  units  have,  is  a 
significant  source  of  housing  for  large,  especially  low-  and  moderate-income,  families. 
The  rental  housing  portion  of  FHA  home  mortgage  insurance  programs  (the  "inves- 
tor loan  program")  represents  between  10  and  15  percent  of  the  FHA  home  mortgage 
program.  Defaults  are  disproportionately  higher  on  investor  loans  than  on  mortgages 
on  owner-occupied  homes;  but  such  an  observation  suggests  a  more  cautious  and 
carefully  operated  program,  not  its  termination.  The  FHA  investor  loan  insurance 
program  is  a  practical  means  for  at  least  assuring  the  availability  of  financing  on 
reasonable  terms  for  rental  housing  for  large  families  who  can  afford  moderate 
market  rents.  (See  also  Chapter  VI.) 
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XI.  TheFina^idalReguIatoiyandTaxEnvirou^ 


JKegulation  of  the  financial  environment  and  the  Federal  tax  system  can  dramatical- 
ly affect  the  cost  and  availability  of  bousing  and  related  setyices.  The  impact  of 
regulation  (or  lack  of  regulation)  on  housing  usually  is  indirect  as  in  the  case  of  capi- 
tal guidelines  for  banks  and  bank  holding  companies  which  own  mortgage  companies. 
In  the  case  of  taxes,  the  Federal  income  tax  has  throughout  Its  life  been  a  direct  tool 
of  public  policy  in  the  housing  arena. 

Except  where  government  intervention  is  warranted  by  needs  for  consumer 
interaction  or  to  assure  an  efGcient  market,  the  market  place  should  be  allowed  to 
determine  what  services  are  produced,  and  how  and  at  what  price  they  are  delivered 
There  is  an  opportuni^  in  today's  financial  environment  for  certain  activities  to  be 
deregulated  and  in  other  situations  we  will  recommend  that  issues  be  clarified. 

A.    LAWS  THREATENING  CAPITAL  FLOWS,  PROFITABiLITy  OF  MORTGAGE 
BANKING  AFFILIATES 

There  are  three  areas  of  concern:  (1)  prCvjrvation  of  current  bank 
regulatoiy  treatment  including  purchased  ^r  acquired  mortgage  servicing  rights 
within  the  definition  of  primary  capital  for  capital  adequacy  purposes;  (2)  elimination 
of  the  current  prohibition  against  permitting  loan  production  offices  of  national  banks 
to  approve  loans;  and  (3)  elimination  of  unnecessary  Glass-Steagall  restrictions. 

1.  Primary  Capital  Definition 

After  a  mortgage  loan  closes,  the  morjtgagee  who  services  the  loan  (i.e.,  pas- 
ses through  principal  and  interest  to  investors,  establishes  and  collects  escrow  pay- 
ments, pays  taxes  and  mcilgage  insurance,  etc)  has  a  contractual  right  to  a  servicing 
fee  of  .0025 1?  .0044  of  the  unpaid  balance  per  month.  Instead  of  setting  up  origina- 
tion offices  in  numerous  locations,  banks  have  utilized  the  practice  of  purchasing  ser- 
vicing rights  from  mortgage  loan  originators  with  whom  they  have  correspondent 
relationships. 

Current  Federal  Reserve  System  (FED),  Federal  Deposit  Insurance  Cor- 
poration (FDIC)  and  Office  of  the  Comptroller  of  the  Currency  (OCC)  guidelines 
regard  moi  tgage  servicing  rights  that  have  been  purchased  or  acquired  to  be  included 
in  the  determination  of  prunary  capital.  I'^  to  now  the  bank  regulatory  agencies  have 
unquestionably  regarded  thw  servidng  nghts  as  a  valuable  ofi'-balance  sheet  asset 
with  a  reasonably  predictable  income  stream  providing  a  potential  buffer  for  bank 
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losses.  Banks  were  encouraged  by  regulators  to  expand  their  mortgage  servicing 
portfolios  to  increase  fee-based  income  and  therefore  lessen  the  dependency  on  in- 
terest inccjie.  Moreover,  there  is  a  well-developed  liquid  market  for  servicing  rights 
which  gives  management  the  flcxibiUty  to  sell  them  if  needed  to  obtain  capital  or  to 
absorb  losses. 

Unfortunately,  in  the  interest  of  administrative  simplicity  and  having  paral- 
lel standards  with  foreign  bank  regulators,  the  U.S.  bank  regulators  have  proposed  to 
e^':lude  purchased  or  acquired  mortgage  servicing  rights  from  the  definition  of 
pnmary  capital.  If  the  proposal  becomes  effective,  a  banking  corporation  would  be 
required  to  add  an  additional  dollar  of  capital  for  each  new  dollar  of  CoSt  of  mortgage 
servicing  acquired.  Thus,  banking  organizations  will  be  forced  into  deciding  whether 
capital  should  be  allocated  to  the  purchase  of  servicing  or  other  investments  (e.g.,  the 
acquisition  of  banks  or  other  eligible  entemrises).  Banks  are  in  the  business  of  using 
the  money  of  others  to  make  money.  It  is  pretty  much  a  foregone  conclusion  that  a 
banking  organization  will  choose  to  employ  its  capital  in  areas  other  than  t'^  e  acquisi- 
tion of  mortgage  servicing  since  the  abiUty  to  leverage  (i.e.,  purchase  $1  of  servicing 
and  adding  only  5.5  cents  of  capital  where  the  mimmum  capital  ratio  requirement  is 
5.5  percent)  the  acquisition  will  have  been  lost  There  will  be  an  array  of  other  invest- 
ment opportunities  to  the  banking  organization  with  potential  for  leveraging  which 
the  banking  organization  will  pi  cfer  over  the  acquisition  of  mortgage  servicing  rights. 

Bank  regulators  are  aware  of  the  valuable  contribution  of  mortgage  servic- 
ing income  tc  banking  organizations.  They  have  in  '{cated  that  they  will  argue  for 
preserving  this  contribution  in  the  regulations.  Nevertheless,  they  seem  tc  indicate 
that  the  desire  to  Iiave  compp'^ble  international  standards  may  be  a  more  compelling 
concern,  in  the  overall  scheme  of  things,  than  keeping  banks  in  the  mortgage  servic- 
ing business. 

What  does  all  this  mean  for  mortgage  banking  and  other  financial  affiliates? 
First,  it  means  that  banking  organizations  will  be  deprived  of  a  steady  and  reliable  fee- 
based  income  stream.  This,  in  turn,  will  make  bank  earnings  more  volatile  by  increas- 
ing the  organization's  dependency  on  interest  and  other  fee  income.  Greater  earn- 
ings volatility  will  tend  to  depress  stock  values,  v/hich,  in  turn,  will  increase  the 
organization's  cost  of  capital,  making  expansion  and  diversification  of  risk  even  more 
difiicult 

Second,  the  regulatory  change  would  provide  a  competitive  advantage  to 
foreign  banking  organizations.  In  many  instances,  foreign  bank  regulations  are  more 
permissive  than  those  in  the  U.S.;  therefore,  foreign  banks  already  have  a  competitive 
advantage.  Under  the  proposal,  U.S.  banks  would  be  penalized  for  having  developed 
an  efficient,  highly  liquid  market  for  mortgage  servicing  rights  which  is,  in  part,  an  out- 
growth of  the  US.  development  of  a  secondary  mortgage  market. 
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Third,  the  decrease  in  partidpation  La  mortgage  banking  by  banking  or- 
ganizations will  decrease  competition  among  lenders  and  tend  to  increase  the  cost  of 
mortgage  loans.  It  is  a  basic  axiom  of  the  concept  of  a  free  morket  ih?'.  there  should 
be  as  many  providers  of  a  commodity  as  is  practical. 

Housing  policy  for  the  1990s  and  beyond  should  be  one  which  encourages 
the  greatest  competition  among  lenders  and  does  not  result  in  competitive  advantages 
based  on  own.ership  type  or  whether  a  firm  is  subject  to  U.S.  o'  foreign  regulation. 
The  change  in  the  definition  of  primary  capital  could  have  an  impact  cn  competition, 
result  in  structural  changes  in  the  banking  sector,  provide  competitive  advantages  to 
foreign  institutions  and  affect  the  cost  of  credit  to  mortgage  borrow ,rs.  To  prevent 
the  inappropriate  redefinition  of  bank  capital  in  a  manner  adverse  to  housing  is  an  ap- 
propriate area  in  which  Congress  should  intervene. 

It  is  recommended  that  Congress  express  the  intent  that  mortgage  servicing 
rights,  whether  purchased  or  acquired,  be  included  within  the  definition  of  primary 
capital  for  purposes  of  determining  capital  adequacy. 

2.   Restrictions  On  Loan  Production  Office  Loan  Approvals 

The  McFadden  Act,  passed  in  1927,  as  amended  by  the  Banking  Act  di  1933. 
allov^  jjily  limited  interstate  branching  subject  to  the  laws  of  a  national  bank's  home 
state.  By  accepting  the  state  boundaries  imposed  by  state  banking  authorities,  nation- 
al banks  are  effectively  limited  in  the  ability  to  branch  within  a  state  or  across  state 
lines.  This  law  was  passed  in  an  era  when  national  banks  had  been  operating  at  a  dis- 
tinct competitive  disadvantage  compared  to  state-chartered  banks  because  the  Na- 
tional Banking  Act  of  1864  had  been  Interpreted  to  prohibit  branching.  The  Mc- 
Fadden Act  permitted  bracvuinr,  by  national  banks  but  subjected  this  power  to  state 
control.  Prior  to  the  passage  of  the  Act,  from  1836  until  1927,  there  were  no  branches 
of  nationally  chartered  banks 

Banking  institutions  have  found  a  variety  of  ways  to  circumvent  the 
geographic  restrictions  imposed  by  the  McFadden  Act.  For  example,  the  Bank  Hold- 
ing Company  Act  permits  banks  to  organize  their  activities  under  a  holding  company 
structure,  with  subsidiaries  of  the  holding  company  engaging  in  both  uanking  and 
other  activities  permitted  I  »y  Federal  Reserve  regulation  or  administrative  dedsions. 

Most  nonbanking  activities  (those  which  do  not  involve  both  deposit-taking 
ana  lending)  are  not  subject  to  any  geographic  restriction.  Loan  production  offices 
are  not  cons^'dered  to  be  "branches,"  so  long  as  the  loans  they  originate  are  approved 
and  made  at  the  main  office,  branch  office,  or  a  subsidiary  office  on  the  premises  or 


contiguous  to  the  foregoing. 
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The  efforts  to  get  around  the  restrictions  of  the  McFadden  Act  are  often  at 
the  expense  of  efficient  operations.  For  this  reason,  and  because  the  concerns  that 
led  to  enactment  of  the  McFadden  Act  iio  longer  seem  valid,  maiiy  jave  argued  that 
the  b.*anching  restrictions  effectively  imposed  by  the  McFadden  Act  should  be 
repealed,  or  at  least  that  legislation  phasing  out  its  prohibitions  should  be  enacted. 
Indeed,  with  more  and  more  states  passing  legislation  permitting  banks  and  bank 
holding  companies  in  surrounding  states  to  opeii  banks  in  their  territories,  the 
geographic  and  operational  restrictions  of  the  McFadden  Act  are  becoming  increas- 
ingly irrelevant  and  out-of-date. 

A  specific  example  of  how  the  law  affects  the  way  raortgajje  loans  are 
provided  by  nauonal  banks  is  found  in  the  Act  at  12  U.S.C.  36(f).  Under  this  provision 
a  branch  *^  «1efined  "to  include  any  branch  bank,  branch  office,  branch  agency,  addi- 
tional oLi^e,  or  any  branch  place  of  business  .  .  .  at  which  deposits  are  received,  or 
checks  paid,  or  money  lent"  In  an  interpreu've  ruling  at  12  CFR  7.7380  (b)  the  Com 
ptroUer  of  the  Currency  appHed  this  statutory  language  in  the  context  of  loan  produc- 
tion offices.  The  Comptroller  concluded  that: 

(b)  Origination  of  loans  by  employee?  or  agents  of  a  national  bank 
or  of  a  subsidiary  corporation  at  locations  other  than  the  main  of- 
fice or  a  branch  office  of  the  bank  does  not  violate  12  U.S.C  36  and 
81:  Provided,  that  the  loans  are  approved  and  made  at  the  main 
office  or  a  branch  office  of  the  subsidiary  located  on  the  premises 
of,  or  contiguous  to,  the  main  office  or  branch  office  of  the  b?nk. 

The  impact  of  :his  regulatory  provision  for  mortgage  banking  affiliates  of 
national  banks  is  that  a  mortgage  banking  unit  at  a  r'^mote  location  (i.e.,  not  at  Ihe 
main  office,  branch  office,  or  subsidiary's  office  on  the  premises  of,  or  contiguous  to, 
a  main  office  or  branch)  cannot  approve  loans  that  it  originates.  The  loans  have  to  be 
approved  by  an  officer  of  the  bank  at  one  of  the  sanctioned  locations. 

The  rule 's  cumbersome,  costly,  and  outdated  and  encourages  the  creation 
of  bank-affiUate  ownership  structures  designed  to  legally  avoid  the  appHcation  of  the 
rule.  To  avoid  being  subject  to  this  cumbenome  approval  process,  national  banlcs 
have  transferred  their  directly  owned  mortgage  banking  subsidiaries  to  their  holdmg 
companies  even  though  it  mi£*^t  have  been  advantageous  to  remain  a  mortgage  com- 
pany directly  owned  by  the  na»io.ial  bank.  It  is  a  meaningless  gesture  to  have  the  bank 
approve  each  and  every  loan  of  a  loan  production  office.  In  many  instances,  the  bank 
offidal  approving  the  loan  may  have  less  of  an  understanding  of  mort-age  credit  un- 
derwriting than  the  offidals  at  the  loan  production  office.  Thus,  the  rule  has  likely 
produced  ineffidencies  contributing  to  the  cost  of  mortgage  loan  processing  and 
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restricted  the  growth  of  naJional  bank-owned  affiliates,  whicu  in  turn,  tends  to 
diminish  competition. 

MBA  has  taken  no  position  on  ♦lie  larger  issue  of  interstate  banking. 
However,  we  strongly  favor  amendment  of  the  McFadden  Act  to  permit  national 
banks  to  establish  full  service  residential  real  estate  loan  offices  within  any  state,  and 
thus  eliminate  ihc  need  to  have  a  fictional  approval  process  for  loan  production  of- 
fices.  


B.    LAWS  THREATENING  INVESTOR  CONHDENCE  IN  MORTGAGES 

Here  our  analysis  turns  to  the  impact  of  environmental  hazards  on  the  cost 
and  availability  of  mortgage  credit 

An  increasing  number  of  states  have  enacted  laws  allowing  super-liens  to 
attach  to  mortgaged  property  to  finance  cleanup  where  pollution  has  been  discovered. 
While  there  can  be  no  ^*mpathy  for  those  who  pollute  the  environment,  the  lender/in- 
vestor is  usually  the  innocent  party  involved.  It  is  not  hard  to  imagine  a  situation 
where  cleanup  costs  amoimt  to  several  times  the  amoimt  of  the  mortgage  loan.  As 
these  laws  proliferate  in  number  throughout  the  country  we  can  expect  major  inves- 
tors in  mortgages  like  Fannie  Mae  and  Freddie  Mac  to  begin  to  avoid  purchasing 
mortgages  in  these  areas.  This  undercuts  one  of  the  major  benefits  of  a  secondary 
mortg^^ge  market:  the  national  firee  flow  of  mortgage  credit 

In  no  case  should  the  burden  of  cleaning  up  or  remedying  a  hazard  fall  on 
the  shoulders  of  innocent  investors.  There  is  no  way  investors  cin  estimate  the  size 
of  the  risk  involved  and  therefore,  no  way  investors  can  adequately  protect  against  this 
type  of  risk.  Thus,  inv?^tors  are  forced  to  not  do  business  in  states  that  create  this  type 
of  risk. 


It  is  recommended  that  Congress  consider  appropriate  methods  to  preempt 
state  super-lien  laws  which  apply  to  mortgages.  Such  measures  should  aim  to  keep 
mortgage  credit  flowing  to  all  areas  based  on  need  and  demand  for  mortgage  credit 
and  spread  the  cost  of  cleaning  up  hazards  over  a  large  number  of  units. 

a    LAWS  AFFECHNG  COMPETITION  AND  THE  COST  OF  MORTGAGE 


Opportimities  exist  for  increasing  competition,  and  thereby  redudng  costs 
of  services  ?n  real  estate  transactions.  Additiondly,  confusion  and  paper  costs  as- 
sodated  with  truth-in-lending,  real  estate  transactions,  and  interest  reporting  require- 
ments can  be  addressed  legislatively. 


FINANCi: 
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X.  Trnth-in-Lendlng  Act  (TIL) 


m  requires  mortgage  lenders  quote  the  Annual  Percentage  Rate  (APR) 
over  the  telephone.  However,  prospective  applicants  typically  do  not  shop  based  on 
the  APR,  which  they  usuaUy  do  not  understand.  Prospective  applicants  want  to  know 
"the  interest  rate  and  total  pomts,"  not  the  APR  The  APR  is  more  likely  to  confuse 
borrowers  than  to  help  them.  On  the  other  hand,  a  quote  that  discloses  the  "rate  and 
points"  gives  the  prospective  borrower  a  clearer  picture  of  the  amount  of  cash  re- 
quired at  cipsmg  and  the  amount  of  monthly  payment  on  the  mortgage. 


TIL,  therefore,  should  be  amended  to  pcnnit  lenders  to  make  telephone 

quotesora  '  'ertise  quotes  of  interest  rates  and  total  points  with  the  stated  proviso  that 
the  APRs  may  differ. 


2.  GUss^teagall  Act 

From  the  leadership  of  the  Senate  Banking  Committee  to  the  upper  levels 
of  the  Treasury  Department,  it  appears  consensus  is  emerging  that  it  is  time  to  repeal 
or  rewnte  the  Banking  Act  of  1933  (Glass  .Stcagall  Act).  Without  attemptmg  to 
evaluate  the  entire  set  of  issues,  we  nevertheless  see  one  clear  issue  that  relates  to 
housing  policy. 

Section  16  of  the  Glass-^teagall  Act  generaUy  prohibits  national  banks  from 
engaging  m  the  underwriting  of  corporate  securities.  Exemptions  are  provided  for  the 
underwriting  by  banks  of  government  securities,  including  government  MBSs  be- 
muse of  the  low  risks  associated  with  those  securities  due  to  their  explicit  or  implicit 
Federal  government  backing. 

banks  may  also  underwrite  privately  issued  securities  abroad  and  are 
leaders  m  the  Eurobond  markets.  Ironically,  what  they  can  do  under  current  law  is 
somewhat  mconsistent  with  what  they  cannot  do.  For  example,  a  bank  may  purchase 
whole  loans  from  an  origmator,  then  issue  and  underwrite  its  own  MBS  collateralized 
by  those  mortgages,  but  if  the  originator  itself  issued  the  identical  MBS  collateralized 
by  those  same  mortgage  loans,  then  flit  bank  would  be  prohibited  from  undenvriting 
theoffenng.  ^ 

The  undenvriting  of  privately  issued  MBSs  is  exceptionally  concentrated 
among  a  relatively  few  investment  banking  firms.  Permitting  bank  and  thrift  holding 
company  affiHates  to  underwrite  privately  issued  MBSs  would  significandy  increase 
Uie  number  of  competitors  in  the  marketplace,  and  should  thereby  lead  to  lower  un- 
derwriting costs  and  more  investors  at  the  local  or  regional  level.  This  should  create 
greater  liquidity  for  the  secondary  tcrngagc  market  and  perhaps  somewhat  lower 
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interest  rates  for  homebuyers.  The  increased  number  of  participants  underwriting 
MBSs,  both  on  local  and  national  levels,  would  help  ensure  that  mortgage  credit  is 
available  in  all  parts  cf  the  country,  thus  increasing  its  availability  as  well  as  afford- 
ability.  It  would  be  another  step  tow*  '  expanding  the  private  nonagenc>--rclated 
market  for  mortgage  securities. 

It  is  recommended  that  bank  and  thrift  holding  company  affiliates  be 
authorized  to  underwrite  a  full  range  of  privately  issued,  nonagen<y-related 
mortgage-backed  securities. 

a  FEDERALTAXPOUCY 

A  comprehensive  national  housing  policy  i%  incomplete  without  ^ving  con- 
dderation  to  taxation  and  specific  tax  issues  that  affect  homeownership  nnd  rental  af- 
fordability,  a  major  facto*-  the  ability  to  afford  a  home.  Tax  laws  historically  have 
also  been  employed  as  uiceiitives  to  investors  to  build  and  own  rental  housing,  espe- 
cially for  lower  income  families  and  individuals. 

1,  The  Tax  Refonn  Act  of  1986 

WhUe  the  Tax  Refonn  Act  of  1986  has  been  perceived  to  make  real  estate 
somewhat  less  attractive  to  commerdal  investors,  the  Act  does  provide  for  the  con- 
tinuation of  certain  tax  laws  that  help  to  entourage  homeownership  for  individuals: 

a.  Mortgage  interest  (generally)  for  primary  and  secondary  residences 
remains  deductible. 

b»  Real  property  taxes  remain  fully  deductible. 

c  The  deferral  of  taxation  on  gains  from  a  prindpal  residence  sale  (if  an 
equal  or  higher  priced  residence  is  purchased  within  two  years)  remains  in  effect. 

«L  The  one-time  exclusion  of  gains  from  a  principal  residence  sales  for  tax- 
payers over  55  remains  in  effect 

The  Act  also  induded  an  extremely  powerful  tool  for  generating  funds  for 
housing  through  REMICs.  The  new  legislation  overcomes  the  obstacles  of  CMOs  in 
providing  for  multiple  class  securities.  This  is  an  example  of  legislation  that  allows  for 
the  full  integration  of  the  home  mortgage  and  national  capital  markets. 

The  Tax  Refonn  Act  of  1986  made  the  positive  changes  that  will  help  to  en- 
courage investor  partidpation  in  certain  t^pes  of  programs  but  included  other 
provisions  that  discourage  pariicipa  :on.    For  example,  a  new  tax  credit  was 
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established  that  wil)  aid  investors  in  low-income  multifamily  rental  housing;  however, 
new  restrictions  wire  placed  on  the  volume  of  tax-exempt  bonds  a  state  may  issue  and 
on  the  number  and  income  requirements  of  low-income  households  in  a  given  project, 
which  may  have  t'uc  effect  of  eliminating  the  production  of  the  low-  and  moderate- 
income  units.  Other  changes  to  the  tax  cede  that  will  seriously  affect  construction  of 
rental  housing  are:  the  investment  interest  limitations,  the  changes  in  depreciation 
(period  and  amortization  method),  the  rept,  *  of  the  capital  gains  exclusion,  the  at- 
risk  rules,  and  the  passive  loss  rules. 

Mortgage  revenue  bonds  and  mortgage  credit  certificates  are  also  examples 
of  tax  incentives  that  are  used  to  encourage  funds  for  low-  and  moderate-income 
housing  by  providing  for  tax-exempt  interest  and  tax  credits.  Though  the  revenue 
bonds  have  been  elective  in  the  past,  greater  restrictions  have  evolved  which  make 
them  less  and  less  Attractive.  Mortgage  credit  certificates,  however,  remain  attractive 
for  homebuyers  who  are  able  to  utilize  tax  credits. 

2.  Recomr-endations 


Future  tax  policy,  both  from  the  legislative  and  regulatory  perspectives, 
must  be  an  integral  part  of  the  establishment  of  a  national  housing  policy.  Maintain- 
ing tax  lavvs  that  encoura^,e  home  ownership  must  be  a  key  element  Further,  tax  laws 
that  avoid  causing  unnecessary  hurdles  to  investor  partidpation  in  the  mortgage 
markets  will  help  provide  the  func's  that  are  essential  for  housing  transactions.  Final- 
ly, tax  policy  should  be  revisited  with  a  view  toward  assuring  that  adequate  incentives 
exist  for  investment  in  rental  housing  particularly  for  lower  income  families  and  in- 
dividuals. More  spedfically: 

a.  The  deductib  ility  of  mortgage  interest  and  real  property  taxes  should  be 
retained,  as  well  as  other  tax  laws  that  encourage  homeownership. 

b.  REITs  should  be  enabled  to  issue  REMICs  on  a  basis  fully  equal  with 
that  of  other  issuers. 

c  With  respect  to  tax  treatment  of  rental  housing,  particularly  for  lower 
income  families  and  individuals  and  congrega.3  living,  MBA  supports: 

(?.)  A  material  partidpation  exception  for  real  estate,  which  would 
allow  the  use  of  passive  losses  from  rental  real  estate  activities  to  of- 
feet  other  income  without  limitation. 

(2.)  All  cash-out-of-pocket  ownership  and  operating  expenses 
should  be  currently  deductible  against  any  income. 
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(3.)  Construction  period  interest  and  taxes  should  be  amortized  over 
10  years. 

(4.)  Limits  on  the  volume  of  tax-exempt  bonds  ♦hat  may  be  issued  for 
the  financing  of  low-income  rental  housing  should  be  removed. 
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Xn.  Approaches  to  Reducing  Housing  Costs 

In  a  real  sense,  all  of  the  recommendations  in  thh  report  aim  at  reducing  housing 
costs. 

But  there  are  a  number  of  significant  opportunities  not  mentioned  else- 
where that  are  well  worth  addressing,  and  that  Is  the  purpose  of  this  chapter.  As  an 
orgam'zation  of  members  specializing  in  the  business  c  ;eal  estate  lending,  ihe 
analysis  and  recommendations  focus  almost  exclusively  t  .  this  area  that  we  know 
best:  mortgage  finance. 


In  particular,  the  Mortgage  Bankers  Association  of  America,  together  with 
other  lender,  investor,  and  housing  groups,  plans  a  major  broad-based  initiative  in  the 
months  and  even  years  ahead  to  streamline  the  entire  process  of  making  and  financ- 
ing mortgage  loans.  If  serious  inroads  can  be  made  into  the  costs,  and  the  lengthy  time 
it  takes  to  make  a  loan,  then  si:';iificant  progress  can  be  made  in  reducing  housing 
costs.  There  art*  as  explained  below,  numerous  ways  in  which  public  agendes  can 
help  in  moving  toward  this  objective. 


A.    STREAMUNING  THE  MORTGAGE  PROCESS 

While  simplification  of  the  mortgage  process  has  appeal  to  all  participants, 
it  will  be  particularly  beneficial  to  homcbuyers.  The  purchase  of  a  home  is  usually  the 
most  important  transaction  that  the  typical  person  enters  into  during  his/her  Ufetimc. 
It  is  not  surprising  that  many  approach  the  mortgage  process  with  considerable 
trepidation.  What  is  disappoinung  is  that  many  homebuyers  leave  the  closing  table 
frustrated  and  confused  about  the  complexity  of  the  current  process. 

An  overly  complicated  mortgage  system  also  creates  unnecessary  expenses 
for  the  mortgage  finance  industry:  for  lenders,  builders,  and  Realtors.  Processing 
time,  training,  and  staffing  costs  in  general  ha/e  risen  dramatically  in  order  to  keep  up 
with  Uie  new  mortgage  products  and  regulatory  requirements  that  are  being 
developed  and  modified.  Investors,  insurers  and  government  agencies  must  spend 
valuable  staff  resources  answering  repetitive  questfons  about  policy  interpretations 
and  required  forms. 

The  current  mortgage  process  holds  promising  opportunities  for  streamlin- 
ing in  two  key  areas:  (1)  forms  used  to  process  cases,  and  (2)  the  processing  require- 
ments themselves. 
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The  number  of  forms  required  for  the  origination  of  a  loan  is  probably  the 
most  visible  evidence  of  the  unnecessary  complexity  of  the  current  process  to  the 
public.  Congress  has  already  passed  legislation  mandating  Federal  agencies  (Federal 
Housing  Administration,  Veterans  Administration  and  the  Farmers  Home  Ad- 
ministration) to  develop  common  forms.  In  addition,  there  has  been  an  industry-wide 
effort  to  develop  the  Uniform  Residential  Appraisal  Report.  FHA,  VA,  Fannie  Mae, 
and  Freddie  Mac  implemented  this  form  in  1987.  The  borrower  application,  verifica- 
tion forms  and  closing  documents  arc  three  further  examples  of  areas  where  forms 
can  be  eliminated,  consolidated  with  another  form  or  developed  into  a  common  fom 
acceptable  to  all  originators,  insurers,  and  investors. 

Increased  processing  requirements  have  resulted  largely  from  the 
foreclosure  and  loss  problems  of  recent  years.  While  improvements  have  been  made 
to  develop  uniform  underwriting  requirements  among  the  various  insurers  and  inves- 
tors, there  still  remain  numerous  variations  that  make  the  current  process  too  com- 
plicated. It  should  be  emphasized  that  underwriting  variations  will  alw&j.  (anci 
should)  remain  because  of  the  different  strata  of  buyers  served  by  the  various  phiyers 
in  the  housing  market.  However,  at  a  minimum,  each  federally  related  agency  could 
use  the  same  method  to  perform  a  particular  processing  requirement. 

L   Specific  Flans- Agency  Related 

An  industry-wide  effort  is  underway  to  promote  simplification  of  the 
mortgage  process.  Participants  include  all  of 'he  major  insurers  and  investors  (FHA, 
VA,  Fannie  Mac,  Freddie  Mac,  and  private  mortgage  insurance  companies  (Mis)) 
and  interested  trade  associations  (e.g..  Mortgage  Bankers  Association  of  America, 
National  Association  of  Realtors,  National  Association  of  Home  Buildf  rs,  American 
Land  Title  Association,  and  U.S.  League  of  Savings  Institutions).  Examples  of  major, 
Federal  agency  oriented  initiatives  for  the  period  immediately  ahead  are  as  follows. 

a*  Revise  FHA's  ARM  disclosure  requirements.  At  present,  the  Federal 
Financial  Institutions  Examination  Council  (FFIEC)  is  continuing  to  examine  the 
ARM  disclosure  issue.  They  are  in  the  process  of  developing  a  standard  hypothetical 
worst-case  scenario.  However,  Section  241  of  the  National  Housing  .Act  requires  bor- 
rowers to  receive  a  worst  case  scenario  that  differs  with  the  proposed  form  being 
developed  by  the  Council.  It  would  simplify  the  ARM  disclosure  process  if  the 
Council's  form  would  also  be  acceptable  in  FHA  transactions. 

b»  Exempt  VA  f  n  Gramm-Rudman  sequestration  requirements.  Be- 
cause of  Gramm-Rudman  requirements,  VA  f  Id  stations  have  developed  an 
elaborate  tracking  system  which  uses  valuable  VA  staff  time  as  well  as  the  time  of 
lender  personnel.  Before  each  loan  is  closed,  the  lender  must  obtain  by  telephone  a 

XII-2 


465 


Loan  Authorization  Tracking  System  (LATS)  number.  It  is  extremely  time  consum- 
ing and  takes  7A  staff  swzy  from  more  important  processing  steps  that  can  delr.y  the 
closing  and  guaranty  of  VA  home  loans.  This  situation  would  be  dleviated  by  exempt- 
ing the  VA  loan  program  from  the  Gramm-Rudman  sequestration  requiremer 

a  Permit  lenders  to  process  VA  appraisals.  Similar  to  FHA's  Direct  En- 
dorsement Program,  lenders  should  be  allowed  to  be  responsible  for  reviewing  VA 
appraisals  and  determining  the  value  of  property  for  guaranty  purposes.  Since  lenders 
hold  ultimate  liability  under  the  no-bid  process,  they  have  ev^ry  inv^entive  to  ensure 
the  accuracy  of  the  appraisal.  This  action  will  also  free  up  V A  staff  to  perform  other 
more  critical  monitoring  duties. 

<L  Permit  qaalifled  lenders  to  issue  HUD  mortgageinsurance  certificates 
and  VA  loan  guarantee  certificates.  Backlogs  exist  in  the  government  agency  in- 
surance endorsement  areas.  If  responsible  lenders  were  given  the  authority  to  issue 
their  own  certificates,  delays  could  be  avoided  in  delivering  loans  to  the  secondary 
market.  As  a  result,  cost  savings  could  be  realized  by  consumers.  Eligible  lenders 
would  be  determined  by  review  of  default  and  claim  data  that  ea<*h  agency  maintains. 
Pardcipation  would  be  limited  to  those  lenders  which  are  within  acceptable  ranges  of 
performance.  In  this  way,  lenders  would  be  given  substantial  incentive  to  process 
cases  in  a  quality  manner. 

2.   Other  Mortgage  Streamlining  Steps 

Beyond  these  broad  agency-related  initiatives  lies  an  extensive  range  of 
streamlining  opportunities  throughout  the  mortgage  lending  land  'ape.  They  are 
listed  here  as  suggestive  of  the  many  attempts  currently  underway  to  reduce  housing 
costs  through  simplifying  and  streamlining  the  lending  process. 

a*  Appraisals*  We  should  aim  to  develop  uniform  appraisal  instructions 
and  uniform  policy  on  appraisal  standards,  definitions  and  appraiser  eligibility  re- 
quirements. We  should  also  develop  a  standard  length  of  time  for  an  aporaisal.  The 
length  of  time'for  which  an  appraisa!  is  vpUd  ranges  from  120  days  to  6  months  on  ex- 
isting construction.  Consideration  should  also  be  given  to  evaluating  the  develop- 
ment of  a  market-based  approach  to  the  term  of  an  appraisal.  We  could  reduce  the 
number  of  required  appraisal  exhibits  and  we  should  seek  ways  to  use  automation  to 
improve  uie  appraisal  process. 

b.  Form  documenUtion.  Attention  should  be  directed  to  development  of 
common  forms  for  borrower  applicatictis  and  verifications  of  employment  and 
deposit.  In  addition,  forms  required  to  process  inv^istor  and  buydown  applications 
should  be  standardized. 


XII-3 


47Q 


ERLC 


78-5A1  0-87-16 


466 


c  Closings.  Here,  too,  opportunities  exist  to  develop  more  standard 
mortgage  documentation.  For  instance,  consideration  should  be  given  to  corsolida- 
♦:on  of  certifications  and  warranties.  At  present,  borrowers  are  required  *j  sign  a 
variety  of  tifidavits  and  certifications  at  closing.  It  may  be  possible  to  develop  generic 
Nvarranties  and  certifications.  Perhaps,  too,  we  could  hope  to  develop  model  legisla- 
tion permitting  the  release  or  satisfaction  of  mortgages  by  affidavit  after  proper  pay- 
ment and  notice.  Another  step  would  be  to  establish  a  standard,  adequate  length  of 
time  for  surveys.  Often  on  refinances  and  other  transactions,  a  survey  will  have  been 
performed  within  a  year  of  the  new  closing.  In  such  instances,  it  should  not  be  neces- 
sary to  undergo  the  time  and  expense  of  a  full  new  survey. 

B.    THE  CONSUMER  AND  MORTGAGE  SERVICING 

Throughout  the  term  of  a  homeowner's  mortgage,  the  most  enduring  but 
also  most  poorly  understood  relationship  he  or  she  has  with  the  housing  industry  is 
with  the  finanrial  institution  servicing  the  mortgage.  In  developing  a  national  hous- 
ing policy,  it  is  important  to  address  the  costs  L.id  inefficiencies  that  are  arising  from 
the  growing  number  of  different  state  laws  dictadng  how  mortgage  '^nding  and  serv- 
icing must  be  conducted. 

The  ability  of  mortgage  lenders  to  transfer  (sell  and  buy)  mortgage  servic- 
ing rights  allows  the  industry  to  operate  efficiently,  and  to  maKe  loan  originations  pos- 
sible in  a  large  number  of  local  communities  while  concentrating  servicing  in  fewer 
areas.  Servicing  rights  to  over  S 100  billion  of  mortgage  loans  were  bought  and  sold  in 
1986.  The  market  for  mortgage  servicing  mushroomed  further  in  1987.  These  trans- 
fers help  keep  r  ortgage  costs  low  by  enabling  large-scale,  specialized  servicing  firms 
to  take  advantage  of  economies  of  large-scale  operations. 

Servicing  transfers  require  labor-intensive,  time-consuming,  complicated 
efforts  between  the  buyers  and  sellers  that  involve  tight  timetables,  creation  of 
thousands  of  documents,  and  multiple  parties  to  the  traiisaction.  Transfers  must  oe 
conducted  carefully  according  to  strict  operational  guidelines  in  order  to  avoid  cus- 
tomer disruption  and  inconvenience. 

Four  states  (New  Mexico,  Minnesota,  Maryland,  and  Colorado)  already 
have  enacted  laws  that  govern  servicing  transactions.  Other  state  legislatures  are  con* 
templating  legislation  to  address  loan  servicing  transfers.  Some  of  the  regulations  ap- 
pear reasonable  and  seem  to  codify  good  business  practices.  However,  variations  in 
these  laws  negatively  affect  the  transferability  of  servicmg  across  state  lines  and  add 
substandally  to  the  cost  of  servicing  a  mortgage.  Examr  l-zs  of  the  nfew  requirements 
include:  (1)  requiring  lenders  to  maintain  f  fficcs  in  the  state  in  which  the  mortgaged 
property  located;  and  (2)  providing  notices  to  the  homeowner  from  both  the  selling 
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i'jttd  buying  lender.  Such  laws  discourage  out-of-state  lenders  from  providing  housing 
finance  in  the  affected  state.  The  cost  of  main»5inin;$  branch  offices  for  servicing 
would  be  prohibitive. 

With  regard  to  notifications,  prompt  notice  to  the  borrower  is  in  the 
lender's  best  interest  to  assure  uninterrupted  monthly  payments,  minimize  customer 
relation  problems,  and  provide  a  smooth  trans-*ion.  But  this  type  of  state  law  creates 
problems  because  of  widely  varying  time  frames  and  requirements  governing  which 
party  must  give  notice,  and  the  form  and  content  of  the  notifications. 

The  Mortgage  Bankers  Association  of  America  has  developed  a  set  of 
"Mortgage  Servicing  Guidelines"  that  could  be  the  framework  for  uniform  servicing 
practices  for  aU  lenders.  MBA  has  urged  its  members  to  adhere  to  these  guidelines 
because  they  r^5flect  a  level  of  service  that  the  Association  sUongly  endorses.  We  en- 
courage others  to  do  the  same.  The  guideHnes  set  forth  the  specific  responsibilities 
of  buyers  and  sellers  of  servicing  to  borrowers  and  to  each  other.  They  set  specific 
timetables  for  required  actions,  customer  service,  payment  of  taxes  and  insurance, 
and  other  administrative  functions. 
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XEDL  Coikclu^ons  and  Recommendations 

The  basic  principle  of  a  national  housing  policy  today  is  the  same  as  it  has  been  for 
half  a  century.  It  is  that  the  government  has  a  commitment  to  the  achievement  of  the 
opportunity  for  every  individual  in  America  to  have  decent  shelter  at  an  affordable 
price  or  rental  rate. 

While  the  principle  has  not  changed,  there  are  significant  new  develop* 
ments  that  must  be  addressed  currently  and  in  the  T'lture.  Most  importantly,  housing 
affordability  has  become  a  worsening  burden  over  the  past  decade,  especially  for  low- 
income  renters.  It  is  not  untypical  for  very  low-income  people  to  pay  over  half  their 
income  for  housing  expenses,  not  leaving  enough  to  adequately  provide  for  other 
necessities  of  life. 

It  is  time  to  restore  housing  to  a  lofty  place  on  the  list  of  national  priorities. 
We  have  tried  to  provide  the  vision,  the  analysis,  the  foundations,  and  finally  the 
building  blocks  for  a  comprehensive  new  housing  policy.  We  offer,  too,  for  as  long  as 
it  takes,  the  commitment  to  see  these  programs  through  to  reality. 

The  following  summarizes  all  of  the  recommendations— all  of  the  building 
blocks — of  this  repoi 

A.    MACROECONOMIC  POUClES 

A  cornerstone  of  housing  policy  for  the  future  should  be  macroeconomic 
poHcies  to  promote  lower  real  interest  rates,  which  are  still  high  by  historical  stan- 
dards. 

1.  The  government  should  move  toward  redudng  the  Federal  budget 
deficit,  reducing  direct  Federal  borrowing,  and  reducing  real  interest  rates.  It  would 
be  difficult  to  identify  any  single  step  that  would  be  of  greater  long-term  benefit  to  im- 
prove the  affordability  of  housing. 

2.  Federal  tax  policy  should  encourage  a  higher  national  savings  rate, 
which  in  turn  would  help  lower  real  interest  lates.  To  achieve  this  objective,  ways  to 
reduce  our  heavy  reliance  on  the  individual  income  tax  as  a  source  of  revenue,  and 
shift  toward  some  broader  based  sales  tax  or  value  added  tax,  with  appropriate  exemp- 
tions to  avoid  regressivity,  should  be  considered. 


469 


B.  HOMEOWNERSHIP 

1.  Homeowuer.iiip  should  be  a  coraerstone  of  American  housing  poh'cy. 
Homeovmership  provides  opportunities  as  varied  as  the  American  people  them- 
selves. It  provides  the  opportunity  for  independence,  individualism,  self-expressiop, 
and  a  sense  of  fulfillment.  Homeownership  gets  people  involved  in  their  community, 
its  government,  and  in  the  private  property  system— if  builds  good  citizens. 
Homeownership  provides  a  place  of  security  and  sense  of  belonging  that  forges 
stability  and  solid  family  ties. 

2.  Homeownership  can  be  promoted  through  the  Federal  tax  system.  In 
addition  to  measures  already  in  place,  it  would  be  appropriate  to  consider  permitting 
first-time  homebuyers  to  withdraw  funds  from  IRAs,  without  tax  penalties,  to  make 
downpayments  on  homes  purchased.  Existing  IRAs  could  be  used  for  that  purpose, 
and  persons  eligible  for  IRAs  under  current  law  could  look  forward  to  fUture 
withdrawals  of  funds  from  their  IRA  for  making  a  downpayment  on  their  first  home. 

3.  To  encourage  the  flexibility  and  innovation  that  the  FHA  needs  to  best 
meet  its  mission  of  facilitating  the  opportunity  of  homeownership  and  adequate  rental 
housing  for  low-  and  moderate-income  homebuyers,  the  Federal  government  should: 

a.  Redefine  the  FHA  maximum  mortgage  ceiling  as  the  greater  of 
$101^250  or  95  percent  of  an  area's  median  sales  price.  The  maximum  mortgage  ceil- 
ing is  intended  to  target  FHA  activity  to  moderate-mcome  homebuyers.  However,  it 
is  important  that  it  have  generally  equitr.ble  applicability  for  the  entire  country. 
While  the  indexing  concept  introduced  in  1979  is  supportable,  the  maximum  cap  of 
$90,000  has  served  to  exclude  many  middle-income  families  in  high-cost  areas.  The 
scarcity  of  FHA  mortgage  activity  in  many  of  the  metropolitan  areas  around  New 
York,  San  Francisco,  and  other  high-cost  cities  documents  this  problem.  By  redefin- 
ing the  ceiling,  FHA  activity  would  generally  be  confined  to  the  lower  half  of  the  hous- 
ing market,  but  would  be  available  on  an  equivalent  basis  to  homebuyers  regardless 
of  where  they  live. 

b.  Remove  the  cap  on  FHA  ARM  activity  and  permit  FHA  to  insure 
ARMs  with  2  percent  interest  rate  increases  per  year  with  a  5  percent  lifetime  cap. 

c  Make  FR\*^?  insurance  authority  permanent,  and  eliminate  the  credit 
budget  limitation  on  FHA  activity. 

d.  Strengthen  the  shared-equity  program  by  redudng  the  maximum  allow- 
able loan-to-value  ratio  to  85  percent  where  the  relationship  between  the  parties  is 
strictly  a  financial  one.  Since  1983,  FHA  has  allowed  shared-equity  an-angements 
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where  the  investor  has  no  interest  other  than  a  financial  one  to  obtain  high-ratio  loans. 
As  a  Jesuit,  sellers  have  used  this  program  as  a  means  of  selling  their  homes  to  other- 
wise itiqualified  borrowers. 

e.  Implement  a  demonstration  reverse  annuity  mortgage  (RAM)  FHA  in- 
surance program  as  soon  as  possible  and  continue  the  research  undertaken  by  HUD 
on  this  subject  Because  of  the  uncertainty  of  secondary  market  acceptance  of  a 
reverse  annuity  mortgage  instrument,  as  well  as  problems  of  dealing  with  the  elderly 
at  the  end  of  the  annuity  period,  HUD  should  take  a  very  active  role. 

t  Consider  exceptions  for  mortgages  on  rural  housing  to  the  current  FHA 
requirements  that  the  mortgagee  conduct  a  face-to-fece  interview  and  perform  other 
duties  that  discourage  lender  participation.  In  addition,  currently  loan  correspon- 
dents must  fulfill  a  $25,000  net  worth  requirement,  which  inhibits  participation  in  the 
program,  and  which  should  be  waived  in  rural  areas  if  the  lender  purchasing  a  loan 
from  a  correspondent  assumes  liability  for  quality  control  over  the  purchased  loan. 

Provide  HUD  with  an  efficient  organization  and  adequate  staffing  to 
cany  out  its  programs.  Specifically; 


(10  Reorganize  the  HUD  field  office  structure  so  that  HUD  field  of- 
fices report  directly  to  headquarters.  At  present,  the  FHA  Commis- 
sioner does  not  have  direct  control  over  HUD  field  offices  that  cany 
out  FHA's  programs.  Under  the  current  structure,  the  FHA  Commis- 
sioner cannot  establish  work  priorities  for  field  offices.  To  administer 
a  program  of  the  size  of  FHA's  effectively,  it  is  essential  that  FHA  have 
direct  control  over  field  office  operations. 

(20  Fund  a  comprehensive  training  program  so  that  FHA  will  have 
an  adequate  number  of  employees  ready  to  step  in  when  current 
employees  retire  or  resign. 

(30  Establish  a  grade  structure  that  will  assure  that  FHA  salaries  are 
comparable  to  what  individuals  receive  in  private  industry.  Otherwise, 
FHA  will  not  be  able  to  attract  and  retain  the  type  of  talent  necessary 
to  manage  a  multr*billion  dollar  agency. 

(40  Exempt  FHA  staffing  from  sequestration.  With  the  implemen- 
tation of  the  Gramm-Rudman  provisions,  FHA  staff  may  be  subjected 
to  additional  cu  ts  if  sequestration  occurs.  Since  the  principal  nature  of 
FHA  work  is  the  review  of  lender  processing  under  Direct  Endorse- 
ment, the  FHA  situation  is  analogous  to  that  of  the  Federal  Savings 
and  Loan  Corporation  and  Federal  Deposit  Insurance  Corporation. 
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4.  Congress  and  the  Administration  should  assert  their  coramitment  to  the 
V/  guaranty  program  with  adequate  support  both  in  the  funding  for  and  in  the  ad- 
ministration of  the  program.  The  VA  loan  guaranty  should  be  reaffirmed  as  an  im- 
portant veterans'  entitlement  to  be  preserved.  Funding  levels  should  be  sufficient  to 
keep  the  program  solvent.  To  maintain  and  strengthen  ihe  VA  program,  several 
speciHc  actions  should  be  taken: 

a.  The  VA  maximum  guaranty  should  be  inaeased  to  at  least  keep  pace 
with  inflation.  The  VA  maximum  guaranty  amount  of  $27,500  has  not  been  changed 
since  1980.  As  a  result,  the  guaranty  amount  has  failed  to  keep  pace  v/ith  apprecia- 
tion in  home  sales  prices,  which  have  increased  some  31  percent  during  the  past  seven 
years,  as  measured  by  the  median  price  of  all  homes  sold. 

b.  The  VA  should  be  authorized  to  guarantee  ARMs  without  a  statutory 
limit  on  the  number  of  loans  that  can  be  guaranteed.  Conventional  and  FHA 
mortgage  markets'  acceptance  of  ARMs  has  demonstrated  they  are  beneficial— per- 
mitting borrowers  and  lenders  to  tailor  transactions  to  borrowers'  needs. 

c  The  VA  no-bid  formula  should  be  amended  to  address  the  problems  of 
economically  distressed  areas  and  to  reduce  or  eliminate  the  penalty  to  leaders  when 
the  foreclosure  process  is  delayed  and  the  delay  is  beyond  the  control  of  the  lender. 

(!•)  In  no-bid  cases  when  the  property  value  has  declined  more  than 
15  percent,  the  lender  should  have  the  option  of:  (a.)  taking  the 
guaranty  amount  and  retaining  title  to  the  property,  or  (b.)  conveying 
the  property  to  VA  and  forfeiting  5  percent  of  the  outstanding  indeb- 
tedness at  the  time  of  liquidation. 

(2.)  Lenders  should  be  delegated  the  authority  to:  (a.)  order  the  pre- 
foreclosure  appraisal,  (b.)  make  the  required  calculation  to  determine 
whether  the  VA  should  pay  the  guaranty  amount,  and  (c)  determine 
the  appropriate  bidding  instructions  at  the  foreclosure  sale. 

(30  Interest  that  accrues  after  the  lender  is  ready,  willing,  and  able  to 
foreclose  should  not  be  included  in  the  debt  amount  used  in  the  cal- 
culation to  determine  whether  there  is  a  no-bid.  If  the  VA  acquires  the 
property,  the  VA  should  reimburse  the  lender  for  the  accrued  interest 

(40  Delays  caused  by  circumstances  beyond  the  control  of  the  VA  or 
the  lender,  such  as  bankruptcy,  should  be  considered  in  adjusting  the 
calculation.  The  lender  should  have  the  option  to  forfeit  accrued  in- 

XIII-4 


472 


tcrcst  in  exchange  for  not  having  that  interest  included  in  the  no-bid 
calculation. 

(5.)  Cost  of  delays  caused  by  forbearance  requested  by  tiie  VA  in  the 
hope  of  avoiding  foreclosure  should  not  be  charged  to  the  lender.  In- 
terest that  accrues  during  the  forbearance  period  should  not  be  in- 
cluded in  the  no-bid  calculation.  The  lender  should  be  reimbursed  by 
the  VA  for  the  interest  accrued  during  the  delay  if  the  VA  does  acquire 
the  property. 

(6.)  Greater  use  should  be  made  by  the  VA  of  the  deed-in-lieu  of 
foreclosure  procedure.  Acceptance  of  a  deed-in-Iieu  of  foreclosure 
reduces  the  cost  of  acquiring  a  property,  while  preserving  a  veteran 
borrower's  credit  record— it  is  often  the  most  fair  and  expeditious 
route,  particularly  in  cases  where  the  default  is  caused  by  adverse 
economic  circumstances  beyond  the  veteran's  control. 


d.  There  should  be  adequate  staffing  for  the  loan  guaranty  program  in  all 
field  offices,  and  adequate  training  levels  must  be  restored  so  that  veterans  and 
program  partidpants  will  receive  a  proper  level  of  service. 

e.  A  systematic  plan  to  consolidate  field  office  loan  guaranty  functions  in 
the  VA  home  loan  program  should  be  implemented.  The  very  small  offices  are  just 
too  ineffident 

C  THESECO^^DARYiVlARKET 
I  GinnieMae 

a»  Ginnie  Mae  should  be  free  to  operate  the  MBS  program  without 
restraint  or  limitation  set  by  Congress  on  the  dollar  amount  of  commitments  the  agen- 
cy can  grant  each  fiscal  year  to  approved  lenders  for  the  issuance  of  guaranteed  MBSs. 

b.  Ginnie  Mae  must  be  fully  equipped  with  sufficient,  well  trained  staff  to 
administer  its  program. 

c.  Securities  laws  and  regulations  should  be  evaluated  to  ensure  maximum 
use  of  technologically  advanced  systems.  This  is  needed  espedally  in  light  of  Ginnie 
Mae's  recent  requirement  for  its  guaranteed  securities  to  be  issued  and  held  in  the 
Mortgage  Backed  Securities  Gearing  Corporation,  a  privately  owned  and  operated 
depositoiy  for  Ginnie  Mae  securities. 
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2.  Fannie  Mae 

a.  Legislation  should  be  enacted  to  prevent  the  imposition  of  any  new  or 
higher  ''user**  fees  on  Fannie  Mac. 

b.  Congress  should  confirm  Fannie  Mae's  unlimited  authority  to  issue 
REMICS,  which  offer  the  promise  of  lowering  mortgage  rates  for  consumers.  Fannie 
Mae  has  proven  to  be  a  leader  in  setting  the  standard  for  these  new  types  of  mortgage- 
related  securities. 

c  Fannie  Mae  should  be  grante d  permanent  authority  to  supply  funds  for 
second  mortgages.  Fannie  Mae's  authority  to  buy  and  sell  conventional  second 
mortgage  loans  expires  during  1987.  The  second  mortgage  program  operated  by  Fan- 
nie Mae  has  proven  to  be  a  safe  tool  for  consumers  to  finance  their  housing  transac- 
tions, and  it  is  espedally  important  in  light  of  concerns  about  the  safety  of  home  equi- 
ty seconds,  a  type  of  loan  Fannie  Mae  does  not  buy. 

3.  FVeddieMac 

a.  Freddie  Mac  should  not  be  required  to  pay  any  additional  taxes  or  user 
fees  beyond  those  which  it  currently  does. 

b.  Freddie  Mac,  like  Fannie  Mae,  should  be  confirmed  as  having  per- 
manent and  unlimited  authority  to  issue  REMICs. 

c  Freddie  Mac,  like  Fannie  Mae,  should  have  permanent  authority  to  buy 
second  mortgages. 

d.  Freddie  Mac's  stock  should  be  offered  for  sale  to  its  entire  diverse 
seller/servicer  network,  as  well  as  the  general  public.  Currently,  there  are  in  place  un- 
necessary restrictions  on  ov/riership  of  the  Corporation's  stock. 

4.  Mortgage-Backed  Securities 

a.  The  SMEEA  definition  of  "mortgage-related  security"  should  be 
amended  to  cover  MBSs  receiving  one  of  the  top  four  categories  used  by  at  least  one 
nationally  recognized  rating  organization. 

b.  The  SEC  should  explore  appropriate  ways  to  assure  that  private  invest- 
ment grade  MBSs  (i.e.,  private  MBSs  receiving  one  of  the  four  highest  ratings  by  a  na- 
tionally recognized  statistical  rating  organization)  are  not  burdened  with  excessive  net 
capital  requirements.  This  would  encourage  more  broker/dealers  to  carry  larger 
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amounts  of  private  MBSs  in  their  inventories  and  result  in  greater  liquidity  for  these 
MBSs,  which  in  turn  should  tend  to  lower  interest  rates  to  borrowers  and  help  develop 
the  private,  nonagency-rclated  market  for  mortgage-backed  securities. 

c  Congress  and  the  SPC  should  explore  ways  to  exempt  from,  or  reduce 
the  costs  0^  registration  requirements  under  Section  5  of  the  1933  Act  to  any  private 
investment  ^de  MBS  issues.  Statistical  ratings  may  provide  better  protection  to 
MBS  inv^tors,  both  small  and  institutional  aHke,  than  SEC  registration  because  of 
the  superior  methodology  of  analysis  developed  by  these  agencies  in  rating  private 
MBS  issues.  The  significant  cost  savings  from  a  registration  exemption  or  some  type 
of  streamlined  registration  for  investment  grade  MBSs  could  facilitate  the  furthr.r  ex- 
pansion of  the  fiilly  private  secondary  mortgage  market. 

d.  REITs  should  be  enabled  to  issue  REMICs  on  a  fully  equal  basis  with 
other  issuers. 

D.  RENTALHOUSING 

1.   Unassisted  Rental  Housing 

a.  The  income  tax  laws  should  be  readjusted  to  realistically  reflect  the 
economics  of  investments  in  rental  housing  and  congregate  living  quarters,  particular- 
ly for  lower  income  people. 

b.  The  FHA  investor  loan  program  should  be  retained  and  strengthened, 
but  with  a  maximum  allowable  loan-to-value  ratio  of  75  percent.  For  large  lower  in- 
come famiUes,  renting  a  single-family  home  is  often  their  only  option  for  housing  large 
enough  to  accommodate  them.  The  underwriting  problems  and  losses  can  be  ad- 
dressed in  a  more  precise  fashion  without  reducing  housing  opportunities  for  low-in- 
come families. 

c  The  maximum  mortgage  amounts  for  FHA  insured  projects  should  be 
increased  and  the  mortgage  amounts  inaexcd  so  that  they  are  automatically  increased 
in  accordance  with  a  formula  tied  to  an  appropriate  cost  index. 

«L  FHA  F^'ould  be  adequately  funded  to  provide  sufficient  staff  and 
resources  for  FHA  to  administer  its  programs.  We  are  particularly  concerned  that 
FHA  have  adequate,  trained  staff  at  headquarters  and  field  offices  to  promptly 
process  applications  for  fiill  insurance  for  multifamily  projects  and  to  cany  out  its 
responsibilities  under  the  multifamily  co-insurance  program. 
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e.  The  multifamily  loan  purchase  programs  of  Fannie  Mae  and  Freddie 
Mac  should  be  expanded,  and  development  of  a  secondary  market  for  multifan\ily 
mortgages  should  be  encouraged. 

2.  Assbted  Rental  Housing 

a.  The  roles  of  each  level  of  government  and  the  private  sector  should  be 
defined.  The  delivery  of  housing  assistance  is  a  shared  responsibility.  The  Federal 
government  has  a  number  of  programs  that  are  currently  working  well;  many  states 
have  viable  assistance  programs;  a  number  of  nonprofit  groups  have  developed  the 
expertise  and  the  funding  to  provide  assistance;  and  private,  profit-motivated  com- 
panies have  the  experience  and  capacity  to  produce,  finance,  and  manage  rental  hous- 
ing. These  efforts  should  be  coordinated  at  the  state  and  local  levels  to  assure  that 
housing  needs  are  addressed  in  the  most  efficient  and  effective  manner  possible. 

b.  There  are  fa  jns  best  suited  to  each  level  of  government  and  private 
sector  entities  in  providing  housing  assistance.  We  believe  that  state  and  local 
governments,  assisted  by  private  and  nonprofit  and  community  groups,  are  best  able 
to  define  their  housing  needs  and  should  have  the  responsibility  for  determining 
which  programs  best  meet  those  needs.  In  an  era  of  limited  resources,  someone  must 
be  responsible  for  determining  how  those  resources  will  be  distributed  and  we  sug- 
gest that  those  choices  should  be  made  at  the  local,  and  sometimes  state,  level. 

c.  Financial  resources  are  best  and  most  equitably  marshalled  at  the 
Federal  level.  A  certain  nu  mber  of  assistance  programs  should  be  designed  and  made 
available  at  the  national  level,  but  the  identification  of  needs  and  the  matching  of 
available  programs  to  those  needs  should  be  coordinated  at  the  state  and  local  levels. 

d  As  a  general  principle,  where  local  housing  market  conditions  allow, 
housing  policy  should  look  first  toward  the  use  and  preservation  of  the  existing  stock 
of  housing  and  surrounding  community  facilities,  before  new  construction  is  under- 
taken. However^  demand-side  programs,  by  themselves^  will  not  address  all  of  the 
Nation's  housing  needs. 

e.  In  designing  assisted  housing  programs,  a  first  step  is  to  understand  who 
needs  assistance.  The  ''needy**  are  not  a  monolithic,  homogeneous  group.  Housing 
support  is  needed  by  a  broad  spectrum  of  people  from  the  homeless,  who  generally 
need  much  more  assistance  than  just  what  adequate  housing  would  provide,  to  the 
"working  poor**  who  have  a  generally  adequate  income  but  who  are  in  areas  where  the 
cost  of  housing  forces  them  to  pay  more  than  30  percent  of  their  income  for  rent  or 
where  adequate  housing  simply  does  not  exist  Any  comprehensive  assisted  housing 
initiative  needs  to  address  lliese  various  groups  and  their  divergent  needs. 
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c  Such  an  initiative  should  focus  on  improving  exciting  concepts  and 

programs  for  three  reasons:  (1)  many  ofthe  current  programs  an  basically  sound  and 
can  be  made  more  effident  and  workable  with  only  minor  charges;  (2)  it  is  easier  to 
develop  a  consensus  on  the  value  of  and  support  for  known  programs  than  newly 
created  programs;  and  (3)  any  new  program  would  require  a  lengthy  start  up  phase 
while  guidelines  are  written,  program  partidpants  Icam  to  use  the  program  and  inves- 
tors beco me  comfortable  enough  to  invest  in  such  a  programl 

t  The  very  poor  are  best  served  through  low-rent  public  hou  sing.  Because 
the  supply  of  pubHc  housing  is  cunently  inadequate  to  meet  the  need,  national  hous- 
ing policy  should  have  a  component  for  the  construction  or  acquisition  of  new  public 
housing  units  to  ser\'e  this  group  as  well  as  the  repair  and  modernization  of  existing 
housing  projects. 

g.  All  current  programs  for  housing  senior  dtizcns,  including  the  Section 
202  program,  should  be  continued.  Consideration  should  be  given  to  repladng  direct 
loans  under  Section  202  with  an  interest  subsidy  program. 

h.  A  national  scale  and  more  universally  workable  housing  assistance 
program  for  low-  to  moderate-income  families. and  individuals  is  needed.  The  sug- 
gested program  would  have  the  following  characteristics: 

(!•)  New  construction  or  rehabilitation  of  projects  in  which  20-25 
percent  of  the  units  would  be  set  aside  for  low-income  occupancy* 

(2»)  The  projects  could  be  financed  through  FHA-insured  or  conven- 
tional mortgages  which  could,  in  turn,  be  financed  with  tax-exempt 
bonds  or  a  direct  interest  subsidy  program. 

(30  Rental  assistance  payments  (through  the  "Rental  Supplement** 
or  the  "Section  8"  programs)  would  be  available  for  the  low-income 
units  so  that  tenants  would  have  to  pay  no  more  than  30  pei  cent  of  their 
income  for  rent 

(4»)  The  rent  subsidies  would  be  contracted  for  a  20-year  term  with 
the  government  having  the  option  to  renew  the  subsidy  contracts  at  the 
end  of  20  years  if  the  units  are  still  needed  to  house  low-income 
households. 

i»  Consideration  should  be  given  to  allocating  a  portion  of  Federal  hous- 
ing assistance  funds  to  state  or  local  governments  in  the  form  of  block  grants  for  hous- 
ing. The  fiinds  would  be  allocated  in  accordance  with  a  needs-based  formula.  States 
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and  !oaIjtics  could  use  the  fiinds  cither  through  a  menu  of  estabh'shcd  Federal 
programs  or  in  programs  of  their  own  design.  They  would  dr.ddc,  set  forth  a  "plan," 
and  receive  funding  upon  approval  of  their  plan. 

j.  There  is  inherent  unfairness  in  the  way  housing  programs  are  treated  in 
the  Federal  budget  process.  One  major  reason  why  housing  programs  are  viewed  as 
so  expensive  is  the  current  practice  of  counting  the  life  cycle  cost  to  the  government 
of  the  housing  assistance.  Congress  should  redefine  its  budgeting  approach  at  least  to 
consider  alternative  calculations  for  housing  costs  such  as  a  discounted  present  value 
calculation  of  the  rental  assistance  payments. 

E.    COMMUNITY  DEVELOPMENT 

L  Enterprise  zones  deserve  a  test  on  the  national  level.  Enterprise  zone 
benefits  should  cover  both  commerdal  and  residential  rehabilitation.  In  addition  to 
such  local  incentives  as  removal  of  property  taxes  for  a  spedfied  period  o';  time  for 
new  buildings,  tax  incentives  can  be  explored  for  Federal  excise  taxes,  state  and  local 
sales  taxes,  and  expansion  of  the  targeted  jobs  tax  credit  for  businesses  within  the 
zones.  The  administration  of  enterprise  zones  incentives  should  be  on  a  local  level. 

2.  The  Community  Development  Block  Grant  program  should  be  con- 
tinued. The  program  has  been  effective  in  many  dtics  and  extremely  popular  with 
most  dty  governments  because  of  the  flexibility  that  communities  have  in  determin- 
ing where  and  how  the  money  should  be  spent  The  Urban  Development  Action 
Grant  program  should  be  continued,  but  directed  more  to  distressed  areas  with  the 
greatest  need. 

3.  The  current  Federal  tax  treatment  for  the  preservation  of  historically 
and  architecturally  significant  structures  should  be  continued. 

4.  The  Employee  Retirement  Income  Sc^curity  Act  should  be  amended  to 
permit,  where  pension  administrators  desire,  certain  amounts  of  pension  fund  hold- 
ings to  be  designated  for  public  interest  investment. 

F*  HOUSINGFORTHEELDERLY 

For  the  elderly,  housing  poHcies  are  needed  which  both  encourage  the  crea- 
tion of  new  forms  of  housing  and  the  development  of  support  systems  designed  to 
respond  to  the  needs  of  those  who  can  and  want  to  "age  in  place."  Thus,  there  is  a 
need  to  create  shelter  and  service  complexes  responsive  to  the  health  needs  of  a 
population  whose  longevity  is  accompanied  by  a  gradual  decline  in  physical  welNbeing 
and  to  the  desire  for  a  sodally  supportive  environment  But  at  the  same  time,  the 
preference  of  the  elderly  to  remain  in  their  homes  must  be  accepted  and  programs 
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formiiaicd  to  assist  Ihcm  in  making  their  odsUng  shelter  more  supportive  of  their 
physical  and  financial  needs.  To  begin  o  address  these  issues,  nau'onal  housing  policy 
should,  at  least: 

1.  Accelerate  the  adoption  and  implementation  of  the  demonstration 
projcctofFHA  mortgage  insurance  for  reverse  annuity  mortgages. 

Z  Re-cxfonine  aid  expand  HUD'y  congregate  care  program,  taking  into 
account  the  need  to  coordinate  board  and  cars  with  housing  and  shelter. 

3.  Explore  establishment  of  a  program  of  housing  vouchers  for  the  low-in- 
come, frafl  elderly,  and  handicapped  who  already  own  and  occupy  their  homes  but 
who  need  assistance  to  remain. 

4.  Convene  a  task  force  to  address  the  financing  nerds  of  housing  for  the 
elderly  acd  other  special  groups,  including  standardization  and  the  secondary  market. 
For  home  equity  conversion,  the  task  force  would  strive  for  a  financing  mechanism 
that  would  include  the  Federal  Insurance  and  the  Federal  secondary  market  agencies 
and  would  provide  the  elderly  with  certainty  and  simplicity  so  that  it  could  be  widely 
acceptable  to  investors  and  the  elderly  alike.  In  this  context,  the  Jask  force  would  be 
made  up  of  representatives  from  ptivate  enterprise  and  from  the  government 
mortgage  credit  programs. 

G.  THEnNANCmi^UlATORYANDTAXENVIRONNSENT 

Financial  regulauons  relaUng  to  housing  policy  for  the  1990s  and  beyond 
should  encourage  the  greatest  cornpcu*U*on  among  lenders  and  not  result  in  competi- 
tive advantages  based  on  ownership  type  or  whether  a  firm  is  subject  to  U.S.  or  foreign 
regulation. 

1.  A  proposed  change  ir  ne  definition  of  primary  bank  capital  could  have 
an  impact  on  compe''*'  jn;  result  ir  structural  changes  in  the  banking  sector;  provide 
competitive  adv?  ,<^ges  to  u.-*';^  insu'tutions;  and  affect  the  cost  of  credit  to 
mortgage  borrowers.  To  prevent  the  inappropriate  redefim'tion  of  bank  capital  in  a 
manner  adverse  to  housing  is  an  area  in  which  Congress  should  inten-ene. 

2.  ThsMcFaddenActshou  be  amended  to  permit  national  banks  to  es- 
tablish full  service  rcsidenUal  real  estate  loan  ofBccs  without  regard  to  bank  branch- 
ing restrictions  and  thus  eliminate  the  need  to  have  the  mortgage  loan  application  ap- 
proval process  performed  in  a  headquarters  or  regional  ofGcc. 
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3*  Bank  and  thrift  boiding  company  affiliates  should  be  authorized  to  un- 
derwrite a  fhll  range  of  privately  issued,  nonagency-related  mortgage-backed 
securities. 

4.  The  Truth-in-Lending  Act  should  be  amended  to  permit  mortgage 
lenders  to  make  telephone  quotes  or  advertise  quotes  of  interest  rates  and  total  points 
regarding  mortgage  loans  with  the  stated  proviso  that  the  annual  percentage  rates  may 
differ. 

5.  Congress  should  consider  appropriate  methods  to  preempt  state  super- 
lien  laws  which  apply  to  mortgages.  Such  measures  should  aim  to  keep  mortgage 
credii  flowing  to  all  areas  based  on  need  and  demand  for  mortgage  credit  and  spread- 
ing the  cost  of  cleaning  up  environmental  hazards  over  a  large  number  of  units. 

6»  Future  Federal  tax  policy,  both  from  the  legislative  and  regulatory 
perspectives,  must  be  an  integral  part  of  the  establishment  of  a  national  housing 
policy.  Maintaining  tax  laws  that  encourage  homeownership  must  be  a  key  element 
Further,  tax  laws  that  avoid  causing  unnecessary  hurdles  to  investor  participation  in 
the  mortgage  markets  will  help  provide  the  funds  that  are  essential  for  housing  trans- 
actions. Also,  the  Federal  government  should  continue  tax  incentives  for  preserva- 
tion of  historically  and  architecturally  signiHcant  structures.  Finally,  tax  policy  should 
be  revisited  with  a  view  toward  assuring  that  adequate  incentives  exist  for  investment 
in  rental  housing,  particularly  for  lower-income  families  and  individuals.  More 
specifically: 

a*  The  deductibility  of  mortgage  interest  and  real  property  taxes  should  be 
retained,  as  well  as  other  tax  laws  that  encourage  homeownership. 

b»  With  respect  to  tax  treatment  of  rental  housing,  particularly  for  lower 
income  families  and  individuals  and  congregate  living: 

(!•)  A  material  partidpation  exception  should  be  made  for  real  es- 
tate, which  would  allow  the  use  of  passive  losses  from  rental  real  estate 
activities  to  offset  other  income  without  limitation. 

(20  All  cash-out-of-pocket  ownership  and  operating  expenses 
should  be  currently  deductible  agairist  any  income. 

(30  Construction  period  interest  and  taxes  should  be  amortized  over 
10  years. 
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(4.)  Limits  on  the  volume  of  the  tax-exempt  bonds  that  maybe  issued 
for  the  financing  of  low-income  rental  housing  should  be  removed. 


IL   REOUCT.^G  HOUSING  CX>STS 

^  L  The  Mortgage  Bankers  Association  of  America,  together  with  other 
lender,  investor  and  housing  groups,  plans  a  major  broad  based  initiative  in  the 
months  and  even  years  ahead  to  streamline  the  entire  process  of  making  and  financ- 
ing mortgage  loans.  If  serious  inroads  can  be  made  into  the  costs,  and  the  lengthy 
time  it  takes,  to  make  a  loan,  then  significant  progress  can  be  made  in  reducing  hous- 
ing costs. 

2.  MBA  has  developed  a  set  of  ^'Mortgage  Servicing  Guidelines"  that 
could  be  the  framework  for  uniform  servidi^  practices  for  all  lenders.  MBA  has 
urged  its  members  to  adhere  to  these  guidelines  because  they  reflect  a  level  of  service 
that  the  Assodation  strongly  endorses.  We  encourage  others  to  do  the  same. 


The  foregoing  recommendations  are,  we  believe,  the  building  blocks  for  a 
new  national  housing  policy.  As  developed  throughout  this  report,  the  proposals  can, 
we  believe,  substanu'ally  serve  as  a  national  policy. 

Where  we  will  Uve,  we  Americans,  in  the  decade  ahead  and  in  the  next  cen- 
tury is  a  subject  that  must  be  of  high  priority  on  the  national  agenda.  With  these  fun- 
damental priorities,  and  with  commitment  and  follow-through  from  people  who  care, 
a  posiuVe  and  successful  answer  to  the  question,  "Where  will  we  live?"  can  be 
achieved. 


« 
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Second,  there  has  been  a  demonstrated  abUity  to  better  understand  local 
needs  at  the  local  level,  and  to  make  policy  decisions  that  suitably  and  sensitively 
match  programs  to  needs  in  a  local  context  Third,  but  in  a  related  vein,  local  people 
are  better  able  to  plan  and  effectively  manage  programs  to  address  unique  local  situa- 
tions, nws  IS  particularly  true  when  housing  programs  are  just  part  of  a  milieu  of  so- 
cial problems,  consider,  for  example,  the  question  of  the  homeless.  Local  govern- 
ment, and  to  a  lesser  extent  state  governments,  have  proven  to  be  best  equipped  to 
handle  the  immediate  task  of  deciding  whether  and  for  how  long  persons  wfll  remain 
on  the  street,  whether  they  can  be  temporarUy  housed  in  shelters  or  hotels,  whether 
they  wiU  be  mainstreamed  into  health  or  job  related  assistance  and  whether  per- 
manent housmg  is  available.  At  this  level  of  need,  state  and  local  intervention  is  es- 
senual.  At  this  level,  the  problem  can  be  more  readily  defined  and  a  coordinated 
response  initiated. 

E.  THEROLEOFTOEPRIVATESECrORINASSISraDHOUSING 

The  private  sector,  both  profit-motivated  firms  and  nonprofit  oiganizau'ons 
has  roles  in  the  deUvery  of  assisted  housing.  Historically  we  have  reUed  upon  private' 
profit-onented  firms  to  build,  finance,  and  manage  the  major  portion  of  all  assisted 
housmft  The  entrepreneurial,  organizational,  and  management  skills  of  such  firms 
help  assure  the  deUvery  of  quality  housing  at  reasonable  costs. 

The  not-for-profit  community  brings  to  the  prr  xss  its  commitment  to  solv- 
ing locd  housmg  and  social  problems,  abilities  to  build  essential  constituencies  and 
the  abiUty  often  to  mobUize  public  and  other  resources  that  profit-oriented  firms  can- 
not There  are  numerous  outstanding  examples  of  what  dedicated  individuals  in  the 
private  sector  can  accomplish.  Just  one  example,  the  Enterprise  Foundation, 
operates  programs  la  some  two  dozen  cities  which  are  extremely  effective  at  identify- 
mg  and  meetmg  local  housing  needs. 

F.  CONCLUSION-SHARED  RESPONSIBIUTIES 


.The  first  broad  issue  in  establishing  poUcy  for  the  delivery  ofassisted  rental 
housmg  IS  to  define  the  roles  of  each  level  of  government  and  the  private  sector 
There  are  functions  best  suited  to  each  level  of  government  and  private  sector  entities' 

mprovidmg  housing  assistance.  Webelievethatstate  and  local  governments,  assisted 
by  pnvate  and  nonprofit  and  community  groups,  are  best  able  to  define  their  housinij 
needs  and  should  have  the  responsibility  for  determining  which  programs  best  meet 
those  needs.  In  an  era  of  limited  resources,  someone  must  be  responsible  for  deter- 
mimng  how  those  resources  will  be  distributed,  and  we  suggest  that  those  choices 
should  be  made  at  the  local,  and  sometimes  state,  level. 
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The  delivery  of  housing  assistance,  Le^  getting  projects  built  and  assisting 
the  households  in  need,  is  a  shared  responsibilit>'  requiring  active  participation  by  the 
Federal  government  and  private,  profit-motivated  entities  as  well  as  the  participation 
of  state  and  local  governments  and  nonprofits.  The  Federal  government  has  a  num- 
ber of  programs  which  are  currently  working  well;  many  states  have  viable  assistance 
programs;  a  number  of  nonprofit  groups  have  developed  the  expertise  and  the  fund- 
ing to  provide  assistance;  and  private,  profit-motivated  companies  have  the  ex- 
perience and  capacity  to  produce,  finance,  and  manage  rental  housing.  All  of  these 
efforts  should  be  continued  and,  in  some  cases,  expanded,  and  they  should  be  coor- 
dinated at  the  state  and  local  levels  to  assure  that  the  needs  are  addressed  in  the  most 
efficient  and  effective  manner  possible. 

In  a  nutshell,  financial  resources  are  best  and  most  equitably  marshalled  at 
the  Federal  level;  a  certam  number  of  assistance  programs  should  be  designed  and 
made  available  at  the  national  level;  but  the  identification  of  needs  and  the  matching 
of  available  programs  to  those  needs  should  be  coordinated  at  the  state  and  local 
levels. 


A  model  to  work  from,  up  to  a  point,  is  the  housing  assistance  plan  process 
set  forth  in  the  Housing  and  Community  Development  Act  of  1974.  It  provided  for 
the  quantification  of  lo^  needs  at  the  state  and  local  levels  of  government,  with  com- 
munity involvement  And  it  presumably  enabled  state  and  local  officials  to  match 
programs  to  those  needs.  The  inherent  defect  that  emerged  over  time  was  that  Con- 
gress dictated  the  ultimate  mix  of  program  funds— by  type  of  program  and  between 
use  in  connection  with  newversus  existing  housing.  This  often  prevented  the  program 
and  housing  mixes  in  state  and  local  plans  from  being  carried  out  as  planned.  For  the 
future,  the  approach  envisioned  would  have  Congress  authorize  and  j^propriate 
program  types  and  aggregate  funding  levels.  Program  mix  and  housing  types  would 
emerge  through  decisions  at  the  state  and  local  levels. 
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IX.  Approaches  to  Housing  the  Needy 

A.  INTRODUCnON 

1  here  is  nothing  new  except  what  is  forgotten"  (Mme  Berlin,  milliner  to  Marie  An- 
toinette). Although  first  said  200  years  ago,  Mme  Berlin's  statement  is  perceptively 
appropriate  to  a  contemporaiy  discussion  of  housing  assistance  in  this  country.  For 
most  of  this  century,  the  Federal  government  has  provided  a  wide  variety  of  housing 
assistance  programs.  We  have  subsidized  mortgagors,  mortgagees,  and  tenants 
through  interest  reduction,  mortgage  reduction,  and  rent  reduction  programs.  Each 
of  the  programs  has  had  its  strengths  and  weaknesses  and  each  has  had  a  common  fatal 
flaw— th^  all  cost  money. 

However,  if  we  subscribe  to  the  goal  of  decent  housing  for  all  Americans, 
we  must  face  up  to  the  cost  Qearly,  we  should  assist  households  in  the  most  cost- 
effective  manner  possiL.e.  But  we  must  also  realize  that  expenditures  will  increase 
above  current  levels  if  reasonable  housing  goals  are  to  be  achieved 

In  discussing  the  cost  of  housing,  it  nee  ds  to  be  pointed  out  there  is  inherent 
unfairness  in  the  way  housing  programs  are  treated  in  the  Federal  budget  process. 
One  major  reason  why  housing  programs  are  viewed  as  so  expensive  is  the  current 
practice  of  counting  the  life  cycle  cost  to  the  government  of  the  housing  assistance. 
While  net  arguing  that  the  budget  calculations  for  housing  are  necessarily  inap- 
propriate, there  does  exist  a  fairness  issue  which  should  be  addressed.  The  Congress 
at  least  should  consider  ahemative  calculations  for  housing  costs,  such  as  a  discounted 
present  value  calculation  of  the  rental  assistance  payments. 


For  example,  if  a  Section  8  rental  assistance  contract  is  executed  for  a  20- 
year  term,  the  cost  for  the  entire  twenty  years  is  used  in  calculating  the  first  year  cost 
to  the  i^ovemment  Other  sectors  of  the  budget  are  not  treated  comparably.  The  en- 
fire  life  cycle  cost  of  maintaining  a  battleship  is  not  calculated  when  construction  of  a 
new  ship  is  approved.  Likewise,  welfare  payments  are  budgeted  on  an  annual  basis, 
not  on  the  life  expectancy  of  the  welfare  redpient 

In  assessing  the  need  for  housing  assistance,  recognize  that  the  "needy**  are 
not  a  monolithic,  homogeneous  group.  Housing  support  is  needed  by  a  broad 
spectrum  of  people,  from  the  homeless,  who  generally  need  much  more  assistance 
than  just  what  adequate  housing  would  provide,  to  the  "working  poor,"  who  have  a 
generally  adequate  income,  but  who  are  in  areas  where  the  cost  of  housing  forces 
them  to  pay  more  than  30  percent  of  their  income  for  rent  or  where  adequate  housing 
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simply  docs  not  exist.  Any  comprehensive  assisted  housing  initiative  needs  to  address 
these  various  groups  and  their  divergent  needs. 

In  what  follows,  we  look  first  toward  trying  to  logically  define  groups  of 
people  who  need  housing  assistance  in  a  way  that  usefully  differentiates  them  in  terms 
of  the  kinds  of  assistance  required.  We  then  consider  the  broad  issue  of  relying  on 
new  production  versus  putting  emphasis  on  preserving  existing  housing  as  alternative 
strategies  for  delivering  housing  assistance.  Finally,  recognizing  that  some 
mechanism  for  supplying  new  housing  is  necessary  to  a  balanced  and  complete  pack- 
age of  programs,  we  outline  a  recommended  program  for  low-  and  moderate-income 
assisted  housing. 

B.    TYPES  OF  NEEDS 

There  are  basically  four  categories  of  households  in  need  of  housing  assis- 
tance: (1)  homeless,  (2)  poor,  (3)  elderly/  handicapped,  and  (4)  low  to  moderate  in- 
come. Each  requires  a  different  approach  to  assistance. 

1.  The  Homeless 

The  homeless  have  a  particularly  pressing  need  and  are  a  particularly  dif- 
ficult group  to  assist.  Many  of  the  homeless  are  mentally  ill  or  have  other  overwhelm- 
ing problems.  Assisting  homeless  people  requires  much  more  than  merely  providing 
shelter  and  therefore  we  believe  that  solutions  to  the  problems  of  the  homeless  are 
best  developed  and  administered  locally.  The  Federal  government  has  a  role  in 
providing  support  for  local  efforts,  both  in  providing  information  on  successfiil  local 
strategies  and  in  providing  funds  to  help  local  governments  and  nonprofit  groups  as- 
sist such  people.  The  Federal  government's  role  need  not  include  provision  of  na- 
tional programs  to  address  such  needs. 

2.  The  Poor 

The  poor  (meaning  in  general  people  below  the  poverty  level  of  income) 
are  another  distinct  group  in  that  they  also  often  have  a  number  of  sodal  problems 
which  cannot  be  adequately  addressed  by  only  providing  suitable  housing.  This  group 
is  difficult  for  the  private  housmg  industry  to  house  because  private  industry  lacks  the 
expertise  and  incentives  to  provide  the  sodal  service  support  needed  by  this  group. 
Additionally,  a  large  percentage  of  the  poor  who  are  inadequately  housed  require  very 
large  imits,  which  arc  generally  not  available  in  the  private  stock  and  would  not  be 
produced  by  the  private  market  without  some  guarantee  that  there  would  be  a 
demand  for  the  units  and  an  abiUty  to  pay  for  the  units  over  a  sustained  period. 
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Mortgage 
Insurance 
Conqwiies 
of  America 


Octobers,  J9S7 


The  Honordble  Aim  Cranston 
Chdrman  of  the  Senate  Svbconmittee 

on  Housing  and  Urban  Affairs 
Room  112  Han  Senate  Office  BtdUting 
Urdted  States  Senate 
Washington,  DC  20510 

Dear  Senator  Crttnston: 


The  Mortgage  Insurance  Companies  of  America  QmCAy,  the  trade 
association  representing  aH  domestic  mortgage  insurance  compades, 
appreciates  this  opportunity  to  offer  to  the  Siibcomitittee  on  Housing  and 
Urban  Affairs  its  views  on  the  development  of  a  national  having  poliey.  We 
hope  our  suggestions  wtU  he  of  assistance. 

There  are  many  goals  that  a  national  hou^ng  policy  should  seek  to 
achieve,  MICA,  however,  wtU  primarily  address  the  isme  of  increasing  the 
afforiabUity  of  homeownership  fur  Americans  since  our  expertise  is  in  tJds 
area,  Wewilltryandmakeourcommertsascone1seasp<tt^deandinaform 
ttMt      -   -^f  t'l    .0  U  woven  irdo  the  legislative  process  that  the 
Subconumitee  wtU  be  undertaking. 

As  a  brief  background,  mortgage  insurance  indem^les  mortgage  lenders 
for  a  portion  of  the  ^Urect  and  consequential  losses  incurredby  reason  of 
nonpayment  of  a  mortgage  loan.  As  a  result,  mortgage  insurance  reduces  a 
lender's  riskand  makes  a  high  loan  to  value  mortgage  poa^le.  This  helps 
ftdltions  of  Americans  purchase  homes  tl:ey  otherwise  would  not  be  aible  to 
afford  because  they  had  not  accumulated  sufficient  savings  for  a  large 


*MICA  consists  of  the  thirteen  domestic  ptivate  mortgage  insurance  companies 
which  represent  the  active  firms  that  help  lean  originators  and  investors  make 
funds  avaUdble  to  homebuyers  by  protecting  these  institutions  from  a  uujor 
portionof  the  risk  of  default.  The  current  MICA  off  leers  are  Pre^dent,  C. 
Eari  Corkett  of  PMl,  San  Francisco,  CA;  Vice  President,  WUHam  Lacy  of 
MGIC,  Milwaukee,  Wl;  Treasurer,  J,  Edward  Cariton  oflntegon  Mortgage 
Guaranty  Insurance  Co,,  Wlnston^Salem,  NC:  and  Secretary,  Fred  Rdchelt  of 
Verex  Assurance,  lnc„  Madison,  Wl,  MICA  also  has  private  mortgage  insurance 
companies  menders  in  Canada  and  Australia.  At  the  end  of  1986  the  imhtstry 
had  over  $267  l^lon  of  insurance  in  force. 


1fl15LStiMt,N.W. 

WttNngton.  DC  20036 
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downpayjnenU  The  insurance  product  is  very  similar  in  purpose  to  the  Federal 
Housing  Adndrdstration  (FHA)  insurance  product  because  it  essentially  exists 
to  help  first  time  homdmyers  and  others  who  do  not  have  the  cash  for  a  large 
downpayment.  FHA  and  private  insurers  serve  very  sindlar  nmkets. 

Because  of  the  complex  social  and  econondc  nature  of  housing,  the 
development  of  a  national  housing  policy  is  going  to  he  a  long  and  arduous 
process*  Change  has  been  so  extensive  of  late  that  in  order  to  find  solutions  to 
the  nation's  hmtsing  problems  there  is  a  need  to  accurately  assess  today's 
econondc  realities.  Many  housing  efforts  are  no  longer  working  as  designed. 
Policy  makers  in  the  housing  field  must  accept  recent  facts  and  develop  new 
ideas, 

mCA  believes  that  above  dl  the  basic  housing  goal  should  be  decent 
.  shelter  for  all  our  citizens  and  a  homeownership  opportunity  for  those 
responsibly  contributing  to  the  society.  To  accomplish  this,  the  public  sector 
must  target  its  efforts  to  assist  those  who  need  government  help.  For  those 
individuals  with  the  means  to  obtain  housing  services  through  the  conventional 
market  without  govemmentassistance,  national  housing  policy  should  insure 
they  do  so.  At  the  same  time,  as  it  accomplishes  important  social  goals, 
national  housing  policy  must  function  in  a  marketplace  that  is  both  driven  by 
the  forces  of  supply  and  demand  and  is  effected  by  profit  and  risk  avoidance 
motives  of  those  firms  providing  housing  services.  We,  therefore,  believe  that 
government  programs  must  demonstrate  s  partitershlp  with  private  enterprise 
which-wiU  encourage^private  firms.to  serve  more  of  the  total  need  for  housing 
services.  Competitive  markets  ftring  greater  efficiencies  and  the  government 
must  not  use  its  incentives  in  ways  that  lessen  the  competitive  opportunities 
for  private  firms. 

While  the  framework  of  this^pffrtnersMp  exists,  it  is  in  fact  not  worldng  as 
Congress  intended  it  to.  Fifty  years  ago.  Congress  created  the  FHA  to  help 
lower  income  individudlsptarchase  homes.  Today,  increasingly  it  is  serving 
upper-ndddle  income  individuals  who  can  afford  the  private  sector, alternative 
and  working  to  the  detriment  of  lower  income  people  who  need  a  government 
program.  National  housing  policy  must  retarget  this  important  program.  If 
this  current  inialance  continues,  private  industry  wUl  become  less  and  less 
able  to  serve  the  marketplace  to  its  full  capacity.  A  proper  role  for  FHA  is 
essential  for  an  effectivenational  housing  policy. 

MICA  has  commissioned  a  study  of  the  markets  served  by  FHA  and  private 
.  insurers  and  while  the  study  will  not  be  finalized  until  late  October,  the 

preliminary  data  shows  that  FHA  needs  to  be  retargeted  primarily  because  it 
,   extwively  serves  upper^mMSle  income  homeowners.  On  a  national  level  lor 
t^u  of  the  past  five  years  at  least  3(y percent  of  all  FHA  insured  borrowers 
have  had  annual  incomes  over  $40fiOQ,  whde  ordy  a  very  small  percentage  of 
FHA  loans  went  to  low-^income  borrowers.  In  1986  there  were  many  individual 
metropolitan  statistical  areas  (MSAs)  where  40  percent  of  FHA  insured  loans 
were  extended  to  borrowers  with  incomes  exceeding  140  percent  of  the  MSA's 
median  income.  Also,  a  clear  targeting  to  upper-^ndddle  income  homeowners  is 
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present  in  the  refinance  market,  where  FHA  has  served  an  even  higher  income 
ffroup  than  it  served  in  home  purchase  loans.  In  1986, 52  percent  of  the 
^n?^^      re/imwccd  loans  that  became  FHA  insta-ed,  had  incomes  over 
940,000  and  almost  20  percent  had  incomes  over  $60,000.  Even  more 
abounding  is  the  investor  market  served  by  FHA  insured  loans.  In  1986,  over 
15  percent  of  the  nonowner^ccupied  investors  who  received  FHA  loans  had 
wcomes  over  $100,000.  Fifty  percent  of  them  had  incomes  over  $60,000. 

^^^J^J^^}^'^^'^  data  show  substantial  overlap  in  the  market  served  by  the 
FHA  and  private  insurers.  Contrary  to  what  many  would  expect,  however, 
^^^i!!J^i^     ^^^S  the  low-income  market  (borrowers  with  incomes 
under  $20,000)  at  least  as  well  as  the  FHA  and  the  FHA  has  taken  the  greatest 
^e  of  what  most  would  expect  to  be  served  by  insured  conventional  loans  in 
the  hi0iest  brackets  that  fit  within  the  FHA  eli^le  loan  lindts.  The 
odmoniHon  noted  a  nurrber  of  years  back  by  a  former  Oudrman  of  the  House 
Housmg  S^comndttee  that  new  FHA  ceilings  tend  to  become  the  floor,  can 
statistically  be  shown  to  have  proven  true. 

It  is  not  surprising  or  difficult  to  analyze  why  the  FHA  has  shifted  its 
focus  to  the  upper-middle  income  market.  The  mortgage  finance  system  has 
undergone  many  complex  changes.  A  prime  example  is  the  change  in  the 
relative  importance  of  the  secondary  market  to  the  econotidcs  of  lending  which 
in  turn  has  had  effects  upon  the  basic  structure  and  usage  of  FHA  insurance. 

r.^J^       ^'^  ^^^^  to  stimulate  near  moribund  housing  markets  of  the 
1930s.  It  was  to  assume  the  risk  of  default  and  provide  lenders  with  long  term, 
level  payment,  self ^morHzing  mortgages.  Eligible  properties  could  not 
exceed  $16,000  in  appraised  value  jand  a  uniform  annual  premium  of  ^  percent 
Of  the  outstanding  principal  balance  was  chaiged  to  all  borrowers.  Because 
the  lender  is  ii^red  against  a  possible  loss,  it  was  intended  that  the  borrower 
benefit  through  a  lower  mortgage  rate  thnKr^i-.iU  ha  cvailable  under  the  terms 
of  a  non-insured  loan.  For  most  of  FHA's  history  the  interest  rate  for 
borrowers  was  administered  and  fixed  for  the  term  of  the  loan.  Both  the 
uniform  loan  interest  rate  and  the  uniform  prendum  that  was  charged  to  all 
oorrowers  regardless  of  the  terms  of  the  mortgage  such  as  the  loan  to  value 
^atiobjdicated  that  the  FHA  insurance  product  was  intended  to  be  distributed 
at  a  price  tfmt  did  not  directly  relate  to  the  individual  cost  of  that  product. 
Is^J^^  ^  ^  ftenfi/tefol  cross-^sidization  from  the  absence  of  price 
discrindnation  against  borrowers  with  very  low  downpayments  or  weaker 
credit.  This  was  acceptable  from  a  social  welfare  standpoint  and  would  work 
because  the  program  eligibility  litrdts  on  loan  size  could  keep  the  proeram 
targeted  to  the  lower  end  of  the  market. 

Over  time  many  changes  have  occurred  in  the  regulations  of  the  FHA 
program;  maximum  loan  limits  have  been  increased  again  and  again,  the 
administered  interest  rate  was  abandoned,  a  single  prendum  paid  at  settlement 
was  adopted,  direct  endorsement  was  pemdtted.  These  changes  have  primarily 
naped  the  lender  reach  a  larger  market  more  effectively.  However,  because 
of  the  economics  of  the  mortgage  banking  business  these  changes  have  had 
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negative  socid  Vfelfare  effects  on  horrcwers  with  lower  incomes.  Because 
FHA  eli^ility  is  not  based  upon  borror^er  income,  the  program's  usage  has 
become  a  situation  driver  by  the  faster  processing  of  borrowers  with  better 
credit  and  with  requests  for  larger  loans  The  result  is  that  FUA  extensively 
serves  upper-ndddle  income  homeowners. 

This  could  have  been  anticipated  if  the  fundamentals  of  the  seccvdvy 
mortgage  market  had  been  applied.  The  profit  level  of  loans  sold  in  the 
secondary  market  correlate  directly  to  loan  jize  because  both  oHgUtation  and 
servicing  fees  are  based  on  a  percentage  of  the  loan  amount.  When  servicing 
portfolios  are  bought  and  sold,  Mgfier  prices  are  pakl  for  larger  loans  because 
they  offer  greater  profits.  Processing  of  higher  incc'tne  borrowers  is  generally 
easier  and  there  is  less  probability  for  payment  disruptic:iSs  As  a  consequence, 
a  tender  has  incentives  to  originate  FHA  loans  that  serve  the  higher  versus 
lower  income  borrower* 

An  additional  effect  from  this  influence  of  the  secorJary  n:rwket  has  been 
to  decrease  competition  between  mortgage  lenders  using  FHA.  Because  the 
profit  margins  are  larger  for  higher  balance  loans,  the  less  efficient  mortgage 
banker  can  remain  viable  by  competing  for  only  this  higher  hicomz  segment  of 
the  market.  This  puts  pressure  on  the  margins  of  the  more  efficient  firms 
making  them  less  inclined  to  serve  the  low  end  of  the  market.  The  reduced 
competition  further  accelerates  the  ndsallocation  of  FHA  insured  loans  away 
from  those  most  in  need* 

Without  belaboring  the  point,  the  low  income  homebuyer  attempting  to  buy 
an  inexpensive  home  is  the  ultimate  loser  in  this  situation*  This  borrower  finds 
that  lenders  either  have  a  ut  ndnimum  as  to  acceptable  loan  amounts  for  the 
mortgages  they  offer  or  the  pricing  on  the  terms  of  the  loan  is  tiered*  With 
"tiered  pricing!*,  lenders  charge  borrowers  receiving  these  small  loans  a  higher 
interest  rate  or  more  points  than  someone  obtaining  a  Iwrger  loan*  This  acts  to 
offset  the  lost  profits  on  the  low  principaled  loan*  Thus  if  lower  income  people 
are  able  to  receive  an  FHA  loan,  they  are  typically  charged  more  than  higher 
income  people.  National  housing  policy  should  not  accept  this  redistribution  of 
income  from  lower  to  upper^ndddle  income  families  that  occur  in  government 
insured  loan  programs.  Since  the  function  of  FHA  is  to  stdtsidize  or  absorb  the 
default  risk  on  behalf  of  the  lendef  there  shndd  be  a  social  quid-pro-quo  for 
this  benefit.  A  profit  driven  allocation  of  credit  by  the  lender,  as  natural  as  it 
may  be  due  to  market  forces,  is  detrimental  to  expanding  homeownership  for 
all  w/ien  it  disfavors  the  poor* 

Other  important  players  in  the  housing  field  also  have  been  forced  by  their 
business  motivations  to  contribute  to  the  present  inequalities  in  the  system. 
Home  builders  who  want  to  ensure  that  they  will  be  dble  to  sell  their  inventory 
of  homes  generally  have  had  to  push  FHA  to  the  higher  end  of  the  market  for 
reasons  that  are  apparent  when  the  statistics  showing  the  price  of  new 
construction  are  exandned.  Many  of  the  features  of  an  FHA  insured  loan 
including  the  less  stringent  underwriting  requirements  and  the  direct 
endorsement  program  have  offered  builders  greater  assurance  that  loan 
applications  will  be  approved,  and  processed  more  quickly  than  is  possible 
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A^/^^^^^  iwitgaje.  Likewise  real  estate  agents,  whose  profits  also 
S5Sf,f5  '^'^*y  ""rtgage  toanwUtbe  approved  have  deported 

cofUinMd  expm^n  of  FBA's  program  to  a  broader  and  more  active  )St. 
Because  a  real  estate  sales  agent's  income,  like  the  lender's,  U  basedmia 
peroentaae  of  the  prto  of  ihe  home,  the  business  incentive  exists  to  reduce 
.vncertcdnty  and  point  homebuyers  in  the  direction  of  FHA  insured  financing. 

^V^f^  are  many  attractive  consumer  benefits  that  act  as  an  incentive 
^nJ^h^"f  5*T!"Tf,         ^  ^      conventional  finSgi 
The  benefits  include  the  following:  nationwide  vndermiting  requUimmts 

wufenwittai  requirements  less  ««ricrtvertSvS«iI 
standards  in  mm^  nmkets:  lower  dornpayment  requirements;  access  to  tht 
Gommnent  National  Mortgage  Association  (GinnU  Mae)  wfckSmSte 
interest  rates  Iowa-  than  rates  for  conventicr.fd  loans;  the  eMity  to  finance 
wfi?^*  rS?*' ^"^'^  P^"^  that  is  not  based  on  hredsonable 
ri^auayOs;  theabttity  to  finance  the  prendunv  and  in^rtantly,  the  abttity  to 
fo,  a  subsequent  borrower  assume  the  loan.  These  benefits  can  be  vital  to 
mar^horiKbuyers  but  must  be  targeted  to  those  with  lower  incomes  and 
resMcted  from  those  upper-niddle  income  borrowers  who  clearly  have  other 
options  for  housing  credit  that  does  not  require  government  assistance. 

cftanges  tftat  have  occurred  in  the  market  have  impeded  the 
dbiUty  of  FBA  to  do  the  Job  it  was  established  to  undertake.  It  is  time, 
therefore,  f or  Cong^  to  reset  the  dials  on  the  FHA  program  that  encourages 
its  use  and  avaimiity  to  the  lower  end  of  the  market.  To  accompmtf^, 
^1F^.J7"*  '^'"^  *^  incentives  that  are  created  by  the  vmious  elements 
of  the  FHA  program  that  effect  its  usage  by  mortgage  imiers. 

To  alleviate  the  problems  discussed  above  and  to  put  this  essential 
element  of  naHonal  housing  policy  back  on  the  right  track  MICA  offers  the 
following  recommendations:  '^""'"'"^ 

^'  Direct  thr,  hrnrfits  of  FHA  to  those  whn  „,,^  th,  t^nrfitu,  «ir^ 

f^'po^f^^^J^yomip^^  ^irt 

iV^".         ^""^      "  "s^ucrioa    the  consumer  directed  benefits  of 
Jlt^Ai?^^  P^oerom  currently  avalldble  to  higher  income  individuOs. 

"^o^ij^Re  the  FHA  203(b)  program  to  require  that 
iMMduahwho  can  afford  to  pay  a  market  rate  for  FHA  service  and  who 
slmOd  be  me  to  contribute  a  higher  equity  position  in  the  loan,  to  do  so. 
Those  with  lower  incomes  who  need  government  assistance  would  be  able  to 
receive  it. 

We  wmdd  recommend  this  be  accomplished  le^latively  by  taking  the 
^ntT^litV^J^      "«>'tsase  revenue  bond  section  of  the  Internal  Revenue 
Code  of  1986  and  apply  it  to  the  203(b)  program.  The  rehdt  would  be  tMtTa 
bornwer^s  inr  jmeisdbc  re  115  percent  of  the  medium  fandly  income  in  his 
market,  that  borrower  would  still  be  eligible  for  an  FHA  loan,  but  at  least  a  5 
percent  downpayment  would  be  required,  closing  costs  could  not  be  financed, 
the  insurance  prendum  for  the  loan  would  be  set  at  a  market  rate,  and  the  loan 
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vfovJd  be  due-cn-itole*  In  high  cost  wreas  or  in  econonAcdly  depressed  areas  as 
designated  by  the  Secretary  of  the  Department  of  Housing  and  Urban 
Development  (HUD),  a  borrower's  income  would  have  to  be  140  percent  above 
the  medium  fandly  income  before  these  market  standards  were  applicable  to 
potentid  FHA  borrowers.  Importaraly,  borrowers  whose  incomes  were  below 
these  levels  of  115  percent  and  140  percent  in  special  areas  waM  continue  to 
receive  the  full  complement  of  current  FHA  benefits. 

2.  Dlr^t  th£  business  in^^Mtives  to  ori^n/it^.  FHA  toons  to  the  tow  end  of 
th£  msirket  and  increase  FHA's  aeiruarial  soundness,  FHA,  with  its  100  percent 
insurance,  makes  the  loan  virtually  risk  free  for  the  lender  to  ori^nate  and 
obviously  acts  as  a  significant  incentive  for  the  lender  to  originate  FHA 
insured  loans.  This  incentive,  however,  should  act  to  direct  FHA  to  the  lower 
end  of  the  market,  as  the  Congress  intended  when  it  created  FHA.  To  do  this 
MICA  recommends  two  solutions. 

The  first  is  to  mcdntain  the  policy  that  FHA  loans  to  low  income  borrov/ers 
essentially  be  risk  free  to  the  lender.  However,  loans  originated  to  higher 
income  borrowers  would  require  the  lender  to  act  as  a  coinsurer  with  FHA  in 
the  manner  that  the  private  sector  and  the  Veterans'  Administration  (KX) 
operate.  FHA  insurance  should  be  lindted  to  a  percentage  of  the  loan  anrnnt 
where  the  borrower's  income  ejcceeds  115  percent  of  the  median  fandly  income 
in  the  nutrket.  In  fdgh  cost  areas  or  in  econondcally  depressed  areas  that  are 
designated  by  the  Secretary  of  HUD,  a  borrower's  income  could  be  up  to  140 
percent  of  the  median  fanily  income  of  that  area  and  the  loan  wotdd  receive 
100  percent  coverage.  The  partial  coverage  lindts  for  the  FHA  loans  of  higher 
income  borrowers  could  track  those  adopted  by  the  VA. 

The  purpose  of  this  shift  to  coinsurance  is  to  expand  the  con^tition 
within  the  private  lending  industry  by  making  the  lender  more  accountable  for 
the  performance  of  his  loan  in  a  manner  conq;>arable  with  that  required  by  the 
private  insurance  industry  and  the  government  sponsored  secondary  moi^cet 
agencies.  The  coinsurance  will  be  an  incentive  toward  improved  widerwriting 
and  help  to  eliminate  loss  for  the  FHA  on  those  loans  that  are  used  to  serve 
the  upper-middle  income  and  above  markets.  This  will  improve  FHA's  overall 
actuarial  soundness  ^ice  a  substantial  portion  of  current  losses  are  generated 
from  tfdshiifier  income  segment  of  FHA's  business.  Lenders  selling  these 
coinsured  loans  to  Cinnie  Mae  would  provide  warranties  coutpardble  to  those 
required  by  the  Federal  National  Mortgage  Association  (Fanide  Mae)  or  the 
Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac)  and  Ginnie  Mae 
would  also  require  the  issuer  to  provide  additional  insurance  on  the  pools  so 
that  Cinne  Mae  continues  its  effective  role  as  provider  of  surety  coverage. 

The  second  element  in  this  retargeting  of  the  incentives  directed  to 
lenders  recognizes  the  critical  importance  to  lenders  of  the  Cinnie  Mae 
program  as  a  Sftc'jndary  market  outlet  for  FHA  loans.  In  order  to  increase  the 
attractiveness  of  the  loans  to  borrowers  with  lower  incomes,  a  quota  would  be 
placed  upon  Ginnie  Mae  pools  requiring  that  not  less  than  25  percent  of  the 
pools  be  comprised  of  loans  to  borrowers  whcs4  incomes  do  not  exceed  the 
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incom  targeting  mechaidm  described  above.  Establishing  a  quota  wQl  help 
place  a  prendum  upon  loans  to  borrowers  that  FHA  should  be  serving  and  help 
offset  the  current  discount  that  is  ^en  to  small  balance  loans  when  they  are 
offered  with  servicing  for  sale.  It  may  be  feasible  to  couple  tfds  quota 
f^^drcfwf  wif A  an  adjustment  in  the  guarantee  fees  wfdch  are  taken  from  the 
^rtton  of  the  interest  payment  retained  by  the  lender  and  p<dd  to  Cinne  Mae. 
Gimde  Mae  pooU  thatjme  a  concentration  of  Uw  to  lower  income  borrowers 
OS  defined  above  should  provide  the  lender  a  lower  guarantee  fee.  It  is  only 
equitable  that  for  pools  made  up  of  loans  to  fdgher  income  borrowers,  Ginnie 
Mae  issuers  shotdd  pay  higher  tuarantee  fees. 

iw^ri:  jS^Jj?f  yy^if     ^q^^"^  ^  mrtnrr  miit  to  lowrr  inc<^nr 
gorrgygry.  National  housing  policy  must  have  as  its  priority  to  expand  the 
homeownership  opportutdties  to  borrowers  with  lower  incomes  and  greater 
affordabUity  prMems.  In  recopdtion  of  the  fact  that  private  mortgage 
*?"''%5fitf?^  very  substantial  murder  of  bTrrowers  with  incomes  less 
thenJflOfiOO,  it  would  be  advantageous  to  provide  to  those  lenders  originating 
smaller  eonventicnal  non^govemment  loans,  the  dbnity  to  pass  on  to  the 
borrowers  of  such  loans,  the  lower  interest  «wf  availdble  from  direct  access 
that  Ginnie  Mae  has  to  the  capital  markets.  Therefore,  we  recommend  that 
conventional  ^oans  to  borrowers  whose  incomes  are  bOow  1X5  percent  of 
median  fanHy  income  in  their  market  or  140  percent  if  the  area  is  designated 
^ «^  ^  ^  tcononieaHy  depressed  by  the  Secretary  of  HUD  be 

eligfble  for  pooling  and  issuance  in  Gimde  Mae  securities. 

Again,  it  is  important  to  stress  that  Gimde  Mae's  very  powerful  and 
effective  role  should  continxe  to  be  confined  to  providing  surety  coverage  on 
its  pools.  VtereU  a  growing  industry  of  financial  guarantee  insurance 
companies  in  addition  to  private  mortgage  insurers  that  have  the  capability  to 
provide  guarantees  that  can  supply  the  protection  so  that  such  "mixed  pooW* 
issued  by  Ginne  Mae  remcdn  of  the  highest  quality  from  a  performance 
standpoint.  Admgeinthisareaof  housing  policy  would  reflect  the  new 
realities  from  private  sector  firms  able  and  willing  to  insure  the  sales  of 
government  agency  securities. 

MICA  believes  these  recommendations  should  be  included  in  the  legislative 
process  for  thorough  examination  and  challenge.  The  FHA  accounts  for  a 
major  volume  of  home  financing.  It  is  a  government  program  with  a  strong 
future  but  whose  usage  must  meet  reasonable  social  welfare  r^qidrements 
worfdng  within  the  system  of  a  public  partnership  to  delivering  housing 
services  to  American  families. 

Thank  you  for  this  opporturdty  to  express  our  views.  Please  let  me  know 
if  I  can  be  of  further  assistance. 

Sincerely, 


C.  Earl  Corkett 

CEC/sni} 
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NAACr  LCOaL  OCrCNtC  ANO  COUCATtONAL  fUNO.  INC. 

MHudtonStrMt,N«wYortc.N.Y.100l3*  (212)219-1900 


October  14,  1987 


Senator  xian  Cranston 

SubcoHBittaa  on  Housing  i  Urban  Affairs 

Waahington,  D.C.  205l0 

Dssr  sanator  cranaton: 

Wa  vrita  in  raaponaa  to  your  invitation  to  participata  in 
tha  davalopaant  ot  a  new  fraaavork  tor  a  natioftOl  houaina  policy. 
Tha  following  aubalaaion  aats  forth  aoaa  of  tha  iaauaa  vith  vhich 
va  ara  concamad  and  aosa  auggaations  for  apacific  cocponanta  o;^ 
a  nav  bouaing  bill. 

Tha  NAACP  lagal  Dafanaa  and  Iducational  Fund  haa  lonQ  had  a 
apacial  intaraat  in  tha  proviaion  and  condition  of  housing  for 
sinority  citizana,  ospacially  tha  poor.  As  tha  Subconittaa  vail 
ynovm,  a  majority  of  raaidanta  of  public  housing  unita  in  tha 
Onitad  Statas  ara  sinority  group  saabarsi  71^parcant  of  tha  non* 
aldarly  unita  irithin  cantral '  citiaa  ara  occuo<ad-  by  blacXs. 
Ragrattably,  tha  currant  supply  of  public  and  fadarally- 
aubaidizad  houaing  ia  novhara  adaquata  to  tha  daaand.  Hundrads 
of  thoussnds  of  poor  black  faxilias  liva  in  ovarcrowdad 
apartsants,  dilapidatad  rantal  unita,  or,  incraaaingly,  in 
taaporary  ahaltars  or  tha  atraata. 

Tha  location  of  loi#-inco«a  housing  units,  aoraovar  —  oftan 
iaolatad  in  rural  araaa  or  concantratad  in  povarty  arcaa  of 
cantral  :itias  is  a  crucial  factor  iapading  tha  ability  of 
sinoritits  and  othar  yoor  parsons  to  achiava  amial  opr'  ^ity. 
Whara  blade  paopla  ara  forcad  to  liva  datarsinaa  >ola 
thair  chlldran  will  attand,  tha  accasa  thay  vill  hav  and 
to  sdaqusta  uunicipal  aarvicas  and  aaanitlaa.    Our  ^  in 

tha'sraat  of  school  daaagragation,  asplcysant  discri^  ^,  and 

voting  rights,  has  taught  us  tha  axtant  to  vhich  g«o;a«'tphical 
iaolation  can  ispads  tha  achiavaaant  of  trua  aocial  juatica, 
pracluding  tha  poor  froa  tha  opportunity  to  ahara  in  tha  largaaaa 
of  our  sociaty. 

Wa  baliava  that  tha  fadaral  govamaant  auat  play  a  major, 
continuing  rola  in  tha  provision  of  housing  for  tha  nation's 
poor.  Lov*incoaa  houaing  should  ba  a  aattar  of  apacial  fadaral 
raaponsibility;  only  tha  fadaral  govamaant  haa  tha  rasourcaa  and 
brt'>ad  jurisdiction  to  inaura  that  dacant  and  aafa  '  houaing 
disparaad  throughout  tha  nation  i.i  availabla  to  poor  citizans. 
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Hhiltt  thtt  sp«cific  nodes  and  nechanisms  for  federal 
invblveaent  present  difficult  iscues  for  Subcommittee 
investigation r  several  principles  should  guide  the  debate* 
£i£atr  the  federal  government  should  aim  to  insure  that  all 
persons  have  decent,  safe  and  sanitary  housing*  Second ^  federal 
funding. and  programming  should  be  targeted  first  to  tjxe  plight  of 
the  poor*  The  greatest  attention  should  be  focused  on  those  with 
the  greatest  needs.  Thirds  the  feder«a  government  should  insure 
that  the  stock  of  jniblic  and  federally-subsidized  housing  units 
for  the  poor,  at  a-  minimum,  is  not  allowed  to  diminish;  no 
person's  right  to  a  home  rihould  be  prey  to  the  vicissitudes  of 
the  marJcet  or  the  insenk*.tivity  of  a  particular  political 
administration.  £fiU£^,  Congress  should  foster  means  by  which 
the  federal  government  can  affirmatively  further  integrated 
housing  in  integrated  neighborhood.  Finally,  any  comprehensive 
approach  to  housing  must  take  into  account  not  only  the  need  for 
housing  units  but  also  the  federal  responsibility  to  provide  the 
social  services,  job  training  and  health  resources  that  poor 
people  need  to  move  into  the  economic  mainstream. 

In  the  following  pages,  we  outline  some  of  the  specific 
issues  that  we  believe  the  Housing  Subcommittee  should  address. 
The  list  of  our  concerns  is  not  designed  to  be  exclusive  but  is 
rather  indicative  of  the  types  of  issues  the  Subcommittee  should 
consider. 

I*  The  Provision  of  F^rli^ral  Wmialng  Agaistanca 

A  crisis  is  impending  in  the  provision  of  affordable  housing 
for  low-  and  moderate- income  citizens  in.  the  United  States.  As 
the  subcommittee  knows,  during  the  1980s,  the  absolute  niimber  of 
poor  households  has  shar£:*ly  increased.  The  private  market  is 
unable  to  obtain  the  private  financing  to  construct  economically 
viable  low-income  housing,  and  it  has  been  deterr<^  from  doing  so 
by  incentives  against  capital  investments  in  the  new  tax  codes. 
Private  sources  will  not  be  able,  without  substantial  new 
incentives,  to  address  the  needs  of  the  poor.  Ejeperts  predict 
that  by  2003,  there  w/.ll  be  as  large  a  gap  as  7.8  million  units 
between  total  low-income  housing  supply  and  householis  needing 
such  housing.^ 

At  just  the  moment  when  federally-assisted  housMig  is  most 
necessary,  much  of  the  existing  stock  is  soon  to  be  lest  to  low- 
income  persons.  Both  majoi.  types  of  federally-assisted  housing 
in  the  United  States  —  Insured  Assisted  Housing,  through  which 
HUD  subsidizes  mortgage  insurance  and  interest,  and  Section  8  New 
Construction,  .  under  which  rental  unit  owners  receive  subsidies 
from  HUD  —  are  in  dang**r  of  sharp  depletion  of  their 
inventories,  as  the  contracts  under  which  private  owners  agreed 
to  provide  low-income  housing  in  exchange  for  federal  assistance 
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•xpir*.  Thtt  G«n«ral  Accounting  Office  has  predicted  that  the 
effects  of  prepayment  of  nortgages  under  the  Section  236 
interest-rate  subsidy  progfaa  and  the  section  221  (d)  (3)  below- 
aarket-interest-rate  progra»,"  and  the  conversion  of  section  8 
housing,  to  «arXet-rate  units  vill  be  to  shrink  the  stock  of 
federally-assisted  housing  from  1.9  million  units  in  1985  to  as 
fev  as  174,000  units  in  2005*2  « 

The  federal  government  must  act  to  prevent  the  existing 
stock  of  federally-assisted  housing  from  suffering  this  one 
thousand  percent  decease.  The  Subcommittee  must  explore 
progr  us  to  recapture  this  housing  or  induce  private  owners  to 
)ceep  their  imits  lo%r->income.  '  In  addition,  tho  Subcommittee 
should  explore  the  broader  lessons  that  this  potential  decrease 
in  low-income  stock  teaches  about  the  limits  of  a  shared  private 
and  federal  responsibility  for  low-income  housing.  While  private 
industry  has  a  legitimate  rol«  in  the  provision  of  affordable 
housing,  national  housing  policy  should  never  again  be  made  to 
rely  so  heavily  on  short  or  medium-term  contracts. 

***** 

In  addition  to  this  potential  loss  of  federally-subsidized 
units,  the  Legal  Defense  Pu'^.d  is  also  concerned  about  how  to 
maintain  of  the  stock  of  existing  public  hoiising.  We  recognize 
that  some  public  housing  projects  have  been  failures,  isolating 
the  poor  in  an  environment  plagued, by  crime  and  an  attitude  of 
despair.  Ultimately  congress  may  decide  that  the  goal  of  - 
providing  all  persons  with  decent,  safe,  and  sanitary  hotising  is 
iMitter  served  by  some '  mechanism  other  than  conventional  public 
housing.  But,  at  least  until  acceptable  alternatives  have  been 
provided  in  quantities  sufficient  to  meet  the  needs  of  the  poor, 
the  existing  stock  of  ptiblic  housing  must  be  maintained. 

There  are  now  proposals  by  local  housing  authorities  to 
-  demolish  or  sell  a  great*. portion  of  the  public  housing  stock  in 
cities  such  as  Houston,  ^Kansas  City,  Galveston,  Augusta,  East  St. 
Louis,  Detroit,  San  -  Francisco,  and  Bridgeport.  These  projects 
are  funded  by  HUD  under  the  Housing  Act  of  1937,  as  amended  42 
U.S.C.  S  1437,  and  their  demolition  is  purportedly  limited  by  the 
terms  of  42  U.S.C.  S  1437p.  That  section,  however,  and  the 
regulations  promulgated  under  it,  are  marlced  by  vague  criteria; 
the  section  also  lacks  any  guarantee  for  replacement  hoiising. 
-Specifically,  Section  1437p  provides  that  HUD  may  not  approve  an 
application  for  demolition  \inless  **the  project  or  portion  of  the 
project  is  obsolete  as  to  physical  condition,  location,  or  other 
factors .  ma]cing  it  unusable  for  housing  purposes,  .  SL 
reasonable  program  of  modifications  is  feasibl';i  to  return  the 


SfiA  General  Accounting  Office,  Rental  Housing!  Potential 
Reduction  in  the  Privately  Owned  and  Federally  Assisted  Tnventory 
(June  1986);  see  also  Moore,  Expiring  Subsidies.  Hat^l  J.,  Aug. 
2,  1986,  p.  1884. 
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project  to  useful  life."  42  U.S.C.  S  1437p  (1982)  (emphasis 
added)*  The  disjunctive  language  —  peraitting  demolition  when 
unspecified  factors  make  a  project  unusable  for  housing  purposes 
or  when  rehabilitation  is  not  a  feasible  alternative  affords 
HUD  very  broad  discretion  to  permit  a  project  to  be -destroyed. 

Moreover,  once  public  housing  units  are  lost  to  low-income 
tenants,  there  is  no  obligation  on  local  housing  authorities  to 
replace  them  with  a  commenstirate  number  of  new  public  units. 
Although  all  tenants  in  a  demolished  project  must  be  "relocated 
to  other  decent,  safe,  sanitary  and  affordable  housing,"  42 
U.S.C.  S  i437p(b)(2),  the  Act  does  not  require  the  one-for-one 
replacement  of  demolished  units.  At  a  time  when  there  are  long 
waiting  lists  for  housing  in  virtu2aiy  eveary  area  of  the  country, 
tha  effect  of  section  1437p  is  sia^ly  to  allow  those  whose  homes 
are  being  demolished  to  jump  the  queue  for  remaining  public  or 
subsidized  units,  prolonging  the  wtit  of  others  who  continue  to 
seeJc  adequate  housing. 

These  problems  are  further  exacerbated  by  the  leeway 
currently  afforded  local  public  housing  authorities  to  evade  the 
strictures  of  section  1437p  by  maintaining  projects  in  such  a 
fashion  that  demolition  becomes  a  fait  acccmpli.  At  Allen 
Parkway  Village  in  Houston  and  Guinotte  Manor  and  Chouteau  Court 
in  Kansas  City,  for  example,  local  public  housing  authorities 
have  instituted  admissions  freezes  and  allowed  vacant  tmits  to 
remain  unrented  in  a  deteriorated  condition.  These  actions  may 
eventually  result  in  the  demolition  of  projects  —  in  cities  with 
long  waiting  lists  for  public  housing  —  that  could  aasily  be 
rehabilitated.  Congress  should  state  explicitly  that  no  project 
can  be  demolished,  constructively  or  otherwise,'  without  HOD 
approval;  it  should  also  r  .^uire  HOD  affirmatively  to  prevent 
"constructive  demolition;"  and  it  should  explicitly  afford 
aggrieved  tenants  a  private  right  of  action  to  ^event  these 
practices. 

*  *  *  *  .  *  ' 

The  Legal  Defense  Fund  is  also  concerned  about  the  diversion 
of  housing  funds  directed  forthe  use  of  very  low-income  persons- 
many  of  whom  are  black  peiSons.  One  telling  example  is  the 
preference  that  lt>cal  public  housing  authorities  give  to 
moderate-income  persons  over  very  low-income  persons  in  their 
selection  of  tenants.  Despite  the  vitatutory  requirement  that 
preferences  be  given  those  families  who  pay  more  than  50  percent 
of  their  income  for  rent,  42  U.S.C.  §  I437d(c)  (4)  (A) ,  the  coiarts 
have  held  that  HUD  and  the  housing  authorities  can  in  their 
discretion  ignore  the  housing  requests  of  very  low-income 
applicants  in  preference  to  those  who  earn  more  money.  ^ 


^  Sfifi  Gholston  V.  Housing  Auth.  of  Citv  of  MontaoTnpryr  818 
F.2d  776  (11th  Cir.  1987) . 
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Another  •ampl*  is  th*  discretion  granted  HUD  in  ths 
administration  of  ths  Cowunity  Devalopaent  Block  Grant  program, 
designad  to.lnsiiro  tha  provision  of  housing  to  parsons  of  Inv  and 
xiodarata  inooBa«  42  tr.S.C.  f  530X(c)«  congrass  should  aake 
olaar  that  tha  laxKmaga  that  erograw  "principally**  hanafit  tha 
poor  is  not  aarely  pracatory,^  and  should  astablish  tha  private 
and  govamnantaX  anforcaaant  sacdianisas  nacassary  to  instira  that 
tha  aid  to  tha  poor  which  is  aandatad  as  a  condition  of  fadaral 
fundictl  is  actually  provided. ' 

ZZ*  P^^tiain^feiftn  in  Fedaral  HOusino  Asatstianoa 

DisoriBination  against  tha  poor,  especially  tha  ainority 
poor,  is  especially  intolerable  in  housing  prograas  that  receive 
federal  funds,  yet  discriaination  has  plagued  federal  housing 
efforts  from  their  inception.  Under  the  Bousing  Act  of  1937, 
localities  irere  granted  broad  discretion  in  their  siting  and 
tenant  selection  criteria,  leading  to  the  segregation  of 
virtually  all  public  housing  projects.  Hot  until  passage  of 
TiUe  VI  of  the  Civil  Rights  Act  of  1964  were  federally  funded 
housing  projects  placed  under  any  duty  to  desegregate.^  In  BiUft 
qjtiifeyaayat>  425  tX.S.  284  (1976) ,  lawyers  successfully 
chellenged  the .  discriminatory  siting  and  tenant  selection 
procedures  of  the  Chicago  Housing  Authority*  The  court  found 
that  four  overwhelmingly  white  projects  were  located  in  i^te 
neidhborhoods  and  the  remaining  99.5  percent  of  the  remaining 
family  units,  virtually  all  of  which  were  occupied  by  blaOc 
i:enantS/  were  located  in  blao)c  neighborhoods. 

Public  housing  today  still  reaains  largely  segregated,  and 
studies  have  shown  that  housing  officials  throt^out  the  country 
routinely  locate  housing  for  low*incoae  persons  in  the  poorest 


4  SaM  Hefeional  Wildlife  Fed,  v.  Marshy  721  T.2d  767  <llth 
Cir*  1983)  (HOD  may  waive  requireaent  that  prooraa  benefit  poor) ; 

D*  rai)c  «.  R.  Franiain,  fgttti  Homing  gppgrtunityg  Tho  ynrtnighta 

AOlDtfA  142-49  (1976) . 

9  dlft  Selig,  The  Jost^de  Department  apd  Racially 
axQlualottayy  mnniolpal  Pracrtteasg  Creative  Vent^ye  Iti  y^tr 
Housing  Aot  anfftro—entp  17  U.C.D.  Ii.  Rev.  443|  498-500  {X994) 
(HUD  has  never  referred  an  action  for  a  refund  under  Cdbg  to  the 
Jtistice  Department)  y  MOnbyoniarv  laprovai^nt  M^'ji  v.  tJnit^ 
gte<?as  D^p^t  of  p.P>Dt  r  645  F.2d  291  (5th  Cir*  1981)  (private 
right  Of  action  to  enforce  community  Act) . 

^  Sift  Vftung  V.  Pieiroe,  628  P.  8upp«  1037,  1045  (S.D.  TeX. 
1985)  ;    Comment,    The    public    Houaino    A<|ainletration  ancj 

Piacrlainntl^n  ■  in  reUerillY  Aastgt^d  LoK.Rfflt  HQu»ing»  64  Hich. 

Zi.  Rev.  871  (1966). 
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neighborhoods*^  In  1985,  Judg*  Wayn«  JusticA  found  that  ptiblie 
housing  in  sast  T«xa«  was  ssgrsgated  by  racs:  **Blacks  livs  in  ons 
sst  of  ptiblic  hoxising  sitss,  whitss  in  anothsr***  Young  v.  Pi  Tea. 
628  F*  Supp*  1037,  1043*44  (B.D*  Tsx.  1985).  His  gtnsral 
'bindings  are  eonf  irasd  hy  Judgs  Leonard  sand  in  the  Yonksrs  case. 
United  Statss  V.  Yonksrs  Bd>  of  Edue> .  624  F.  Supp.  276  (S.D.N.Y* 
1985),  and  by  ths  slsv  of  other  cases  challenging  dxscrininatory 
siting  and  selection  policies  in  ptiblic  housing  throughout  the 
nation*^ 

Congress  should  explore  ways  to  prevent  siting  and  tenant- 
selection  criteria  that  pe:.^tuate  segregation*^  It  vill  not  be 
enough,  however,  for  ROD  to  stop  funding  local  public  housing 
authorities  i^ch  permit  discrimination:  Congress  nust  also  act 
affimatively  to  enhance  ROD'S  authority  under  Title  VI  to  end 
discrimination  and  to  provide  the  means  to  redress  the  effects  of 
decades  of  discrimination  in  ptiblic  and  federally-stibsidized 
housing* 

The  Legal  Defense  Fluid  is  exploring  the  extent  to  vhich 
scattered  sites  programs  divert  funds  from  very  low  income 
persons  and  might  themselves  lead  to  serious  racial  and  economic 
discrimination*  Tha  Housing  Authority  of  Houston,  for  exaiqple, 
has  committed  $5*4  million  federal  dollars  initially  earmarked 
for  construction  of  a  105  unit  public  housing  development  to 
purchase  121  foreclosed  homes  for  rental  by  low  and  mode«*ate 
income  tenants  *  The  scattered  sites  program  represents  an 
innovative  approach  to  housing  problems*  However,  *  the 
administration  of  the  program  can  easily  prevent  those  who  are 
most  needy  —  a  disproportionate  number  of  irtiom  are  black  or 
other  minorities  —  from  receiving  housing  assistance;  only 
families  with  a  minimum  salary  and  a  good  credit  history  are 
eligible  for  participation  in  the  Houston  Scattered  sites 
program* 

III*  Disertalnation  in  Miinictpal  Land  Pae  Regulations 

It  is  now  well  settled  that  42  n*S*c*  S  3604(a),  making  it 
unlawful  for  any  person  to  **ma)ce  unavailable  deny  ***  a 
dwelling  to  any  person  because  of  race,"  prohildts  zoning  or 
other  land  use  regulations  that  discriminate  agairst  minorities* 
The  courts  are  split,  however,  on  the  evidence  neccuisary  to  prove 


^  SMM.  Citizen's  commission  on  civil  Rights,  A  Decent  Home 
(1983) ;  Taylor,  Brown,  gqual  Protection >  and  the  Isolation  of  the 
Poor.  95  Yale  L*J*  1700,  1729  (1986)* 

^  See.  e>a. .  Project  BASIC  Tenants  Onion  v.  Rhode  Island 
Housing  Mortgage  Finance  Corp..  636  F*  Supp*  1453  (D*R*I* 
19^6);  Adkins  v.  Metropolitan  Dade  County.  (D*  Fla*  1987)* 

^  Miller   &   DePalko,    Desecrreaating   Public  Housing? 

Effective  strate<fieg.  43  J*  Housing  9  (Jan/Feb  1986)* 
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a  violation  of  §  3604(a).  While  some  cotirts  hold  that  a  showing 
of  disparate  iopact  on  ninority  groups  is  sufficient  to  establish 
a  prina  facie  violation,^"  other  courts  have  determined  that  a 
plaintiff  must  show  discriminatory  intent  as  well  as  impact  to 
establish  a  violation  of  the  Fair  Housing  Act*^^  The  Suprene 
Court  has  never  ruled  on  whether  discriminatory  impact  alone  is 
sufficient  to  prove  a  violation  of  Title  VIII* 

In  Kennedy  Park  Hones  Ass^n  v.  Citv  of  Tjickawamia.  436  F*2d 
108  (2d  cir*  1970) ,  LDF  successfully  challenged  exclusionary 
zoning  decisions  by  which  New  York  City  prevented  construction  of 
a  low  income  housing  project  in  a  predominantly  white  middle 
class  neighbortiood*  Although  the  court  ordered  relief  in  that 
case,  it  recognized  the  pervasiveness  of  the  problem*  "The 
pattern  is  an  old  one  and  exists  in' many  of  our  commuiiities***  id. 
at  109*  Recent  decades  have  seen  the  imposition  of  minimum  lot 
size  requirements,  frontage  or  large  building  setbac3cs,  and  the 
exclusion  of  nultifamily  housing,  all  of  which  have  the  effect  of 
depriving  minorities  and  the  poor  in  the  private  market  for 
housing  of  the  opportunity  to  live  in  and  enjoy  the  resources  of 
the  American  subui^s*  The  imposition  of  em  intent  requirement  by 
some  lower  federal  courts  in  Title  VIII  cases  substantially 
hampers  fair  housing  challenges  to  excliisionary  municipal 
pi^ctices*  A  focus  on  "intent"  shifts  the  inquiry  from  the 
discriminatory  affect  of  a  practice  to  a  search  for  the  elusive 
smoking  gun*^^  Congress  should  clearly  provide  that  a 
municipality  may  not  adopt  zoning  or  land^  use  practices  that 
effectively  keep  minority  members  out,  inadvertently  or  not, 
without  a  compelling  interest* 

Congress  should  also  address  the  remedies  available  when  a 
jurisdiction  has  violated  Title  VIII*  In  an  inflationary  era, 
courts  have  been  reluctant  to  order  relief  that  woulU  be 
sufficient  fully  to  remedy  the  statutory  violation*  According  to 
one  prominent  commentator,  the  issue  of  remedies  is  "the  most 
frustrating  aspect  of  challenges  to  exclusionary  land  use 
controls*"  J*  Kushner,  Pair  Housing  392  (1983)*  It  is  also  one 
of  the  most  important*    if  the  nation  is  to  fulfill  the  goal  of 


fifit  nnlted  states  v.  Oitv  of  Black  Jack.  508  F*2d  -1179 
(8th  Cir*  1974),  cert,  denied.  422  tT*S*  1042  (1975);  Resident 
Advisory  Bd,  v.  Rlzzo.  564  F*2d  126  (3d  Cir*  1977) * 

Smith  V,  Town  of  Glarktown,  682  F*2d  1055  (4th  Cir* 
1982);  Metropolitan  HQnalna  Dav,  Corp.  v.  vtlTaae  of  Arlington 
Hftiglli^ft,  558  F*2d  1283  (7th  Cir*  1977),  cert,  denied.  434  U*S* 
1025  (1978)* 

Sfl£  Jorgensen,  Tearing  Down  the  Walls:  The  Federal 
Challenge  to  Exclusionary  Land  nse  Laws.  13  Urb*  Law  201  (1981); 
Selig,  The  Justice  Department  and  Racially  Exclusionary  Municipal 
Praetlcest  graafe-lve  Venturos  In  Fair  Housing  Act  Enforcement.  17 
U*C*D*  L*  Rev*  445,  460  (1984)* 
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achiwlng  ''truly  lnt«grated  and  balanced  living  patterns,  ^ 
'Praffieant^  v>  Metropolitan  Life  Inaur,  Co..  409  U.S.  205,  211 
(1972),  Congrees  wiet  insure  that  the  courts  have  ample  direction 
to  redress,  in  full,  all  Violations  of  Title  VIII* 

Wiile  the  federal  govemnent  is  the  agency  of  last  resort 
for  the  integration  of  housing,  responsibility  does  Kot  rest  with 
it  alone.  In  so»e  circumstances,  state  «md  municipiJ. 
govemaents,  with  federal  assistance  and  incentives,  can  be 
particularly  effective  agents  for  change •  Congress  should 
Investigate  the  financial  incentives,  tax  credits,  or  assistance 
necessary  to  encourage  local  governments  to  remove  the  barriers 
the  poor  now  face  in  moving  into  the  economic  and  social 
mainstream. 

IV.  Changes  in  the  Fair  Housing  Act 

In  addition  to  settling  the  issue  of  whether  impact  alone  is 
sufficient  to  establish  a  violation  of  Title  VII,  Congress  should 
redress  several  shortcomings  in  the  Act's  enforcement  mech€mism« 
Although  private  suits  under  Title  VIII  have  accomplished  a  great 
deal  in  ridding  the  housing^ indtistry  of  discrimination,  the  costs 
of  litigation  provide  disincentives  for  any  single  individual  to 
challenge  a  discriminatory  practice.  Consequently,  the  Legal 
Defense  Fund  supports  a  strengthened  role  for  HOD  <md  the  federal, 
govemvint  in  the  enforcement  of  the  Fair  Housing  Act.  Legisla- 
tion nov  in  Congress*  may  address  several  of  these  problems,  but 
if  it  .is  not  passed  this  session,  it  should  hm  incorporated  into 
this  subcommittee's  nev  bill. 

As  aarly  as  1972,  the  Supreme  Court  recognized  that  the 
federal  enforcement  mechanisms  of  Title  VIII  were  vo«»fully 
inadequate  to  meet  the  tas)c  of  eliminating  discrimination  in 
housing.  'Praffleante  v.  Metropolitan  Life  Inaur,  Co..  409  U.S. 
205,  210-11  (1972).  HOD  itself  has  no  power  of  enforcement,  and 
the  Justice  Department  is  restricted  in  the  suits  it  may  bring  by 
the  **pattem  or  psnurtice**  requirement.         ^  -  > 

The  Legal  Defense  Fund  believes  that,  in  addition  to 
granting  HOD  the  power  to  initiate  lawsuits.  Congress  should 
consider  giving  HUD  the  authority  to  issue  cease  and  desist 
orders  i^le  a  complaint  im  under  consideration.  Such  authority 
would  provide  HOD  the  means  by  which  to  preserve  the  status  quo 
and  prevent  ongoing  discrimination  pending  fxucther  investiga- 
tion.J-^ 

Congress  should  also  consider  strengthening  the  remedies 
available  in  pattern  and  practice  litigation.  The  majority  of 
courts  that  have  considered  the  issue  have  held  that  the 
government  may  not  seek  monetary  damages  on  behalf  of  individual 


•13  Falk  &  H.  Franklin,  Ecnial  HQU8ing_QPDQrtunltv; 

The  Unfiniahed  Fedaral  Agenda  61  (1976) . 
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vlctiiui  in  a  patt«m  and  practice  lawsuit The  injunctive 
relief  available  in  a  pattern  and  practice  lawsuit  however  is  not 
sufficient  to  deter  prospective  violators  of  the  Fair  Housing 
Ast.  Only  the  award  of  monetary  daiaages  can  provide  the  "spur  or 
catalyst**  that  encourages  those  who  have  discriainated  "to 
endeavor  to  eliainateV  mo  far  as  possible,  the  last  vestiges  of 
an  tmfortunate  or  ignominious  pages  in  this  country^ s  history." 
Albemarle  Papr  Co.  v.  Moodv.  422  U.S.  405,  418  (1975).  He 
suggest  adding  monetary  damages  to  the  type  of  relief  government 
can  get  in  pattern  or  practice  lawsuit. 

The  Housing  Acts  of  1937  and  1949  and  the  Fair  Housing  Act 
of  1968  were  all  tributes  to  a  great  national  vision.  In  that 
vision,  all  Americans  would  be  decently  housed  in  a  secure  home 
in  a  safe  community.  Implicit  in  those  statutes  was  the 
recognition  that  such  a  future  could  only  come  about  only  with 
strong  federal  involvement.  As  the  country  approaches  the  year 
2000  #  the  Legal  Defense  Fund  believes  that  it  is  time  for  the 
federal  govexrnment  ^;o  recommit  itself  to  fulfilling  those 
promises  and  create  un  environment  in  which  all  individuals  are 
insured  a  home. 

He  thank  you  for  your  invitation  to  participate  in  this 
important  process*  The  Legal  Defense  Fund  would  like  to  continue 
its  involvement  and  participation  in  the  development  of  the' 
SubcpttDittee's  thinJcing  and  we  would  appreciate  you  including  uti 
in  ail  future  discussions  as  the  bill  movds  through  Congress. 

Sincerely, 


.rector-Counsel 


"      See,    e>a.*  United  States  v>   Long.   537  F.2d  1151  (4th 

Cir.   1975);   United   States  v.    Mitchell.    580  F.2d  789  (5th  Cir. 

1978);  United  States  v.  Rent->A-'House  Systems  of  Ill>  Inc..  602 
F.2d  795  (7th  Cir.  1979). 
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The  NotionQl  Advisory  Council  of  HUD  Monogement  Agents 


The  Honorable  Xlan  Cranston 
The  Honorable  Xlfonse  D*Amato 
United  States  Senate 

Subconmlttee  on  Housing  and  Urban  Affairs 
Room  5-D-535 

Dlrksen  Senate  Office  Building 
Washington,  D.c.  20051 

Dear  Senators  Cranston  and  D*Amato: 

On  behalf  of  the  forty-six  member  Katlonal  Advisory  Council  of 
HUD  Management  Agents,  allow  me  to  take  a  moment  to  congratulate 
you  on  your  Initiative  and  forethought  as  you  begin  a  major 
review  of  national  housing  policy  for  the  eighties  and  beyond. 
I*m  sure  we  join  the  others  In  expressing  our  sincere 
appreciation  to  you  for  providing  us  the  opportunity  to  connent 
on  this  timely  and  important  matter. 

Let  me  please  take  a  moment  to  describe  the  National  Advisory 
Council  of  HUD  Management  Agents  as  I  believe  that  this 
organisation  *,b  illustrative  of  a  true  public  private  partnership 
that  works.    Formed  in  1975,  the  National  Advisory  council  of  KUD 
Management  Agents  is  an  independent  body  of  property  management 
firms  and  associations,  who,  together,  manage  the  majority  of  all 
privately  owned  government  assisted  housing  in  the  country.  We 
work  together  to  preserve  the  existing  stock  of  federally 
assisted  housing  and  to  improve  the  q:uality  of  management  of  that 
housing »    We  are  in  constant  dialogue  with  the  regulatory 
agencies  on  procedures,  practices  and  regulations  that  will  make 
housing  work  better.    We  also  try  to  practice  what  we  preach. 

The  conmitment  of  the  National  Advisory  council  to  bridge  the 
Interests  of  both  the  public  and  private  sector  in  the  housing 
arena  is  no  more  vividly  demonstrated  than  by  oxir  formation  tMs 
year  of  a  Preservation  Task  Force*    For  years,  the  National 
Advisory  Council  has  worked  with  HUD  and  the  Congress  in  an 
e}:fort  to  foster  a  sound  national  policy  concerning  the 
preservation  of  federally  assisted  housing.    We  have  felt 
qualified  to  do  so,  as  owners  and  housing  managers,  as  we  fully 
unccrstaxid-both  the  day  to  day  issues  as  well  as  federal  policy 
arol  its  effect  upon  this  vital  national  resource.    By  way  of 
example,  the  National  Advisory  coixncil  was  instrumental  on 
calling  for  the  development  of  a  program  providing  necessary 
funding  for  capital  improvements  for  those  projects  in  ne<Hl. 
Part).cularly  among  these  are  the  projects  developed  under  the  HUD 
BMIR  and  Section  236  programs  of  the  early  seventies.  We 
strongly  believe  that  a  fiscally  responsible  program  which  offers 
owners  and  managers  funding  for  capital  improvements  is 


Worn  Harmon  Fnt  V<e  FVef<d«<M 
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absolutely  necessary  if  we  are  to  avoid  the  wholesale 
deterioration  of  this  vital  housing  resource.    In  the  absence  of 
a  major  new  construction  initiative  such  as  we  saw  under  the 
Section  8  program,  which  would  offer  suitable  replacement  housing 
to  supplement  our  aging  stock  of  low  and  moderate  income  housing, 
a  program  providing  capital  improvements  funding  is  considered  by 
this  organization  to  be  an  essential  building  block  of  federal 
housing  policy. 

The  Preservation  Task  Force  to  which  I  refer  is  an  outgrowth  of 
our  continuing  convnitment  to  the  development  of  a  national  policy 
on.  preservation  of  the  existing  inventory  of  low  and  moderate 
income  housing.    Formed  in  April  of  this  year,  the  Preservation 
Task  Force  chaired  by  former  Advisory  Council  Chairman  G.  Lindsay 
Crump,  is  comprised  of  twenty-five  respected  members  of  the 
housing  conmunity.    Their  collective  experience  in  the  housing 
trena  and  their  concern  for  the  preservation  of  the  existing 
inventory  has  been  captured  by  the  Advisory  council  in  an  effort 
to  develop  a  more  disciplined  approach  to  preserving  the 
federally  assisted  inventory  in  a  cost  effective  and  responsible 
manner.    The  task  force  has  been  charged  to  look  at  five  major 
issues  affecting  preservation;    these  include  the  expiration  of 
existing  subsidies,  the  development  of  incentives  for  owners  to 
maintain  this  housing  as  low  income,  a  review  of  the  impact  on 
tenants,  and  analysis  of  the  effect  of  the  prepayment  of  HUD 
assisted  mortgages,  and  last7v,  a  look  at  the  roles  which  can  be 
played  by  state  and  local  go^  jrnment  in  preservation. 

Among  the  most  timely  and  critical  issues  we  have  and  will 
continue  to  face  within  the  task  force  is  the  issue  of  prepayment 
of  HUD  assisted  mortgages,    in  the  relatively  short  time  that  we 
have  been  meeting,  the  so  called  prepayment  issue  has  emerged  as 
the  pre-*eminent  preservation  issue.    This  is  the  case  for  two 
fundamental  reasons: 

1.  The  potential  loss  of  low  income  units  from  the 
existing  inventory; 

2.  The  potential  displacement  of  low  and  moderate  income 
persons  from  the  inventory  as  result  of  rsnt  increases 
or  conversions. 

Make  no  mistake,  there  are  and  will  remain  very  real  concerns 
which  must  be  addressed.    However,  there  is  a  no  less  fundamental 
issue  here,  one  which  has  major  policy  implications  for  Congress 
and  the  Administration  as  we  begin  to  chart  a  resins ible  course 
for  the  1990* s  in  housing.    The  right  of  prepayment  is  a 
fundamental  right  clearly  articulated  in  the  contracts  executed 
by  owners  participating  in  HUD*s  BMIR,  Section  236,  and  Section 
221  (D)  (4)  programs.    It  is  this  right  and  the  expectation  that 
it  creates  that  has  guided  the  business  decisions  of  many  owners. 
However,  ic  is  this  same  right  that  today  clouds  the  preservation 
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picture*    Well  intentioned  ovmers^  who  for  twenty  years  have 
maintained  properties  in  a  sound  and  fiscally  responsible  nmner^ 
are  today  faced  with  potential  arbitration  of  their  riyht  to 
prepay.    There  is  today  an  unhealthy  air  of  concern  and 
expectation  th%t  owners  will  arbitrarily  and  without  jxist 
consideration  displace  tenants^  raise  rents  or  convert  to 
condoffiiniuics.    It  must  be  made  clear  if  we  are  ever  to  develop  a 
sound  policy  on  this  issue  that  amony  the  universe  of  all  federal 
assisted  housing  owners  ^  only  a  portion  will  want  to  convert 
following  a  prepayment,  only  a  portion  can,  in  fact,  convert  as  a 
result  of  economic  and  market  considerations  and  among  those  that 
do  convert,  there  is,  in  our  eyes  a  rational  understanding  that 
tenant  interests  must  be  addressed.    Our  |>osition  should  be 
clear,  that  owners  who  do  not  or  will  not  take  the  interests  of 
tenants  to  heart  are  the  exceptions.    The  issues  generated  by 
their  action.'^  should  be  dealt  with  separately.    Among  the 
universe  of  owners  who  want  to  prepay  and  who  will  act 
responsibly  in  doing  so  we  have  offered  our  best  efforts  as  an 
organization  to  bring  their  rights  face  to  face  with  the  public 
purpose  concerns  of  the  Congress.    At  the  Task  Force  level  to 
which  X  refer,  this  issue  is  the  nexus  of  our  activity. 
Development  or.  a  sound  and  rational  approach  to  this  issue,  in 
the  last  analysis,  will  probably  be  the  single  most  i:Qportant 
contribution  we  can  make  to  the  work  o£  the  Congress  in  the 
development  of  a  housing  policy  for  the  future.    However,  our 
work  in  the  field  of  preservation  is  much  broader.    We  will  also 
focus  a  great  deal  of  attention  on  those  projects  which  continue 
to  require  federal  assistance.    We  will  attempt  to  define  the 
most  appropriate  ways  to  maintain  these  projects  as  viable  rental 
housing  for  those  who  need  it  the  most. 

The  work  of  the  Preservation  Task  Force  has  been  underway  since 
Apri^  of  this  year.    Our  final  report .addressing  the  broad  range 
o£  is.'^ues  affecting  the  preservation  of  low  and  moderate  income 
housing  will  be  finalized  in  November.    We  look  forward  to 
sharing  our  findings  with  you  and  hope  that  our  work  will  be  or 
much  assistance  to  you  as  you  create  a  new  housing  policy 
framework. 

To  supplement  our  efforts  in  the  field  of  management  and 
preservation,  the  National  Advisory  Council  has  undertaken  the 
development  of  a  major  program  and  policy  assessment  related  to 
housing  management. 

Our  work  "Perspectives  on  the  Management  of  Federally  Assisted 
Housing — Challenges  for  the  Eighties  and  Beyond"  will  address 
eight  separate  topics;  topics  which,  in  our  opinion,  must  be 
analysed  in  the  context  of  a  renewed  look  at  housing  policy.  Our 
report  will  include  the  following: 

A  historic  overview  of  federal  housing  policy  affecting 
the  management  of  federally  assisted  housing 
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The  role  of  the  private  sector  In  the  management  of 
federally  assisted  housing 

Challenges  for  today* s  housing  manager 

Assessing  federal  housing  policy  and  its  effects  on 
management  programs  &nd  practices  at  the  local  level 

Addressing  the  needs  of  lower  income .persons  -  a 
man9.gement  perspective 

Management  and  the  role  of  not  for  profit  entities 

Preservation  of  federally  assisted  housing  -  a  policy 
overview 

Training  the  housing  manager  of  th'^  future 

The  road  from  here  the  future  of  federally  assisted 
housing  management 


Our  report  will  be  &  compendium  of  essays  on  the  above  referenced 
topics  written  by  experienced  professionals  each  of  whom  have 
more  than  ten  years  of  hands-on  knowledge  of  federal  housing 
programs*    Our  goal  is  to  complete  this  report  for  presentation 
to  you  in  early  November.    We  hope  that  it  will  provide  you  with 
a  series  of  insights  and  recommendji''  ions  that  you  wil^  find 
useful  in  the  weeks  and  months  ahe^^.    We  stand  ready  to  assist 
you  in  anyway  possible.    Please  feel  free  to  call  upon  us. 

I  hope  this  letter  has  been  a  usefu?.  prologue  for  a  period  of 
constructive  dialogue  on  housing  policy.    X  look  forward  to 
working  with  you  both  in  the  challenging  months  ahead. 


Sincerely, 


Daniel  B.  Grady 
Chairman 
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rsoposAL  TO  coDirr 

TBI  BOD  IBDI&M  BO0SIH6  PKOCBAHS 
DBDBt  OBB  TITLB  IB 
TBB  0.8.  BOOSIBG  ACT 


July,  1987 


Over  the  patt  ••veral  years,  it  baa  becoMe  increaaingly 
clear  to  tbe  adainiatratora  of  tbe  HOD  Indian  bouaing  programa 
tbat  tbe  developaent  and  Banageaant  of  Indian  boaea  is  K\uite 
different  froa  tbe  developaent  and  aanageaent  of  public  boosing 
in  tbe  nation*a  citiea.  Hovever,  for  aoat  Indiana  on  truat  land, 
the  HOD  prograaa  are  tbe  only  aeana  available  for  tbea  to  obtain 
decant  and  aafe  bouaing*  Ifbile  tbe  Onited  Statea  Houaing  Act  waa 
paaaad  in  1937  to  provide  caaiated  bouaing  to  tbe  nation's  poor, 
it  wasn't  until  1961  tbat  tbe  Dcpartaent  of  Hooaing  and  Orban 
DevalopBant  adainiatratively  decided  tbat  it  could  aarve  Indian 
faailiea  on  reaervationa  witb  tbe  Public  Houaing  Prograa.  Tbe 
Indian  and  Alaaka  Bative  bouaing  prograaa  bave  wbicb  bave  evoXved 
froa  tbia  deciaion  (Old  Mutual  Help,  Bew  Mutual  Help,  Turnkey  III 
and  LowXant)  are  cbaracterixad  by  single  faaily  detacbed  unite, 
over  6il  of  wbicb  are  boaeownerabip  units,  a  boaogeneoua 
population,  and  reaote  rural  locationa  often  lacking  paved  roada 
and  basic  vater  an<^  aanitary  aewer  infraatructure.  In  addition, 
two  basic  facta  auat  be  underatood  about  Federal  efforta  to  bouae 
Indianat  firat,  tbere  exiata  a  truat  relationabip  between  tbe 
Federal  governaent  and  Indian  peoplea;  aecond,  tbe  cultural 
traditiona  of  Aaerican  Indiana  bavd  been  aubatantially  different 
froa  tboae  of  non-Indiana. 

Currently,  tbe  1937  Houaing  Act  and  ita  4;7<<endaents  do  not. 
recognise  tbe  critic&.  differences  between  tbe  Incllan  and  Public 
Houaing  Prograaa.  Moat  aaendaenta  are  directed  to  tbe 
iaproveaant  of  public  bouaing  wbicb  aiy  or  aay  not  be  applicable 
or  appropriate  to  aeeting  tbe  bouaing  needa  in  Indian  Country. 
Specific  exaaplea  are  given  below  to  illuatrate  aoae  of  tbe 
probleaa  encountered  wben  Indian  bouaing  autboritiea  (iHAa)  apply 
tbe  public  bouaing  atatute  and  regulationa  to  roaervation 
reaidenta*  Many  propoaala  bave  been  aade  to  Congreaa  and  tbe 
Adainiatration  regarding  tbe  iaproveaent  of  the  Indian  bouaing 
d  divery  aystea.  Few  bave  been  aerioualy  considered*  It  ia  well 
docuaented  tbfct  probleaa  aaaociated  witb  tbe  adainiatration  of 
tbe  Indian  bousing  prograaa  are  nuaeroua,  coaplez  and  difficult* 
Siaplif ication  ia  a  auat  if  HOD  and  IHAa  are  to  efficiently 
aanage  tbair  reaponaibilitiea*  A  firat  atap  to  aiaplifying  tbe 
prograa  la  to  aysteaatically  arrange  tbe  lawa  rnd  to  conaolidate 
tbe  regulationa  tbat  apply  to  tbe  HOD  Indian  w^uaing  prograaa. 
Tbe  conaolidation* of  tba  regulationa  ia  in  tbe  clearance  proceas 
at  HOD*  Bbat  ia  alao  needed  ia  to  conaolidate  tbe  laws  of  tbe 
1937  Houaing  Act  ao  tbat  tbe  prograaa  tbat  tbey  enact  can  be 
found  in  one  place,  in  logical  order,  ao  tbat  appropriate  atudy 
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and  reconnendations  can  be  made  to  address  those  areas  that  are 
outdated  or  not  applicable  to  the  delivery  of  housing  to  Indians. 

Three  of  the  four  HUD  prograns  serving  Indians  are  designed 
for  ultimate  homeownership:  Old  Mutual  Help,  Mew  Mutual  Help, 
and  Turnkey  III.  Homes  developed  under  the  Mutual  Help 
Homeownership  Programs  have  no  counterpart  in  public  housing,  yet 
they  comprise  more  than  60%  of  the  .units  administered  by  iHAs. 
One  example  of  inappropriate  legislation  is  the  requirement  that 
95%  of  all  public  housing  tenants  be  very  low  income.  This 
excludes  Mutual  Help  rc  ipients  because  very  low  income  tenants 
cannot  afford  the  requirements  of  homeownership:  no  operating 
subsidies  are  available  for  maintenance  or  utilities  under  these 
programs.  Another  example  is  the  recently  passed  request  to  use 
excess  operating  subsidies  to  provide  relief  to  PHAs  for 
increased  costs  in  required  insurance  coverages.  Mutual  Help 
homebuyers  are  excluded  because  they  are  not  eligible  for 
operating  subsidies— but  their  cost  of  coverage  has  nearly 
tripled.  HOD,  Congress  and  the  PHAs  simply  forgot  to  develop  a 
means  of  providing  relief  to  all  public  housing  participants. 

The  Indian  housing  programs  do  serve  a  different  population: 
the  trust  nature  of  the  land  prohibits  alienation  and  no  other 
means  of  financing  new  housing  is  available  to  the  Indian 
population  choosing  to  stay  on  their  homelands.  Homeownership 
opportunities  must  stay  available  to  them.  While  legislation  in 
process  would  change  the  95-5%  rule,  for  the  past  few  years  this 
rule  has  been  a  burden  to  Indian  communities  and  was  applied  to 
them  without  thought  to  the  existing  homeownership  programs.  In 
addition,  legislation  that  extended  Annual  Contr ibution? 
Contracts  for  ten  years  voided  existing  Mutual  Help  Agreements 
which  were  term  specificl 

Problems  that  ex^ist  in  the  homeownership  programs  could 
better  be  addressed  if  Indian  housing  legislation  is  codified  and 
separated  from  the  Public  Housing  Program,  and  regulations  are 
consolidated.  Solutions  in  the  form  of  amendments  or  new 
regulations  would  also  be  easier  to  implement  as  they  would  only 
apply  to  Indian  housing  and  not  have  to  be  "exceptions**  to  public 
housing.  Often,  the  Housing  Act  amendments  demand  time-*- 
consuming  regulatory  and  handbook  interpretations  to  be  developed 
before  Indian  field  offices  and  Indian  housing  authorities  can 
respond  appropriately.  Indian  housing  authorities,  for  example, 
are  still  waiting  for  HOD  to  determine  what  applies  to 
homeownership  agreements  under  the  **debt  forgiveness**  language 
included  in  the  1986  Omnibus  Reconciliation  Act.  Tribes  want  to 
know  .if  their  citizens  now  own  their  homes.  Indian  housing 
authorities  also  need  to  know  so  that  they  can  plan  accordingly. 
This  issue  is  of  no  concern  to  public  housing  tenants  in  rental 
units. 
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Currently  the  Indian  housing  prograas  have  separate 
development  and  administrative  ptocedureF  than  public  housing* 
Howeverr  in  order  to  discover  the  origins  and  intent  of  HDD's 
Indian-  Housing  Programs r  one  uust  search  through  forty  years  of 
statutes  creating  and  amending  the  Public  Housing  Program*  A 
separate  title  under  the  0*S*  Housing  Act  codifying  the  laws 
relating  to  Indian  housing  would  improve  the  chances  of  analyzing 
and  refining  the  program*  It  would  also  state  that  it  is  the 
policy  of  the  United  States  Government  to  assist  American  Indians 
and  Alaska  Natives  in  obtaining  decent,  safe  and  sanitary 
bousing* 
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CHAKACTIKISTICS  OF  IMDI3UI  MID  PDBLIC  HODSIIIG; 
Following  are  some  of  the  differences  between  the  two  programs: 


Indian  Housing 

Housing  Type  Single  family  detached 

scattered  site* 

Environment  Remote  rural  areas; 

scattered  site;  most 
units  need  infrastructure; 
restricted  title  (i.e., 
trust  lands) • 


Public  Housing 
Mult i family 


Majority  of 
units  in  pro- 
jects in  urban 
or  town  set- 
tings; Most 
projects  do  not 
need  infra- 
structure* 


Program 
EnpnagiT 

Market 


60%  Homeowner,  40%  rental 

Mo  other  alternative 
assisted  or  private 
sector  housing  available; 
vacancy  rates  almost 
non-existent* 


Over  98%  rental 

Various  other 
assisted  or 
'private  sector 
housing  avail- 
able* 


Tenant 
Issues 


Housing 

Authority 


Size 


Ho  active  tenant  groups 


Active  tenant 
groups 


Majority  of  IHAs  have  under      Various  size 


500  units  with  fewer  than 
than  5  staff*    Most  staff 
from  local  area  (more 
effective,  less  training, 
low  pay) • 


PHAs-majority 
of  PHAs  have 
over  2500 
units*  Staff 
generally 
professionally 
trained  and 
well  paid* 
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CHARACTBRISTIC3  OF  IMDIAg  AMD  PDBLIC  HODSIMG; 
(continued) 


Major 

Problems 


Indian  Housing 


•^Management  capacity, 

-Rent  collections 

-Staff  turnover 

-Coordination  with  Bureau 
of  Indian  Affairs  (BIA) 
&  Indian  Health  Service 
(IHS) 

-Funding  for  infra- 
structure 


Public  Housing 


-Condition  of 

units/ 
-Maintenance/ 

rehabilita- 
tion 
-Union  wages 
-Tenant 

advocacy 
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STATDTORTr  RKGOLATORT  AMD  POLICY  DlFFgggMCgS  BBTIffggll 
PDBLIC  AMD  IMDIAM  HOOSIMG 


Program  Area  Indian  Housing  Dnique  Indian  Housing 

Same  as  Public 
Housing 

Development  Separate  regulations 

handbook  &  some  forms 

Indian  Preference  statutory 
requirements  rather  than 
Title  IV  and  VIII  Equal 
Opportunity  Requirements* 

Separate  cost  containment 
policies* 

Separate  fund  allocation 
approach/methodology* 

Separate  requirements  & 
procedures  for  Interagency 
coordination  (BIA,  IHS  &  HOD)* 

Infrastructure  -  i*e*f  BIA 
surveys,  in  some  cases,  have 
never  been  made;  no  air 
photos  available,  have  to 
start  surveys  from  scratch; 
roads  may  be  have  to  built, 
both  off-site  and  on-site 
water  and  sanitary  sewage 
disposal  must  be  developed 
or  expanded* 

Logistics  of  getting  materials 
to  site  can  be  extraordinary 

-  i*e*,  in  Alaska,  if  all 
materials  aren*t  ordered  and  on 
barge  from  Seattle  by  July  4th, 
you  may  have  to  wait  to  build 
until  following  suntmer  or 
double  cost  of  construction  to 
fly  in  missing  parts* 
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SWOTORT^  KKCDLAfORT  AMD  POtlCT  DirgBRIMCBS  BITWBIM 
PDBLIC  AMD  IltDIAII  H0D8IMG 

(continued) 

Program  Area  Indian  Housing  Unique  Indian  Housing 

Same  as  Public 
Housing 

Tribe  may  dictate  where  bone- 
sites  are  -  i»e*,  clan  lands 

IHAs  may  be  managin^^and 
developing  units  up  to  750  ^ 
miles  apart  -  Planned  units 
"cluster**  or  development  sites 
often  were  a  mistake  in  early 
site  planning  «n  some  reserva- 
tions; became  ghettos;  scattered 
sites  preferred  for  traditional 
occupance* 


Occupancy 


Mutual  Help  Program  is 
authorized  separately  in 
the  statute;  it  has 
separate  regulations  & 
handbook* 


IH  &  PH  have 
reexamination  & 
income  deduc- 
tion policies; 
PH  «  IH  have 
the  same  r^^ntal 
&  Turnkey  III 
family  rent  & 
utilities 
policies* 


Income  limit  policies 
different  for  all  Regions 
but  Oklahoma* 

Lease  and  grievance  policies 
different  from  PH  and  IH* 

Cultural  and  political 
differences  abound;  before 
PH  program  people  did  not 
pay  rent;  IHA  policies  and 
procedures  must  mesh  with 
tribal  policies* 
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STATDTORYr  EgGDLATORY  MID  POLICY  DIPFIRIMCBS  BlTWgEII 
PPBLIC  AMD  IMDIAII  HODSmG 

(continued) 

Program  Area  Indian  Housing  Dnique  Indian  Housing 

Same  as  Publfc 
Housing 

Performance  Funding  System 
does  not  work  well  for 
small  iHAs;  many  ihAs  have 
less  than  100  units  with 
1-2  staff.  Same  expense 
criteria  used  but  no  factor 
for  additional  costs  for 
servicing  in  remote  locations, 
scattered  sites* 


Financial 
Management 


Unique  operating  subsidy 
regulations  for  Mutual 
Help;  Unique  operating 
subsidy  jolicy  for  Alaska 
I  HAS 


Indian  self-insurance  pool 


P?S  statutory  & 
regulatory  re- 
quirements 
apply  to  iH 
rental  programs 
but  do  not  pro- 
vide accurate 
subsidy  levels 
fc  should  be 
changed. 
Financial  mana- 
gement policies 
are  the  same 
for  PH  a  IH. 

Cash  managenent 
and  investment 
policies  are 
same  for  IH  and 
PH. 


CIAP 


Same  policies 
for  IH  and  PH 
but  program  is 
too  complex  for 
IH.     CZAP  is 
oriented  to 
apartment 
building  reno- 
vation. 
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RECXaMMENDATIONS 
FOR  THE 
1988    SENATE   HOUSINQ  BILL 

submitted 
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The  National  Aaaociation  of  Senior  Living  Industries  (NASLX) 
'lishes  to  thank  The  Honorable  Alan  Cranston*  Chairman  of  the  Housing 
and  Urban  Affairs  Subcoaaittee*  of  the  Banking*  Housing*  and  Urban 
Affairs  Couittee  of  the  U.S.  Senate  for  the  opportunity  to  submit 
reoouendations  for  national  housing  legislation*  that  will  have  a 
positive  iapact  on  the  developoent  of  housing  and  related  services 
for  seniors  at  all  incone  levels.     NASLI  considers  it  iaperative  that 
the  Coaaittee  include  senior  housing  issues  on  its  agenda. 

o    Tho  housing  of  seniors  represents  a  substantial  percentage 
of  the  total  housing  narket  in  the  iaaediate  and  foreseeable 
future. 

o    In  round  figures*  72X  of  people  sixty-five  years  of  age  or 

older  own  the  property  they  live  in.     23X  are  renters.  SX 

are  institutionalised*  aostly  in  health  care  facilities, 
o    Seniors  spend  a  greater  proportion  of  incoao  on  housing  than 

any  other  age  group, 
o    More  than  fifty  percent  of  people  sixty-five  years  of  age  or 

older  occupy  housing  which  is  thirty  years  old  or  older, 
o    Seniors  are  the  owners  of  aost  of  the  household  owned 

housing  stock  in  this  country, 
o    Sen. or  housing  requiresenta  often  differ  froa  those  of  the 

general  public*  and  these  unique  characteristics  often 

require  special  consideration, 
o    Current  tax  laws  and  adainistrative  policies  aitigate 

against  the  development  of  housing  appropriate  to  the  senior 

occupant*  and  against  the  aaintenanoe  of  currently 

designKted  senior  housinz  stock. 
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Bftcktround  on  HASM 

NASLI  wa»  founded  in  1985.    Its  diverie  ■embership  currently 
includes  over  500  aajor  corporations »  consumer  organisations » 
acsdeaic  institutions  and  governmental  agencies  represented  by  over 
1*100  delegates.    As  a  aulti-disciplinary  organisation!  NASLI  has  a 
unique  charter.    It  provides  the  only  national  forun  for  airing  the 
often  divergent  perspectives  of  all  those  concerned  with  improving 
the  quality  of  senior  living*  whether  for  housing*  transportation! 
social  and  personal  services,  food*  clothing*  or  other  needs  of  the 
burgeoning  senior  market. 

NASLI 's  purpose  is  fourfold: 

o    To  redefine  the  meaning  of  aging  and  retirement  consistent 

with  today's  changing  society, 
o    To  promote  the  independence  of  seniors  through  industry-wide 

understanding  and  sppreoiation  of  the  older  person's  ne^^is. 
o    To  improve  industry  skills  to  contribute  to  a  better  quality 

of  life  for  seniors  with  greater  self-reliance, 
o    To  foster  a  sense  of  "enpoweraent"  that  promotes 

opportunities  for  eldern  to  apply  their  evsperience  and 

sVVlls  oonristent  with  their  energies  and  interests. 

NASLI  is  the  cajor  resource  network  of  organisations  nnd 
proi'ersionr.lo  devoted  to  meeting  the  shelter*  health  service  sind 
concuuijr  product  needs  of  the  older  population.    It  l«  both  catalyst 
ftnd  stundard  sett^^r  for  iusirosses  and  service  organlsatJ ons 
consideri  iff  ways  to  serve  oldoi  aiiults. 
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It  1«  necft««ary  to  rg«tor»  oertaln  tax  benefits  reduced  or 
^Umlnatftd  In  the  Tax  Refora  Act  of  1986.  In  order  to  alleviate  an 
g.therwite  inevitable  decrease  In  the  development  and  aalntepance  of 
uaaybjldiged  low  and  Moderate  Incoae  rental  houaln*. 

The  availability  of  aoderate  and  low  cost  rental  bouaintf  ia 
particularly  sKnif leant  for  seniors i  aany  of  wbo«  live  on  fixed 
incoses*    Whil^  *'he  General  eoononic  position  of  our  older  population 
is  inprovinC,  the  aajority  have  relatively  low  incoaesi  with  21%  of 
persons  over  65  near  or  below  the  poverty  line. 

Accordinjt  to  an  analysis  prepared  for  the  Neigbborhood 
Reinvestment  Corporation,  the  Tax  Reform  Act  of  1986:     1)  reduces  the 
value  of  deductibility  of  in^'erest  and  real  estate  tax  expenses;  2) 
increases  the  depreciation  period  from  as  few  as  15  yeara  to  27*5 
years;  3)  repeals  oepital  fain  preferencea  thus  eJllmlnatlnx  any 
difference  between  taxes  paid  on  ordinary  income  mud  taxes  paid  on 
capital  gains;  4{  further  restricts  the  ability  of  states  to  issue 
tax  exempt  bonds  which >  in  recent  years*  have  provided  below  market 
interest  rate  financing;  and  5)  substantially  reduces  the  ability  of 
limited  partners  to  invest  in  real  estate  to  obtain  losses  which  help 
reduce  tax  liabilitiea  resulting  from  other  incume** 

NASLZ  urges  th-)  Committee  to  consider  legislative  action  to 
encour»^#':  investors  in,  and  developers  of,  senior  rental  housing  to 
put  their  financial  resources  and  expertise  to  work  on  building  and 
renovating  rental  units  for  moderate  and  low  income  seniors. 


^Phillip  L.  Clay,  '*At  Risk  of  Loss:  The  Endangered  Future  of 
Low-Incoae  Rental  Housing  Resources",  Massachusetta  Institute  of 
Technology,  Cambridge,  MA,  May  1987,  p.  24. 
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Recently  enacted  federal  tax  lav  has  nefative  iaplications  for 
investors  and  developers  who  desire  to  aake  available  moderate  and 
low  inooae  rental  housinf  either  through  new  construction  or 
renovation  of  existing  housinf  stock.    While  recofnizinf  the 
iaportanoe  to  the  U.S.  econoay  of  participatinf  in  profraas  which 
increase  available  rental  houainf  for  seniors  at  all  incoae  levels* 
investors  and  developers  generallr  consider  their  hands  tied  by  tax 
law  restrictions  and  disincentives. 

Currently*  Federal  tax  law  provides  no  leki  incentive  to  invest 
in  and  develop  low  and  aoderate  inooae  rental  housihx.    As  a 
consequence,  investors  are  likely  to  favor  profit  aakintf  construction 
opportunities  skewing  the  development  of  housing  away  from  aoderately 
priced  rental  units.    What  tax  incentives  do  exist  in  the  Tax  Reforts 
Act  are  so  complex  as  to  be  practically  unusable. 

Although  it  is  too  early  to  docuaent  the  impact  of  the  changes  in 
Federal  tax  law  on  the  availability  of  rental  housing*  logic  dictates 
that  the  result  of  the  inevitable  reduction  of.  available  rental  units 
will  be  both  a  decline  in  total  number  of  units*  and  a  substantial 
increase  in  the  rents  for  those  units  that  are  on  the  market.  NASLI 
foresees  that  people  of  all  ages  will  compete  for  occupancy  of  a 
dramatically  dwindling  stock  of  reasonably  priced  rental  units.  The 
Kational  Association  of  Home  Builders  has  predicted  a  rent  increase 
of  20X  for  units  across  the  board  if  building  cannot  keep  pace  with 
demand . 

The  Committee  should  take  a  strong  position  in  regard  to  the 
preservation  of  properties  for  low  and  moderate  income  rental  units. 
The  Department  of  Housing  and  Urban  Development  should  have  imposed 
legislated  requirements  forbidding  the  sale  of  designated  moderate 
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and  low  incoBe  rental  propertie..    These  properties  financed  through 
HUD  resources,  or  FHA  insured,  and  substantially  occupied  by 
recipients  of  Section  8  subsidies  aust  not  now  bo  converted  to  market 
rate  users,  thus  compounding  the  problem  of  available  rental  units 
for  the  vulnerable  elderly  population  as  waII  as  for  others  in  need 
of  low  cost  rental  housing. 

Furthermore,  current  tax  law  encourages  owners  to  upgrade  rental 
properties  which,  in  locations  where  supply  of  rental  units  is 
limited,  wiU  result  in  a  rise  of  rents.    This  in  turn  is  likely  to 
lead  landlords  to  rent  units  to  more  affluent  tenants.    Such  a  trend 
will  foreclose  rental  housing  to  those  sectors  of  the  population  „ho 
cffnnot  afford  to  purchase  homes. 
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Contrw  should  en»ot  legl«I»tion  cttabliahlng  »  Hatlonnl 
CoMunity  tiouglng  Partnership  Progr>»  which  addrcngeg  the  housing 
needs  of  sll  versops  with  lov  and  loderstc  IncoBca.  Including 
seniors* 

KASLI  supports,  in  principle,  the  proposal  of  the  Kational 
Coalition  on  Low  Income  Housing  (KCLII!)  for  a  Kational  Cosaunity 
Kousing  Partnership  Prograa,  although  it  is  not  prepsred  at  this  time 
to  coMent  on  the  specifics  of  that  prograa.    The  KCLIH  is  proposing 
the  creation  of  a  federally  sponsored  prograa  to  encourage  and  assist 
non-profit  sponsors  to  construct  and  rehabilitate  low  and  moderate 
income  housing  projects.    Under  this  progra«i  the  federal  governaent 
through  HUD  would  participate  with  states,  cities,  non-profit 
organizations  and  foundations »  where  these  entities  provide  aatchini; 
funds  to  augaent  federal  assistance  to  low  and  aoderate  inooae 
housing  projectu.    The  financial  assistance  provided  by  this 
partnership  might  support  activities  such  as: 

o  Project  specific  technical  assistance 

o  Project  specific  seed  aoney  loans 

o  Project  specific  aatching  grant  or  loah 

o  Prograa  wide  nonprofit  support. 

KASLI 's  concern  for  iaproving  the  quality  of  life  for  seniors 
extends  to  all  econoaic  groups.    Those  aaong  our  aeabers  who  invest 
in  or  develop  senior  bousing  recognize  the  urgent  national  need  for 
acre  affordable  housing  for  the  aajority  of  seniors  who  cannot  afford 
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most  of  the  upscale  housing  currently  being  built  or  renovated  for 
the  senior  aarket* 

The  program  would  stimulate  development  cf  multi-family  and 
single  room  occupancy  rental  units  as  well  as  limited  equity 
cooperatives,  condominium  and  single  family  homes.    Occupancy  would 
be  income  livited. 

Unfortunately,  with  the  advent  of  the  Tax  Reform  Act  of  1986  and 
.^he  decline  of  direct  federal  support  for  low  income  housing, 
developers  of  senior  housing,  just  as  housing  developers  generally, 
are  unable  to  commit  substantial  assets  to  projects  that  result  in 
almost  certain  financial  loss.    Through  a  program  such  as  that 
proposed  by  NCLIH  it  would  be  possible  for  the  private  sector  to 
participate  with  governmental  and  nonprofit  sponsors  in  providing  for 
the  housing  needs  of  moderate  and  low  income  seniors. 
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Congre««  ahould  en«ct  letfiilatien  •upportlntf  and  providing  seed 
Koney  for  an  orrfanigation  within  the  senior  housing  industry  to 
eatabliah  national  standards  for  accreditation  of  aenior  hnuaing 
faotlities.  and  to  provide  accreditation  to  those  facilities. 
nationwide,  which  cqmpIt  with  these  standards  once  they  are  set. 

Historically,  the  aenior  housing  industry  has  experienced  some 
loaa  of  credibility  Kith  older  peroons  because  a  anall  percentage  has 
been  victisized  by  uncertain  financI.*iKf  the  poor  quality  of  housing t 
or  ■isaanafeaent.     Seniors t  because  they  cannot  readily  recoup  their 
lost  assetst  sire  especially  affgrieved  when  housini^  projecta  in  which 
they  have  inveated  are  financially  distressed,  go  bankrupt,  or 
dwelling  units  are  poorly  constructed  or  poorly  aanaged. 

As  an  association  whose  membership  serves  the  senior  market,  a 
NASLI  objective  is  to  assure  that  the  facilities,  products  and 
services  which  its  members  provide  to  consumers  are  reliable,  safe, 
and  of  good  quality,  that  financing  ia  sound  and  manai^ement 
competent.    Although  some  states  have  enacted  statutes  requiring  that 
certain  types  of  senior  housing  meet  specified  financial  criteria  as 
a  prerequisite  to  marketing,  there  are  no  nationally  recognized 
accreditation  programs  for  senior  housing. 

The  establishment  of  such  a  program  by  a  national i  private, 
non-profit  organization  of  substantial  visibility  within  the  senior 
housing  industry,  would  serve  in  several  ways  to  upgrade  the  quality 
and  reliability  of  products  and  services  marketed  to  ser.xors. 
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Accreditation  of  senior  bousintf  facilities  in  accordance  with 
Cenerallj  recognised  standards  would: 

o    Establish  a  refular  evaluation  process  whereby  objective 
evaluators  can  identify  early  warning  signs  of  probleas  with 
a  facility  and  recoaaend  corrective  action; 

o    Identify  a  particular  body  whose  accreditation  would  be 
acceptable  to  state  and  federal  licensing  agencies  as  a 
prerequisite  for  granting  a  license  or  providing  funding  to 
senior  housing  facilities  requesting  licensure  or  funding; 

o    Create  incentives  for  Managers  of  senior  housing  facilities 
to  provide  in-service  training  tc  upgrade  the  skills  of 
staff »  where  achieveaent  of  certain  standards  of  cospetence 
for  such  staff  is  a  prerequisite  to  accreditation, 

o    Zaprove  the  credibility  of  specific  facilities  in  the  nind 
of  the  public. 

o  Assure  that  resident  transfer  policies  are  properly  drawn 
and  adjBinistered  to  protect  residents  rights  when  another 
level  of  care  aay  be  needed. 

NASLI  believes  that  it  is  aore  appropriate  for  a  private » 
nonprofit  organisation  strongly  identified  with  the  senior  housing 
industry  to  set  industry  standards  for  accreditation  than  a 
governaental  regulatory  agency  would  be.    For  example,  the  standards 
for  and  accreditation  of  hospitals  have  been  proaulgated  by  the  Joint 
Cosaission  on  Accreditation  of  Hospitals,  whose  aembers  are  S 
prestigious  national  private  health  organisations.  Currently, 
licensing  and  accreditation  of  senior  housing  varies  substantic^lly 
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asonf  states,  both  as  to  what  types  of  facilities  are  subject  to 
accreditation  or  licensure  rules,  and  as  to  the  scope  of  these 
rules.    State-by-rtate  regulation  is  problematic  for  investors, 
developers  and  managers  of  senior  housing,  especially  for  firms  that 
market  to  seniors  in  several  states.    The  establishment  of  an 
objective  industry  standard  setting  and  accrediting  body,  acceptable 
to  consumers,  regulators  and  providers  of  housing  would  serve  the 
needs  of  all  those  concerned  about  provision  of  reliable,  good 
quality  senior  housing. 


-  10  - 


525 


Congreftft  should  enact  leglalation  to  Provide  funding  to 
accelerate  training  and  educational  prograas  ln_order  to  upgrade  the 
perfor»ance  of  staff  who  have  direct  or  Indirect  responsibility  for 
the  well  being  of  senior  residents. 

NASLI  directs  the  Conaittee's  attention  to  the  shortage  of 
personnel  qualified  for  skilled  positions  in  senior  housing 
facilities*    Much  of  the  available  training  is  inadequate!  and 
although  certificate  programs  exist t  issuance  of  a  certificate 
frequently  is  not  contingent  on  the  achievement  of  measurable  levels 
of  performance  in  the  training.    Furthermore!  the  training  itself  may 
not  be  designed  or  carried  out  in  accordance  with  generally  accepted 
curriculum  requirements. 

University  based  courses  are  generally  of  high  quality. 
University  based  continuing  education  programs  provide , flexibility 
for  those  who  want  to  improve  themselves  professionally  while 
working.    Consequently >  while  Congress  should  generally  encourage 
education  and  training  for  persons  working  in  senior  housing*  it 
should  limit  certification  to  recognized  institutions  of  higher 
education  which  are  capable  of  developing  curriculumi  providing 
faculty,  and  offering  educational  and  training  opportunities,  which 
demonstrably  result  in  upgrading  thr  Job-related  performance  of 
senior  housing  staff. 
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ContfreBB  should  establish  a  national  body  widely  representative 
of  the  Public  and_JPrivate  sectors  to  advise  it  on  housing  policy* 
including  aenior  housing  policy.    This  body  should  be  sufficiently 
free  fro«  iamediate  political  committtents  so  that  it  can  provide  a 
longer  range_PersPective  on  national  housing  policy  than  the  current 
polic^processes  permit* 

Housing  policy  is  particularly  vulnerable  to  manipulation  by 
politicians  and  economists  because  it  in/olves  a  basic  necessity  — 
shelter  —  around  the  provision  of  which  a  vast  industry  has  grown* 
Historically,  housing  policy  has  frequently  been  molded  to  achieve 
immediate  economic  objectives  at  the  expense  of  longer  range  social 
goals*     It  is  important  for  policy  makers  to  remain  aware  that  the 
housing  stock  of  this  country  is  not  simply  the  asset  of  title 
holders*     It  is  one  of  our  most  valuable  national  assets t  deserving 
of  the  same  high  level  of  protection  and  consideration  thjvt  we  demand 
for  our  national  park  lands  or  our  national  highway  system* 

The  U«S*  needs  a  mechanism  for  debating  housing  policies  of 
national  stature  —  which  debate  includes  not  only  political  and 
economic  consideration  but  social*  demographic*  psychological  and 
environmental  issues  as  well.     In  addition  to  reaching  consensus  on 
the  most  appropriate  policy  recommetxdations  to  Congress  this  body 
should  have  the  ear  of  successive  r^dministrations.     This  requires 
designation  of  prestigious  experts  in  various  aspects  of  housing* 
social  philosophy*  and  public  policy*  who  have  the  capacity  to 
critique  long' term  implications  of  various  proposals* 

An  advisory  body  to  Congress  might*  for  example*  review  current 
housing  programs  to  determine  whether  they  are  achieving  their 
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original  objectives,  or  whether  these  objectives  continue  to  be  valid 
as  national  policy  goals*     It  night  also  propose  innovative 
approaches  to  federal/state/private  sector  cooperation  in  using 
existing  and  new  housing  stock  acre  effectively*  or  suggest  new 
priorities  for  providing  housing. 

In  the  area  of  senior  housing,  it  national  body  reporting  to 
Congress  would  be  ideally  positioned  to  broaden  the  debate  on  long 
tera  care  b&yond  its  current  medically-oriented  stance  to  one  which 
encompasses  senior  housing  issues*    By  focusing  on  the  residential 
aspects  of  long  term  caro,  there  may  be  national  recognition  that 
many  older  persons  in  need  of  social,  personal,  or  financial 
assistance  over  the  Tong  tern,  can  be  adequately  cared  for  without 
involvement  of  expensive  health  care  resources  and  faCAlities. 


-  13  - 


528 


Conclualon 

The  Committee  is  undertaking  a  complicated  but  essential  task  in 
reviewing  and  recommending  new  directions  for  housing  in  the  United 
States.     NASLI  congratulates  the  Committee  on  its  initiative  and 
expressea  its  interest  in  participating  on  behalf  of  the  senior 
living  industry  in  the  Committee's  deliberations  in  any  way  the 
Committee  considers  appropriate.     In  particular,  NASLI  would 
appreciate  the  opportu>^lty  to  share  with  the  Committee  additional 
concerns  and  legislative  recommendations  which,  because  of  the  press 
of  time,  it  has  been  unable  to  include  i.i  this  submission. 
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The  National  Association  of  countlss  supports  efforts  in 
Congress  to  develop  a  national  housing  policy  which  addrease'' 
the  critical  need  for  decent  and  affordable  housing.  The  nation 
has  a  housing  crisis.  Between  1974  and  1983,  the  number  of 
rental  units  that  wer«  affordable  for  low-lncoae  households 
declined  by  over  two  Million  units  while  the  number  of  rental 
households  earning  less  than  $10,000  Increased  by  over  3 
million.  Less  than  25  percent  of  low-Income  renters  who  need 
subsidized  housing  receive  housing  assistance.  As  a  result, 
nany  low  Income  households  pay  staggering  percentages  of  tlieir 
income  on  housing  -  30,  40  or  50  percent,  live  in  physically 
inadequate  and  overcrowded  housing,  or  are  homeless. 

Moderate  Income  as  well  as  low  Income  persons  are 
adversely  affected  by  the  housing  crisis.  Construction  of 
rental  housing  for  both  Income  groups  has  diminished  as  a  result 
of  reductions  in  direct  federal  expenditures  for  housing  and  the 
elimination  or  curtailment  of  tax  Incentives  to  investors.  Many 
potential  first-time  homebuyers  find  themselves  priced  out  of 
the  conventional  iiortgage  market. 

The  National  Association  of  Counties  adopted  a  resolution 
calling  for  formation  of  a  special  task  force  to  develop 
proposals  for  a  new  legislative  housing  initiative.  This  task 
force  feels  that  several  principles , should  govern  formation  of  a 
national  housing  policy: 

1 .  Local     governments     have     developed     expertise  in 

packaging  and  financing  affordable  housing.  A 
national  housing  policy  should  capitalize  on  this 
expertise  and  provide  local  and  state  governments 
maximum  flexibility  in  designing  affordable  housing 
programs  which  respond  to  local  needs. 

2.  Congress  should  provide  an  adec[uate  and  predictable 
level  of  funding  for  housing. 

3.  National  housing  policy  should  encourage  mixed  Income 
housing  developments.  Concentrations  of  low-income 
persons  should  bo  avoided. 

4.  Congress  should  modify  federal  tax  code  provisions  to 
Insure  that  tax-exempt  finance  and  investment 
incentives  are  of  maximum  benefit  in  financing 
affordable  rer-tal  «\ousing. 
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5,  Congrtss  should  encourage  homeovnership  through 
various  insurance  and  guarantee  programs  and  xsodify 
and  extend  the  Mortgage  Revenue  Bond  program  to  assist 
first-tiae  moderate-incoae  hoaebuyers, 

6«  Congress  should  provide  incentives  to  help  ensure  that 
existing  low  incoae  'housing  stock  is  preserved  for  low 
incoae  persons* 

7«  Congress  should  expand  the  federal  government ^s  role 
in  credit  enhancement* 


A  FEDERAL  BOUSING  BLOCK  GRANTS  FROGRMf 


Block  grants  to  local  and  state  governments  are  an 
effective  approach  to  community  development i  because  they  give 
local  governments  the  flexibility  to  develop  programs  to  respond 
to  local  needs*  The  National  Associction  of  Counties  feels  this 
is  a  model  for  the  Housing  Block  Grants  program  that  ve  propose* 

Under  a  Housing  Block  Granrs  programi  metropolitan  cities 
and  urban  counties  would  receive  direct  allocations*  State 
governments  would  administer  the  distribution  o^  funds  to  small 
cities  and  nonentitlement  counties* 

Housing  Block  Grants  would  substitute  for  all  categorical 
housing  production  and  rehabilitation  vrogr?ms.  Eligible  uses 
should  include,  but  not  be  limited  to  development  acquisition 
and  rehabilitation  activitiesi  direct  loans,  loan  guaranteesi 
interest  rate  subsidiesi  transitional  and  emergency  sheltc,  ;s 
for  the  homelessi  financing  for  mixed  ase  developments  and 
financing  for  alternative  construction ,  like  modular  housing , 
where  conventional  financing  is  restricted*  Local  and  state 
govenments  should  be  permitted  to  utilize  the  private  sectori 
including  nonprofit  organizations  where  appropriate  and 
feasible I  to  provide  affordable  housing  opportunities  through 
construction!  ownership  and  management* 

The  formula  for  allocating  Housing  Block  Grants  to  local 
and  state  governments  should  measure  the  availability  and 
affordability  of  housing*  In  addition,  consideration  should  be 
given  to  a  measuritment  of  local  tax  efforts  for  housing* 
Counties  and  cities  which  do  not  qualify  for  what  the  statute 
defines  as  a  minimum  entitlement  should  apply  for  assistance 
through  the  state  administered  program* 

Local  and  state  governments  that  apply  for  Housing  Block 
Grants  should  ba  required  to  su^-nit  a  Housing  Assistance  Plan 
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(BAP).  MluriBdictions  should  prspats  a  singla^  coaprahansiva  HAP 
ifhioh  vottld  )!>•  iBpl«iant«d  vlth  Bousing  Block  Grants  and  othar 
housing  prograas.  Tha  BAP  should  dascriba  what  tha 
jurisdiction  is  doing  with  its  own  rasourcas  to  facilitata 
housing  and  a  plan  to  lavaraga  privata  sactor  rasourcas. 
Bousing  Block  Grants  should  ba  \uiad  to  craata  and  axpand  housing 
progra»s#  and  not  saraly  substituta  for  stata  and  local  housing 
•f forts. 

Tha  fadaral  govamsant  should  continua  to  provida  funding 
saparata  froa  Bous&g  Block  Grants  for  Saction  8  cartificataff 
and  vouchars*  Bovavar#  local  govamaants  ahouXu  not  ba  pracludad 
froa  using  Bousing  Block  Grants  to  supplaaant  rant  subsidy 
prograas.  Saparata  funding  also  should  continua  for  public 
housing  oparating  subsidias  and  tha  coaprahansiva  iaprovanant 
assistanca  prograa.  Daspita  thair  cost,  daap  subsidy  prograas 
ara  tha  only  way  to  assist  vary  lov«-incoaa  parsons. 

Local  govamaants  would  hava  lasa  adainistrativa  costs  in 
a  Bousing  Block  Grants  prograa  than  undar  tha  currant 
catagorical  housing  production  and  rahabilitation  programs  vhich 
hava  saparata  applications  and  daadlinas,  and  diffarant 
raporting  raguiraaants  and  ragulations.  A  Housing  Block 
Grants  prograa  would  fora  an  af factiva  partnarship  batwaan  tha 
fadaral,  stata  and  local  govamaants  and  tha  privata  sactor  to 
davalop  craativa  stratagiaa  to  addrass  tha  affordabla  housing 
crisis  as  it  iapacts  particular  coaaunitias. 


Expiring  fadaral  contracts  and  lov-incoaa  occupancy 
rastrictions  hava  put  at  risk  a  substantial  nunbar  of  tha  1.9 
sillion  privataly-ovnad,  fadarally-assistad,  lov-incona  rental 
units  undar  tha  Saction  8,  Saction  236,  and  Saction  221(d)(3) 
prograas.  soaa  astiaatas  indioata  that  as  aany-'as  900,000  units 
could  ba  lost  froa  tha  lov«*incoaa  stock  by  1995  as  aortgages  are 
prepaid. 

Prapayaent  of  these  aortgages  could  cause 
reconcentrations  of  low-incone  populations  as  developments  in 
acre  aarketabla  areas  convert  to  market  rents,  while  use 
restrictions  continue  on  units  located  in  more  marginal  areas. 
Congress  should  ensure  that  the  existing,  federally  subsidized 
and  insured  low-income  housing  stock  remain  affordable  for  low- 
and  moderate-income  households.  The  following  actions  could 
assist  in  preserving  this  housing  stock. 
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1«  The  fftdftral  9ovftmaftnt  ifhoulv  d«v«lop  incentives  such 
as  below  market  interest  rate  second  vortgages  and 
rehabilitation  loann  for  owners  who  agree  to  continue 
use  restrictions  on  the  development  for  the  duration 
of  the  vortgage  or  loan*  Congress  should  consider 
raising  the  cap  on  the  rate  of  return,  thereby 
allowing  developers  access  to  vore  of  their  eqiiity, 
provided  the  developer  aaintains  use  restrictions  on 
the  property* 

2«  The  federal  govenuent  should  ensure  replacement  otf 
any  units  that  are  lost  froa  the  low-income  housing 
inventory  on  a  unit  per  unit  basis* 

3 •  Tenant  organizations  should  have  first  right  of 
refusal  to  purchase  developments  in  which  the  owner 
intends  to  prepay  a  mortrage  .If  a  tenant 
organisation  and  its  designated  nonprofit  organization 
elect  r.^t  to  purchase  the  development,  then  local 
government  agencies  and  finally  state  housing  cgencies 
should  have  the  option  to  purchase  thte  property* 


The  federal  government  must  provide  a  tool  to  make 
private  sector  multifamily  housing  financially  feasible*  The 
housing  task  force  of  tha  National  Association  of  Counties 
proposes  the  creation  of  a  secondary  market  for  below  market 
first  and  second  mortgages*  The  accompanying  chart  (see  next 
page)  describes  the  role  of  a  new  secondary  agency* 

Private  lenders  and  local  housing  finance  af^^ncies  would 
underwrite  mortgage  loans*  Lenders  \^uld  have  to  be  approved 
hnd  use  standard  lending  criteria*  Mortgages  would  then  be 
purchased  hy  a  secondary  savket,  either  an  am  of  Ginnie  Mae  or 
a  new  government  agency*  The  new  agency  would  package  the 
mortgages  which  would  be  sold  on  the  private  securities  market 
as  series  A  and  series  B  bonds*  A  developer  would  be 
responsible  for  a  previously  agreed  percentage  of  the  debt 
service  which  would  be  determined  by  the  public  purpose  nature 
of  the  project*  The  remaining  debt  service  would  be  funded  by 
the  equity  participation  on  Series  B  bonds  or  by  government 
subsidy*  State  and  local  governments  could  provide  additional 
subsidies*  These  bonds  would  be  tax-exempt  and  have  an  FHA 
guarantee* 


FIXAHCIMG 
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ZKPACT  OF  TAX  REFOBM  OK  BOUSING 

The  National  Aesoclatlon  of  Counties  is  concerned  about 
the  impact  of  the  1986  tax  reform  on  housing.  An  immediate 
effect  has  been  a  substantial  reduction  in  the  issuance  of  tax- 
exempt  bonds*  Congress  should  modify  the  federal  tax  code  to 
ensure  that  tax-exempt  financing  and  investment  incentives  are 
of  maximum  benefit  in  financing  affordable  housing.  The 
following  are  some  of  the  revisions  that  Congress  should 
consider* 

A*         ITT-Income  Housing  Tax  Credits 

The  housing  task  force  suggests  the  following  revisions 
to  the  low-income  housing  tax  credits  to  make  them  a  more 
useful  tool  for  housing  construction  and  rehe03ilitation* 

!•  The  amount  of  the  credit  should  be  constant* 

2*  The  maximum  credit  for  new  construction  and 
rehabilitation  of  (jualifying  units  financed  with  tax- 
exempt  bonds  should  be  raised* 

3«  The  residency  term  and  credit  term  should  coincide* 

4*  Implementation  of  tax  credits  should  be  simplified  by 
eliminating  involvement  by  state  and  local  governments 
in  determining  eligibility  for  the  credits*  Investors 
simply  should  be  allowed  to  claim  the  credit  for 
eligible  units* 

B«  Depreciation 

1.  The  period  o^rer  which  real  property  may  be  depreciated 
should  be  shortened* 

2*  Investors  should  be  allowed  accelerated  depreciation 
for  developments  with  low-income  units* 

C«         Capital  Gains 

Congress  should  consider  exempting  sellers  of  mult i family 
rental  property  from  capital  gains  t-^xxes  provided  that 
the  purchaser  agrees  to  maintain  or  convert  the  units  for 
use  by  low*income  households* 
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Mortgage  RicvAnutt  Bonds 


Mortgags  R«v«nu«  Bonds  should  bs  sxtsndsd  bsyond  ths 
currsnt  sunsst  dats.  Ks  further  rsconnsnd  raising  the 
p«r  capita  li»it,  sy-anding  the  eligibls  uses  of  MRBs  to 
include  development  costs  to  sponsors,  and  designating 
specific  authority  for  MPiJs  r  ^art  froa  other  state  bond 
authority. 

E.        Tax-Exeapt  Xultifaaily  Hotising  Bonds 

Mttltifanily  housing  bonds  should  be  subject  neither  to 
the  current  xmified  volume  cap  nor  the  alternative 
aininum  tax. 


There  are  a  nusober  of  issues  which  affect  housing 
affordability  and  promote  goals  which  should  be  integrated  into 
a  national  housing  policy.  The  following  are  some  of  the  issues 
that  should  be  addressed. 

Davis-Bacon.  Congress  should  weigh  the  inpact  of  Davis- 
Bacon  on  housing  costs  and  consider  exempting  housing 
froa  coverage  altogether  or  developing  guidelines  which 
would  allow  payment  of  the  actual  local  prevailing  wages 
for  construction  progress. 

Fair  Housing.  Congress  should  consider  requiring  all 
recipients  of  federal  funds,  irrespective  of  the  source, 
to  certify  compliance  with  fair  housing  laws. 

Community  Reinvestment  Act.  Congress  should  examine  ways 
to  strengthen  this  Act. 

Housing  Reserve  Funds.  Congress  should  examine  reserve 
funds  for  all  housing  programs,  including  those 
maintained  for  Section  202  projects  and  ptiblic  housing, 
as  potential  funds  for  expansion  of  new  units  or  creation 
of  new  developments. 


The  National  Association  of  Counties  reaffirms  its 
resounding  support  for  the  Community  Development  Block  Grant 
program.  We  look  forward  to  working  with  Congress  in  developing 
additional  federal  tools  ^ic*>  promote  a  new  national  housing 
policy  for  decent  and  affordable  housing. 
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INTRODUCilON 

Housing  has  always  been  and  continues  to  be  one  of  the 
highest  personal  and  social  priorities  in  America*  Survey  data 
indicate  that  homeownership  is  not  only  an  individual  desire,  but 
is  seen  by  most  Americans  as  a  public  objective  deserving  of 
government  support^  Indeed,  decent  and  affordable  housing  is 
considered  essential  to  the  quality  of  life  for  alL  Because  of  this, 
a  variety  of  public  policies  have  been  pursued  to  ensure  an  ef- 
fective system  for  the  delivery  of  such  hor  ing  to  all  Americans- 

The  results  of  these  efforts  include  the  long  and  steady  rise 
in  the  homeownership  rate  jOrom  44  percent  in  1940  to  65  per- 
cent in  1980.  Over  iht  same  period,  the  housing  conditions  of 
all  segments  of  our  society  improved,  often  remarkably  so.  To 
sustain  these  gains  in  homeownership,  and  to  assure  continued 
fulfillment  of  the  housing  needs  and  expectations  of  all 
Americans,  there  must  continue  to  be  a  positive  and  effective 
.national  housing  policy. 

In  this  decade,  progress  toward  improved  housing  quality, 
reduced  housing  cost  burdens^  and  more  widespread 
homeownership  has  stagnated.  In  part,  that  stagnation  has 
reflected  cutbacks  in  Federal  effort  to  meet  the  nation's  hous- 
ing needs,  as  housing  programs  have  borne  a  disproportionate 
share  of  Federal  budget  cuts.  The  adverse  impact  of  those 
budget  cuts  has  been  cushioned  by  the  long-lived  nature  of  the 
housing  stock,  a  strong  economic  recovery  and  the  loug  term 
obHgations  built  into  earlier  housing  programs.  However,  the 
adverse  imp^.cts  wik  soon  begin  to  accelerate  as  a  result  of  the 
expiration  of  Federal  and  private  commitments  to  provide  low- 
cost  housing  for  low  and  moderate  income  families.  Moreover, 
recent  changes  in  tax  law  have  discouraged  production  and 
rehabilitation  of  rental  housing. 

Thus  we  are  pleased  that  the  Congress  will  be  considering 
landmark  legislation  to  revitalize  national  housing  poli^.  This 
document  indicates  areas  where  we  feel  legislative  action  is  most 
needed  and,  in  many  instances,  provides  specific  reconmienda- 
tions.  In  doing  so,  we  have  attempted  to  learn  lessons  from  prior 
and  current  experience  with  housing  poUcies  and  programs  and 
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HOMEOWNERSHIP  RATE 
BY  AGE  OF  HOUSEHOLDER 


ALL  HOUSEHOLDS 


\ 
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HOUSEHOLDER  AGE  30  -  34 


75      7t/      77      76      79      60      61      62      85      64      65  86 


The  dedine  in  the  homeownership  rate  has  been  particularly 
dramatic  for  young  households. 

Souict:       Bureau  of  ^He  Census,  uopubli£hcd  diu. 


have  sougxii  to  combine  the  best  of  experience  as  well  as  new 
ideas« 

At  this  we  have  made  no  effort  to  indicate  priorities  among 
diese  proposals^  nor  to  match  these  ideas  to  limited  resources. 
We  realize  that  fiscal  considerations  need  to  be  taken  into  ac- 
count; deficit  reduction  is  a  high  national  priori^  for  all  of  us. 
Therefore,  we  look  forward  to  working  with  the  Congress  in 
developing  priorities  and  determining  the  resources  that  will  be 
required. 

The  National  Association  of  Hone  Builders  has  analyzed 
these  issues  in  several  reports  over  the  past  few  years.  Our  1985 
report  entitled  Housing  America:  The  Challenges  Ahead 
described  the  housing  needs  of  the  future  and  the  problems 
posed  by  demographic,  economic,  and  regulatory  changes.  Our 
1986  report,  /^w  and  Moderate-Income  Housing:  Progress, 
Problems,  arid  Prospects  documented  the  range  of  housing 
problems  facing  leaver-income  people  and  the  erosion  of 
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Federal  efforts  to  help  address  those  problems.  That  report  also 
analyzed  prospective  problems  due  to  expkation  of  government 
and  private  commitments  to  provide  low-income  housing  and 
reviewed  efforts  at  the  state  and  local  levels  to  provide  housing 
assistance.  In  1986,  we  also  produced  several  analyses  of  the  na- 
ture and  impact  of  provisions  in  the  Tax  Reform  Act  of  1986  that 
affect  housing.  In  1987,  NAHB  joined  with  the  National  As- 
sociation of  Realtors  and  the  Mortgage  Bankers  Assodation  to 
produce  a  set  of  guidelines  for  housing  poHcy  under  the  title 
Toward  a  Natiofial  Housing  Policy.  All  of  those  reports  are 
•  naturally  available  to  the  committee. 

This  submission  offers  a  set  of  specific  proposals  based  on 
the  anrlyses  and  policy  recommendations  presented  in  those 
-  reports  as  well  as  on  the  efforts  of  a  spedal  Task  Force  formed 
by  the  current  lci\dership  of  NAHB. 
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GOALS  AND  PRINCIPLES 

We  believe  that  governments  at  all  levels  have  a  respon- 
sibility to  encourage  and  improve  the  afford  ability  and 
availability  of  housing  for  their  citizens,  usicg  the  most  cost-ef- 
fective means  at  their  disposal.  Such  policies  benefit  not  only 
the  direct  recipients  of  assistance  but  dso  society  as  a  whole. 

Several  recent  analyses  have  made  a  sharp  distinction  be- 
tween availability  and  affordability.  Such  a  sharp  distinction  is 
somewhat  misleading  smce  availability  and  affordability  are  two 

•  sides  of  the  same  coin.  The  real  issue  is  the  availability  of  decent, 
affordable  housing.- 

The  evidence  of  the  problem  of  affordability  for  renters  in- 

•  eludes  large  increases  in  the  ratio  of  rent  to  income  foi  /enter 
households.  As  of  1983,  the  median  renl  to  income  ratio  was  29 
percent  compared  to  20  percent  in  1970,  and  renters  in  the 
lowest  income  quintjle  in  1983  paid  a  median  of  62  percent  of 
their  incomes  in  rent .  Between  1983  and  1986,  rents  increased 
by  18%  ,  while  the  median  income  of  renters  inaeased  16%^ 
so  that  the  rental  affordability  problem  has  gotten  even  worse. 

For  Lame  buyers,  the  key  to  affordability  is  the  cost  and 
availability  of  housing  finance.  There  are  several  dimensions  to 
housing  &iance  that  are  relevant.  First,  there  is  the  problem  of 
the  down  payment  and  other  up-front  costs.  The  availability  of 
FHA-insured  and  VA-guaranteed  mortgage  loans  (plus  FmHA 
financing  in  rural  areas)  has  been  vital  to  assuring  that  such  up- 
front costs  are  not  an  insurmountable  barrier.  Second,  there  is 
the  problem  of  the  affordability  of  monthly  payments  and  the 
associated  problem  of  mortgage  underv^riting  criteria  based  on 
payment  to  income  ratios.  New  underwriting  criteria  and  the 
elimination  of  the  FHA  Section  245  graduated  payment 
mortgage  program,  plus  restrictions  on  Mortgage  Revenue 
Bond  programs,  have  created  a  situation  where  any  rise  in 
mortgage  rates  could  severely  jeopardize  the  ability  of  home 
buyers  to  qualify  for  loans.  The  third  aspect  of  housing  finance 
bearing  on  home  buyer  affordability  is  real  mortgage  interest 
rates-interest  rates  net  of  e^qpected  inflation.  In  prior  years,  the 
expense  of  high  nominal  interest  rates  vi^as  offisct  by  the  expec- 
tation of  increases  in  home  values.  With  real  house  prices  stag- 
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REAL  VS.  NOMINAL 
MORTGAGE  INTEREST  RATES, 
1375  -  1986 


75      76      77      79      79      fiO      61      62      63      64      65  66 


Real  rate  equals  nominal  rate  less  5  year  moving  average  of 
annual  price  change  of  quality  adjusted  new  one  family  homes 
sold. 

Source:  Federal  Home  Loan  Bank  Board,  *Otventional  Home  Mortpge  Rates';  Bureau 
oftheCensus,  rnce  Index  of  New  One  Fampy  Houses  Sold*. 

nant  and  inflation  generally  under  control,  the  current  level  of 
nominal  interest  rates  represents  a  very  hi^  real  rate  and  a  very 
high  net  cost  of  home  ownership. 

In  addition  to  the  cost  of  housing  finance,  home  buyer  af- 
foi  dability  is  also  affected  by  house  prices.  Thus  far  in  the  1980s, 
national  average  house  pricei,  adjusted  for  changes  in  quality, 
have  increased  relatively  little  in  real  terms,  but  in  some  areas 
house  prices  have  increased  quite  sharply  and  have  reached  dis-- 
tressingly  high  levels.  Those  areas  have  generally  been  charac- 
terized by  growth  controls,  regulatory  delays,  and  high 
development  fees. 

Measures  that  show  declines  in  the  incidence  of  substrm- 
dard  housing  and  overcrowding  have  been  interpreted  to  mean 
that  the  availability  of  decent  housing  is  a  problem  secondary  to 
the  affordability  issue..  Similarly,  rear-record  vacancy  rates 
imply  that,  at  least  on  a  national  basis,  there  if  a  plentiful  supp- 
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ly  of  housing.  However,  other  evidence  shows  that,  while  the 
overall  supply  of  decent  housing  may  be  adequate,  large  num- 
bers of  lower-income  households  have  been  unable  to  obtain- 
such  housing.  Such  evidence  includes: 

^  An  apparent  explosion  in  the  homeless  population, 
with  the  greatest  increase  consisting  of  increases  in 
homeless  families. 

^  An  inability  of  households  chosen  to  receive  assistance 
in  the  Section  8  and  voucher  programs  to  find  housing 
that  conforms  to  program  standards.  Of  those 
households  who  do  not  akeady  occupy  qualified 
housing  at  the  time  t)f  their- selection  as  prospective 
beneficiaries,  approximately  half  fail  to  Gnd  hou|ing 
that  qualifies  and  must  therefore  forego  benefits. 

^  A  decline  in  the  number  of  vacant  units  with  rents 
below  $300  per  month,  at  the  same  time  that  the 
overall  vacancy  rate  has  increased.^ 

Low  income  households  have  always  found  housing  less 
available  than  households  with  higher  income,  but  several 
aspects  of  the  current  situation  suggest  that  the  gap  between  the 
-  housing  "h?ves*'  and  **have  nots**  has  become-or  will  become- 
more  severe.  One  development  is  the  movement  away  from 
federal  polides  that  acted  to  create  housing  specifically  reserved 
for  low  income  households.  Recently,  policies  favoring 
•'demand-side*'  subsidies  have  pushed  more  low-income 
households  into  the  overall,  um^eserved  housing  market, 
producing  upward  pressure  on  rents  for  the  few  unsubsidized 
units  that  are  affordable  to  lower-income  households.  At  the 
same  time,  gentrification  and  other  factors  have  curtailed  the 
supply  of  housing  units  provided  through  a  trickle-down  process 
(or  ••filtering'')  from  hi^er-income  households. 

'  ^  Beyond  the  desire  to  live  in  decent  housing,  most 
Americans  want  to  own  their  own  homes.  The  opportunity  to 
,  own  a  home  has  inspired  generations  of  Americans  and  brought 
them  into  the  social  mainstream.  Homeownership  yields  extra 
dividends  to  society  by  fostering  pride  and  participation  in  one's 
conui^unity,  by  encouraging  saving,  and  by  promoting  social  and 
political  stability.  These  tremendous  personal  and  public 
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benefits  strongly  justify  governmental  action  to  facilitate 
homeownership  through  policies  designed  to  enhance  the  affor- 
dability  of  home  purchase. 

Thus,  the  basic  goals  of  national  housing  policy  should  be 
decent,  affordable  housing  for  all  Americans  and  widespread 
homeownership  opportunities.  In  recommending  policies  to 
achieve  our  national  housing  policy  goals,  NAHB  believes  that 
certain  principles  should  be  recognized: 

(1)  The  private  sector  is  the  best  mechanism  for 
meeting  the  demands  for  bousing* 

(2)  All  levels  of  government  must  be  involved  in 
assuring  decent  and  affordable  housing  for  all 
Americans  and  widespread  homeownership 
opportunities 

(3)  Low  and  stable  interest  rates  are  the  most 
important  factor  in  housing  production  and 
affordability.  The  federal  government  should 
place  high  priority  on  pursuing  a  mix  of  fiscal  and 

■  monetary  policies  that  reduces  the  deficit, 
promotes  long-term  economic  growth,  and 
ensures  an  adequate  supply  of  capital 

(4)  State  and  local  governments  should  work  in 
concert  with  the  private  sector  and  the  federal 
government  to  expedite  the  delivery  of  affordable 
housing  and  to  meet  special  housing  needs  in 
local  markets. 

In  line  with  this  approach,  NAHB  makes  the  following 
recoEomendations,  directed  toward  the  twin  goals  of  decent 
housing  for  all  and  widespread  homeownership  opportunities. 
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TAX  POLICY  AND  HOUSING 

Tax  incentives  are  an  e&icient  means  of  implementing 
pubb'c  policy  because  they  influence  private-sector  economic 
decisions  without  the  additional  costs  and  delays  typical  of 
programs  funded  by  Congress  and  implemented  by  government 
bureaucracies. 

The  Tax  Reform  Act  of  1986  has  made  investment  in  rent- 
al housing  less  attractive  and  helped  to  induce  a  sharp  decline 
in  rental  construction.  All  rental  construction  has  been  adver- 
sely affected^  but  the  greatest  adverse  impacts  have  fallen  on 
construction  of  rental  units  intended  for  low-  and  moderate-in- 
come households.  Although  the  new  tax  law  contains  some 
provisions  intended  to  encourage  construction  or  preservation 
of  low  income  rental  housing,  those  provisions  are  unduly  com- 
plex. In  order  for  the  provisions  regarding  tax-exempt  financing 
and  the  low  income  tax  credit  to  be  effective  incentives,  they  will 
need  to  be  substantially  modified. 

jRecommendation:  It  is  essential  that  the  tax  code  continue  to 
provide  significant  incentives  for  homeownership  through 
deduction  of  mortgage  interest  and  property  taxes. 

The  homeowner  deductions  in  the  tax  law  reflect  the 
basic  societal  value  placed  on  widespread  homeowner- 
ship.  Yet,  there  has  been  talk  oi  limiting  the 
homeownership  tax  deduction  to  raise  revenue  for 
various  purposes.  Most  people  recognize,  though,  that 
any  limitation,  however  small,  can  easily  expand  to 
weaken  or  eliminate  this  central  provision  of  housing 
policy,  with  important  impacts  on  the  homeownership 
rate  and  housing  affordabUity. 

)Recommendation!  The  sunset  on  state  and  local  authority  to 
issue  tax-exempt  mortgage  revenue  bonds  should  be  eliminated* 

Mortgage  revenue  bonds  have  played  a  key  role  in 
making  home  ownership  possible  for  moderate-income 
households  seeking  to  buy  their  first  homes.  The  imposi- 
tion of  "sunsets",  and  their  periodic  extensions,  create 
disanay  in  the  management  of  these  valuable  state  and 
local  programs. 
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RecommendflftoTi!  Tax  policy  should  encourage  and  facilitate 
the  accumulation  of  down  payments. 

Moderate-income  first-time  homebuyers  would  be 
greatly  assisted  if  they  were  allowed  to  withdraw,  without 
tax,  funds  from  tax-deferred  IRA  or  401(k)  retirement 
accounts  for  use  as  down  payments.  Essentially,  this 
would  be  equivalent  to  allowing  them  to  invest  in  their 
own  homes  rather  than  in  mutual  ftmds,  CDs,  or  other 
investment  vehicles. 

Reconimendafion!  Significant  changes  should  be  made  in  the 
low  income  rental  housing  tax  credit,  including; 

(1)  Administration  by  HUD,  rather  than  by  the  IPJS. 

(2)  Exemption  from  passive  loss  and  minimum  ta;: 
provisions. 

(3)  Flexibility  for  states  to  provide  larger  credits,  if 
necessary,  subject  to  the  statewide  cap. 

(4)  £Iimindtion  of  cumbersome  requirements 
regarding  allocation  according  to  when 
properties  are  placed  in  service,  by  allowing 
allocation  authority  to  be  carried  forward 

The  tax  credit  is  a  potentially  powerful  tool,  particularly 
when  combined  with  other  federal,  state  or  local  assis- 
tance. However,  unless  it  is  made  much  more  flexibie 
and  workable,  the  amount  of  additional  housing 
provided  relative  to  the  tax  credit  allowed  will  be  small. 


Recommendation!  Tax  incentives  should  be  available  to  en- 
courage owners  of  properties  reserved  for  low-income  occupan- 
cy to  extend  their  participation  in  assistance  programs^ 

Under  Section  221(d)(3)BMIR,  Section  236,  and  other 
programs,  privately-owned  units  are  restricted  to  low  in- 
come occupancy  and  reduced  rents.  The  contracts  unde/ 
which  owners  agreed  to  restrictions,  in  return  for 
favorable  financing  terms,  provided  that  owners  could 
prepay  the  mortgage  md  withdraw  fi'om  the  programs, 
generally  after  twenty  years.  Those  twenty-year  lock-in 
'  periods  OTt  about  to  expire  in  many  cases.  Tax  incentives 
should  be  among  the  tools  available  to  pursuade  owners 
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to  continue  to  participate  in  assistance  programs-  For  ex- 
ample, it  should  be  possible  for  the  low  income  tax 
credit  to  be  granted  to  owners  of  such  properties,  even 
though  there  is  no  change  in  ownership. 

Recommendation!  Material  participants  in  rental  real  estate 
should  be  treated  under  the  tax  laws  in  a  manner  comparable 
to  material  participants  in  other  activiiies. 

The  1986  Tax  Act  classified  nearly  all  rental  real  estate 
activities  as  passive  and  thus  limited  the  deduction  of  as- 
•  ■  -  sociated  losses.  T;^.is  ignored  the  fact  that  many 
developers  and-  ownex.  materially  participate  in  the 
management  of  rental  properties  and  should  be  allowed 
to  deduct,  at  a  minimum,  ♦heir  cash,  out-of-pocket  los- 
ses. 
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HOUSING  FINANCE 

Federal  polides  to  ensure  the  availability  of  housing  credit 
and  to  reduce  hs  cost  have  been  a  major  component  of  nation- 
al housing  policy  since  the  1930s,  These  policies  have  helped 
produce  the  best  housing  finance  ^tem  in  our  Nation's  history. 
Despite  this  fact,  many  federally  related  elements  of  the  system 
recently  have  been  under  attack  from  the  Administration,  The 
appropriate  course  for  public  policy  over  the  years  ahead  is  to 
generally  preserve  the  system  we  have  today,  and  to  make  fur- 
ther improvements  where  appropriate. 

The  major  components  of  aa  effective  federal  policy  on 
housing  finance  include: 

^  Federal  mortgage  insurance  and  guaranty  programs 
that  provide  home  buyers  access  to  aedit  on  favorable 
terms  and  at  reasonable  cost 
Federally  related  secondary  market  institutions  that 
provide  access  to  aedit  in  national  and  international 
capita)  markets. 

^  Thrift  institutions  that  are  committed  to  housing 
finat^ce,  backed  by  a  strong  deposit  insurance  system 
and  regulated  by  an  effective  Federal  Home  Loan 
Bank  System. 

Today,  the  FHA  and  VA  mortgage  insurance  and  guaran- 
tee programs  are  relied  upon  by  over  half  of  all  first-time  home 
buyers  purchasing  new  homes.  The  wcU-developed  secondary 
m'lrket  for  mortgages  rests  on  the  effective  functioning  of 
Gi><MA,  FNMA,  and  FHLMC  Thrift  institutions,  while  finan- 
cially troubled  in  some  areas,  are  still  providing  over  half  of  all 
housing  credit  All  of  these  key  elements  of  the  housing  finance 
system  must  be  maintamed  or  strengthened. 

Recommendation  !  FHA  must  be  maintained  as  an  effective 
mutual  mortgage  insurance  program  for  Iow*downpayinent 
loans* 

Actions  to  reduce  the  effectiveness  of  FHA  have  been 
proposed  in  recent  years.  Such  changes  must  be  avoided. 

Recommendation:  Tha  volume  limitation  on  the  FHA  Adjus- 
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table  Kate  Mortgage  program  should  be  removed  and  a  com^ 
parable  VA  ARM  program  begun* 

The  FHA  ARM  was  set  up  as  a  limited  demonstration. 
The  program  has  proven  its  worth  ;ind  should  be  freed  of 
volume  restrictions.  Asimilar  VA  program  diould  be  es- 
tablished. 


SOURCE  OF  FINANCING 
FOR  FIRST-TIME  HOMEBUYERS 
OF  NEW  HOMES.  1986 


CONVENTIONAL  AND  OTHER 


Source:  NAHB,  TiofUe  of  the  New  Home  Buyer,  1986'. 


RecommeTidation!  Binding  volume  limits  sho^jld  not  be  im- 
posed on  the  VA  mortgage  guaranty  program,  and  additional 
fees  should  not  be  imposed  on  veterans  who  are  entitled  to  the 
VAprogram. 

In  rectnt  years,  attempts  have  been  made  to  cap  the 
volume  of  VA  loan  guarantees  and  to  raise  fees  to  users 
of  the  program.  Tliese  proposals  are  attempting  to 
change  the  fundamental  characteristics  of  the  VA  - 
program-away  from  an  entitlement/guarantee  program 
and  toward  an  insurance-^e  program  subject  to  federal 
credit  budget  limits. 

12 
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GROWTH  OF  RESIDENTIAL 
PASS-THROUGH  SECURITIES 


75   76   77   78   79   SO   81    82  83   84  85  86 


Today,  more  than  60 percent  u/home  mortgage  originations 
are  sold  as  securities  in  the  secondary  markeU  ilte 
FederaUy-reiated  agencies  (GNMA,  FNMA,  and  FHLMC) 
account  fr*'  the  lion  *s  share  of  this  activity. 

Source:  Board  of  Govenors  oi  the  Federal  Reservt  System. 

Recommendation!  GNMA,  FNMA,  and  FHLMC  should  be 
preserved  in  their  current  roles,  in  order  to  maintain  eOicient 
functioning  of  the  mortgage  system  and  ensure  affordable 
mortgage  credit  for  home«buyers« 

CNMA  is  the  key  to  the  availability  of  FHA  and  VA 
financing.  FNMA  and  FHLMC  should  continue  to 
operate  as  federally-sponsored  enterprises  with  Con- 
gressionally  mandated  commitments  to  housing  finance. 
They  should  be  permitted  to  operate  without  the  imposi- 
tion of  user  fees  and  with  minimal  interference  from 
federal  regi '  ators,  and  the  cunent  system  of  establishing 
loan-size  UiiJts  should  be  maintained.  They  should  also 
be  encouraged  to  develop  and  employ  technical  innova- 
tions in  the  structure  and  trading  of  mortgage  backed 
securities. 

At  the  same  time,  FNMA  and  FHLMC  should  pass  along 
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the  benefits  of  their  federal  sponsorship  to  mortgage 
sellers  and,  ultimately,  to  mortgage  borrowers  in  all  parts 
of  the  country,  and  they  should  devote  appropriate  atten- 
tion to  the  needs  of  lower-income  buyers  and  neighbor- 
hoods. 

Recommend&tion!  The  structure  of  FHLMC  should  be 
reviewed^  with  consideration  given  to  providing  the  agency  with 
a  broader  range  of  representation  and  p  articipation. 

Consideration  should  be  given  to  establishing  FHLMC 
as  a  federally  sponsored  enterprise  independent  of  the 
•  -  FHLBB,  to  enlarging  the  Board  of  Directors,  and  to  in- 
cluding representation  from  the  housing  industry. 
FHLMCs  stock  should  be  allowed  to  br  tr:*ued  outside 
the  S&L  industry. 

Recomniendation!  The  commif,ment  of  the  thrift  industry  to 
housing  finance  should  be  maintained  and  enhanced  through 
incentives  and  rules  governing  portfolio  composition. 

To  maintain  thrifts*  chartered  purpose  to  provide  affor- 
dable mortgage  credit,  it  is  necessary  to  restore  meaning- 


KOME  MORTGAGE  ORIGINATIONS 
BY  TYPE  OF  INSTITUTION. 
PERCENT  SHARE 

70  T  '  
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Thrifts  continue  to  represent  the  largest  source  of  mortgage 
originations. 

Sottice:  VS,  Depattmeot  of  Housing  tnd  Urban  Development 
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fill  tax  incentives  for  thrift  investments  in  residential 
mortgage  assets.  Congress  should  also  establish  a 
stronger  "thrift  asset  test",  specifying  appropriate  levels 
and  types  of  mortgage  investment  and  substantial  penal- 
ties for  noncompliance. 

Recommendatioii!  Depositoiy  institutions,  and  their  holding 
companies,  should  be  permitted  to  engage  in  nndenrnting  and 
dealing  in  private^  third-party,  mortgage-ridated  securities. 

Broader  authorityfor  banks  and  thrifts  to  underwrite  and 
deal  in  mortgage-related  securities  will  create  greater 
competition  in  these  activities,  lower  the  cost  of  credit 
for  home  buyers,  and  inicrease  the  earnings  potential  for 
banldng  and  thrift  organizations  that  face  stiff  competi- 
tion in  national  and  international  capital  markets. 

Recnmmendatmn!  A  long-term  Strategy  for  the  ftiture  of  the 
FSLIC  should  be  developed  in  order  tc  ensure  the  future 
viability  of  a  thrift  industiy  that  is  committed  to  housing 
finance. 

The  litcent  legislation  that  •'recapitalized"  the  FSUC  is 
an  important  first  step  to\vard  addressing  the  future  of 
S&Us,  but  contiiTiUed  study  and  action  is  likely  to  be 
necessaiy  over  the  longer  tenn.  For  example,  pressures 
may  mount  to  merge  the  FSUC  and  H)IC  fimds.  Such 
a  merger  could  imdermine  tiie  status  of  thrifts  as  special- 
ized housing  lenders,  and  should  be  avoided.  The  long- 
term  solution  to  the  FSUCproblem  will  require  creative 
thinking  'mdpoiisiblelongertermTreasuryparticipation. 

RecnrnmendatioYi:  Full  and  appropriate  disclosure  should  be 
required  to  ensure  that  borrowers  under'^iand  mortgage  com- 
mitments firom  financial  institutions  regarding  interest  rates 
and  other  features  established  at  the  time  of  application  for  a 
mortgage  loan, 

Mbunderstanding  with  respect  to  the  statu  s  of  mortgage 
.  loan  commitments  has  arisen,  particularly  during  periods 
of  sharply  rising  interest  rates.  Borrowers  must  know, 
and  be  able  to  count  upon,  terms  of  commitments  made 
bylenc'ers.  .     »  . 
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HOUSING  COSTS 

Home  building  is  one  of  the  nation's  most  regulated  busi- 
nesses. Much  of  the  regulation  is  necessary  to  protect  public 
health  and  safety,  but,  just  as  in  other  areas  of  our  society,  there 
has  been  a  tendency  to  over-regulate  housing.  At  the  state  and 
local  levels,  there  has  been  damaging  over-regulation  of  land 
use,  development,  and  building  technologies.  In  fact,  regulatory 
restrictions  are  a  major  came  of  the  local  housing  affordability 
crises  v^jcperienced  in  many  parts  of  the  country.  Recently, 
federal  regulation  has  been  threatening  to  further  restrict  supp- 
ly and  raise  costs. 

Demonstration  projects,  such  as  the  Joint  Venture  for  Af- 
fordable Housmg  sponsored  by  the  federal  government,  have 
shown  the  potential  cost  savings  from  flexible  regulations  and 
streamlined  procedures  at  the  local  level,  but  many  localities 
have  failed  to  adopt  such  cost-saving  changes.  Furtilier  efforts 
to  inform  and  pursuade  localities  are  needed. 

SAVINGS  IN  JOINT  VENTURE 
DEMONSTRATION  PROJECTS, 
BY  STAGE  OF  CONSTRUCTION  PROCESS 


APPROVAL  PROCESS 


LAtjD  DEVELOPMENT 


DIRECT  CONSTRUCTION 


01       2345C789     10  11 
PERCENT  SAVINCS 

Joint  project  undertaken  by  FAHB  and  the  U.S.  Department 
of  Housing  and  Urban  De\'ehpment  showe^^  'hat  relaxation  of 
regulations  can  reduce  the  cost  of  coristruction  for  new 
housing,. 

Source:  NAHB  Research  Fou«-Jitk)Q,*JolntVeoturt  for  ^onUblcHoiuLsg*,  Avenge 
^oflOp^icct. 
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.Recommendation!  The  federal  government  should  perform  a 
continuing  demonstration  role  in  developing  aflordable  hous* 
ing. 

HUD  can  play  an  important  role  in  financing  research 
into  new  technologies  and  promoting  joint  ventures  be* 
tween  the  private  sector  and  state  and  loc^  government 
to  achieve  more  affordable  housing.  The  National  In- 
stitute of  Building  Sciences  should  be  enlisted  to 
evaluate  these  demonstrations  and  promote  them  to 
localities. 

Recommendation!  ffpiinral  agencies  like  the  Environmental 
Protection  Agency  and  the  Occupational  Safety  and  Health  Ad- 
ministration of  the  Department  of  Labor  should  carefully  con- 
-  ^ider  the  impact  on  housing  afifordabili^^in  the  development  of 
regulations^ 

Current  EPA  wetland  and  OSHA  Hazard  Communica- 
tions rules  demontrate  a  basic  lack  of  understanding  of 
the  operating  characteristics  of  home  builders,  with  the 
result  that  recently  issued  regulations  will  cause  sig- 
nifica&i  burdens  on  home  building  without  correspond- 
ing benefits  to  the  public 

Recommendatiom  The  Department  of  Housing  and  Urban 
Development  should  monitor  and  comment  on  federal  regula- 
tion shaving  potentially  significant  effects  on  the  cost  of  hous- 
ing. 

Such  areas  of  regulation  include  storm  watei  runo^  wet- 
land protection,  radon,  and  fioodplain  development 

Recommendations  Federally  fimded  new  construction  and 
rehabilitation  of  residential  properties  should  be  exempted 
from  costly  Davis-Bacon  reqoii  ements. 

Since  relatively  little  residential  construction  labor  is 
unionized,  Davis-Bacon  rules  essentially  requiie  pay- 
ment of  artificially  inflated  wages  to  non-union  workers. 
Federal  housing  assistance  dollars  would  go  further  if 
this  unneces.<;ary  and  wasteful  practice  were  eliminated. 

Rpcommendatton!  Jurisdictions  that  receive  federal  housing 
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assistance  should  not  be  permitted  to  have  rent  controls  or  un* 
reasonable  growth  controls  or  development  fees. 

Rent  controls  and  growth  controls  coniribute  to  an  artifi- 
cial shortage  of  hou  >ing.  It  is  irresponsible  to  provide 
housing  assistance  funds  to  areas  that  are  choosing  to  un- 
dermine their  own  housing  markets. 

Recomm^r.datlont  Additional  government  action  at  all  levels, 
including  financing  at  the  federal  level,  is  needed  to  meet  press- 
ing infrastructure  needs. 

Congressional  and  Administration  estimates  place  the 
unr.^.  financial  requirements  for  infrastructure  (roads, 
schools,  airports,  water  and  sewer  facilities,  etc)  through 
the  1990*s  in  the  billions  of  dollars.  All  levels  of  govern- 
ment and  the  private  sector  must  shoulder  their  fair  atiare 
of  these  costs  if  America  is  to  maintain  its  standards  of 
living.  Vigorous  cooperation  between  these  groups  is 
needed  to  iden^*^  innovative  methodologies  and 
programs  to  promote  investment  in  America's  in- 
frastructure needs  into  the  next  century.  Consideration 
should  be  given  to  the  establishment  of  infrastructure 
bankS'to  meet  some  of  these  financing  needs. 
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HOUSING  ASSISTANCE 


The  federal  government  has  a  responsibility  to  assist  the 
households  who  are  unable  to  find  decent  and  affordable  hous- 
ing on  their  own«  While  state  and  local  governments  have  a  vital 
role  to  play  in  securing  ilat  housing,  the  federal  government 
should  provide  leadership  and  resources.  The  federal 
<>ovemment's  participation  should  take  several  forms,  reflecting 
ine  varieties  of  housing  needs  and  local  market  conditions. 

HOUSING  BLOCK€RANT 

A  challenge  tp.any  comprehensive  national  housing  poUcy 
is  to  accommodate  the  tremendous  diversity  of  housing  needs 
and  hou:;ing  market  conditions  aroimd  the  country.  State  and 
'  local  governments  are  ir  a  better  position  to  assess  and  respond 
effectively  to  their  particular  needs.  The  federal  government 
should  provide  fimds  is  order  to  give  leverage  to  state  and  local 
efforts.  However,  unless  such  a  block  grant  program  is  careful- 
ly designed,  it  may  sunply  supplant  state  and  local  efforts  or  be 
used  as  a  general  revenue  source. 

Recotmiieiidaf»r>n!  Consideration  should  be  given  to  a  state 
block  grant  as  a  conduit  for  additional  federal  housing  assis* 
tance. 

Key  features  of  the  block  grant  should  include  specifica- 
tion as  to  what  onstitutes  eligible  housing  assistance,  a 
requirement  for  matching  state  or  local  ^ding,  and  a 
review  process  admin^tered  by  HUD.  The  grant  could 
encompass  current  funding  for  categorical  grant 
programs  such  as  rental  rehab  grants,  UDAG,  and 
HoDAG. 

HOMEOWNER  ASSISTANCE 

Over  the  past  two  decades,  homeownership  rates  of  higher 
income  groups  increased  relative  to  homeownership  among 
lower-income  households  (especially  those  in  the  ycimgei  age 
groups).  Federal  housing  assistance  to  low-  and  moderate-in- 
come housenolds  has  tended  to  be  focused  almost  exclusively  on 
rental  housing.  Many  of  thc^se  households  have  th^*  stability, 
responsibility,  and  desire  to  I  -  x^me  owners,  but  an  affordability 
gap  stands  in  their  way. 
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Recommendation!  There  should  be  a  program  of  mortgage  as- 
sistance for  first-time  homebuyers  who  cannot  afford  to  buy 
homes  without  help. 

Among  the  features  of  a  Homeownership  Assistance 
Program  could  be  the  adjustment  of  the  assistance  to 
changes  in  the  household's  income^  partial  recapture  of 
the  assistance  upon  sale  from  appreciation,  and  a  coun- 
seling program*  Such  a  special  program  would  be  a  sup- 
plement  to  the  MRB  financing,  downpayment  savings 
plan,  and  state  block  grant  programs  discussed  above. 

'  Recnmniendafiont  Some  public  housing  should  be  sold  to  low- 
incometcnants. 

Limited  sales  of  public  housing  to  residents  should  be 
'  tried,  but  such  efforts  should  be  dosely  monitored  and 
include  proper  safeguards  to  ensure  that  units  remain  af- 
fordable to  low-income  households,  and  that  the  supply 
of  affordable  public  housing  rentd  units  is  not  unduly 
diminished. 

RENTAL  HOUSING  ASSISTANCE 

Todajj.abput  one-fourth  of  all  renters  mih  veiy  low  incom- 
es (below  50  percent  of  median)  receive  federal  assistajice  to 
secure  decent  housing  at  an  affordable  cost  However,  the 
growth  in  this  share  is  threatened  as  a  result  of  cutbacks  in  new 
aulhorizations  for  assistance.  Furthermore,  many  previous 
federal  commitments  for  housing  assistance  will  begin  to  lapse 
by  1990.  At  the  same  time,  most  rental  housing  is  becoming  less 
affordable,  and  changes  in  tax  laws  point  to  further  erosion  of 
rental  affordability  and  availability.  Thus»  strong  policies  are 
needed  concerning  both  maintenance  of  the  current  level  of  ef- 
fort and  expansiOii  oi*  assistance  to  additional  needy  households. 

Recommendflfion!  A  flexible  set  of  incentives  should  be  used  to 
encourage  the  retention  in  the  low-income  stock  of  privately 
.  owned  assisted  units. 

Such  incentives  could  include  increasing  permitted  rates 
of  return,  an  improved  low-income  housing  tax  credit, 
and  other  tax  incentives.  Although  tl^e  best  set  of  tools 
to  retain  the  assisted  stock  has  not  yet  been  established, 
it  is  clear  that  the  incentives  must  be  flexible  to  deal  with 
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the  tremendous  variety  of  circumstances.  In  all  cases,  the 
contractual  rights  of  owners  to  withdraw  from  the 
program  should  not  be  abrogated. 

Recommendatinur  Expiring  project*based  assistance  con<* 
tracts  should  be  renewed  by  the  federal  governments 

Many  of  the  federal  conmiitm^nts  for  assistance  will  be 
expiring  soon.  There  is  much  o  be  gained  by  renewing 
those  contracts  and  continuing  to  assist  current  tenants, 
thereby  ensuring  project  and  neighborhood  stability. 

Recommendation!  Additional  rental  assistance  should  take 
several  formS)  and -should -bs  tailored  to  the  characteristics  of 
local  housing  markets  and  specific  needs  of  lower-income 
ho^:seholds. 

A  full  array  of  rental  assistance  programs,  from  sup- 
plemental rent  payments  to  rehabilitation  and  new  con- 
struction, are  need  d  to  match  the  widely  varying  market 
circumstances  ofdifferentareas.  Supplemental  rent  pay- 
ment programs  relying  on  existing  units  will  not  be  effec- 
tive in  areas  with  ti^t  markets  for  low  rent  units.  A 
housing  block  grant  should  meet  some  of  the  need  for 
new  coiiStruction  and  rehabilitation. 

Recommendation:  Private,  profit^oriented  entities  should  be 
encouraged  to  be  active  iu  the  provision  of  housing  for  low  in- 
come households* 

Experience  has  shown  that  the  capital  and  expertise  of 
private  profit-seeking  &ms  have  been  vital  to  effective 
and  efficient  housing  construction  and  management 

EUGIBIUTYFORASSISTANCE 

Recommendatton:  Income  eligibility  tests  for  housing 
projgramsi  including  tax  incentives,  should  be  based  on  the 
higlierofloc^  ^r  state  median  income. 

Many  federal  housing  programs  have  eligibility  criteria  . 
based  on  a  percentage  of  local  area  median  income.  That 
means  that  in  local  areas  with  low  median  incomes,  only 
extremely  poor  households  are  eligible  for  assistance, 
and  income  thresholds  are  below  the  level  necessary  for 
project  feasibility. 
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LuRALHOUSINa 

Rural  areas  Icontinue  to  bear^a  disproportionate  share  of 
the  burden  of  substandard  housing  and  there  is  i^iuch  less  ability 
to  ensure  housing  availability  through  rehabilitation..  In  addi- 
tion, the  housing  finance  system  in  many  rural  areas  is  substan- 
tially less  well  developed  Uian  in  other  areas. 

Recommendation!  The  Faraers  Home  Administration  should 
continue  to  provide  special  access  to  low-cost  mortgage  ftmds 
in  rural  areas  for  single^family  and  multifamily  housing. 

-  The  FmHA  is  the  major  source  of  housing  fimds  in  many 
rural  areas  and -has  also  served  well  as  thr  vehicle  for 
reducing  the  presence  of  substandard  housing. 

Recommendation!  New  initiatives  should  be  developed  to 
broaden  ihe  sources  of  housing  credit  in  rural  areas  through 
the  use  of  privatdy-ftmdedi  federally-guaranteed  mortgages  in 
addition  to  direct  loans  in  Farmers  Home  Administration 
programs* 

As  federal  resources  for  housing  finance  in  rural  areas 
have  shrunk,  the  need  for  an  adequate  supply  of 
mortgage  credit  becomes  more  severe.  Positive  efforts 
to  &cilitate  the  development  of  private  lending  would 
benefit  rural  areas  without  major  spending  increases. 

Recommendation!  Contractual  provisions  regarding  owners* 
participation  in  rural  housing  assistance  programs  should  be 
honored* 

Continuing  private  sector  participation  in  assisted 
programs  requires  confidence  in  the  integrity  of  the 
federal  government's  coumiitments.  Failure  to  honor 
the  rights  of  property  c  wiers  in  FmHA  programs  to 
withdraw  imdermines  the  confidence  in  the  program  of  ' 
potential  participants. 
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PUBUC/PRIVATE  PARTNERSHIPS  AND  STATE 
AND  LOCAL  INITIATIVES 

As  growth  ill  federal  housing  assistance  programs  has  been 
cut  back,  state  and  local  governments  have  increasingly 
responded  with  new  initiatives  to  create  public/private  partner- 
ships to  develop  housing  for  low*  or  moderate-income  persons. 
The  state  or  local  governments  have  not  only  served  as.conduits 
for  federal  assistance,  but  some  states  and  localities  also  have 
provided  regulatory  relief  property  tax  abatement,  donations  of 
land,  and  assistance  from  general  government  funds  or  desig- 
nated revenue  sources.  Although  relatively  few  units  have  been 
produced,  these  efforts  have  focused  attention  on  both  the 
problems  and  the  possibilities.  They  have  also  permitted  a  much 
greater  degree  of  innovation  and  local  control  of  the  develop- 
ment process.  Unfortunately,  while  some  states  and  localities 
have  worked  to  eliminate  regulatory  barriers  to  affordability, 
many  states  and  localities  have  raised  housing  costs  through  un- 
reasonable growth  controls  and  development  fees« 

Rgcommendafton:  State  and  local  govenments  should  be  en- 
couraged to  mobilize  all  available  resources  to  work  toward 
provision  of  housing  for  low-  and  moderate-income  families. 

We  have  reconunended  a  block  grant  program  to 
fadlitate  local  efforts  and  a  demonstration  program  to 
encom^age  regulatory  reforrau  Joint  fedt^ral  and  local  ef- 
forts to  identify  idle  government-owned  land  should  be 
developed.  Both  profit-oriented  and  nonprofit  private 
entities  should  be  included  in  joint  public-private  efforts. 
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SPECIAL  HOUSING  ISSUES 

R?COTnngndati(?n;  Equal  opportunity  in  housing  should  be  as- 
sured by  active  enforcement  of  federai  fair  housing  laws. 

Although  racial  discrimination  in  housing  has  probably 
declined,  studies  have  found  that  it  is  often  still  a  factor 
affecting  the  freedom  of  choice  of  many  families. 

Recommendflflr^n;  The  housing  needs  of  the  elderly  and  of  the 
handicapped  should  be  given  priority  in  allocating  federal 
housing  assistance.  -- 

The  needs  for.elderly  apd  handicapped  housing  are  dis- 
tinct and  should  not  be  lumped  together.  In  particular, 
properties  reserved  for  the  elderly  should  not  be  re- 
- .  quired  to  accept  nonelderly  handiupped  tenants.  Both 
groups  deserve  special  consideration  in  the  design  of 
housing  programs. 

Rccommendatton;  The  needs  of  the  homeless  should  be  ad- 
dressed by  efforts  to  increase  housing  supply. 

Although  homelessness  is  often  not  simply  a  symptom  of 
problems  in  the  housing  market,  a  shortage  of  affordable 
housiri;g  iiac  been  a  major  contributor  to  the  growth  in  the 
number  of  homeless  individuals  and  families.  To  address 
homelessness,  some  sperial  types  of  housing  are  re- 
quired, including  transitional  housing  and  SRO  hotels, 
with  social  services  provided  along  with  housing  services. 

HOUSING  DATA 

RtcomTnendatft^n;  Housing  data  collection  should  be  ap- 
propriately required  and  supported. 

The  efSdent  and  equital^ie  allocation  of  government 
housing  assistance  requires  accurate  measures  of  hous- 
ing needs  and  costs  at  the  local  level,  and  similar  data  are 
needed  by  the  private  sector  to  efBdently  plan  for  and 
produce  housmg.  Data  currently  used  to  allocate 
government  resources  and  set  cUgibility  .standards,  in  ' 
areas  such  as  Fair  Market  Rents,  FHA  loan  limits,  MRB 
purchase  price  limits,  and'HoDAG  grants,  are  seriously 
defic.  nt^  HUD  and  the  Census  Bureau  should  be 
dire^ea  and  funded  to  seek  more  accurate  and  more 
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suitable  infonnation  on  house  prices,  rents,  vacancy 
rates,  homelessness,  housing  quality,  and  other  key  vari- 
ables. . 
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CONCLUDING  NOTE 

As  we  noted  at  the  outset,  the  purpose  of  this  document  has 
been  to  set  forth  a  variety  of  ideas  and  proposals  that  should  be 
considered  and  included  as  part  of  housing  legislation  for  the 
years  to  come.  However,  we  also  recognfze  that  these  sugges- 
tions should  be  part  of  an  ongoing  dialogue  to  develop,  review 
and  refine  legislative  proposals.  At  this  stage  we  have  not  at- 
tempted to  prioritize  all  of  these  ideas,  nor  have  we  identified 
the  specific  budget  resources  that  might  be  necessary  to  imple- 
ment these  programs.  Obviously  as  these  ideas  are  refined, 
specific  fiiscal  considerations  will  need  to  be  considered. 
Resources  are  limited,  and- deficit  reduction  continues  to  be  a 
higih  priority  to  NAHB.  Therefore  the  National  Association  of 
Home  Builders  looks  forward  to  working  with  the  Congress  and 
the  AdministratiGn  in  refining  these  suggestions,  and  we  are 
anxious  and  willing  to  provide  whatever  assistance  we  can  in  sup- 
port of  that  process. 

Also,  we  would  point  out  that  from  our  perspective  the  ob- 
jective of  this  effort  should  not  be  to  develop  a  Federal  Housing 
Policy,  per  se.  Rather,  it  should  be  to  establish  Federal  leader- 
ship and  i^upport  for  a  National  Housing  Policy,  based  on  the 
combined  efforts  of  government  at  all  levels,  private  business, 
nonprofit  organizations,  and  the  American  public.  With  such  a 
coordinated  effort,  the  goal  of  a  decent  home  and  a  suitable 
living  environment  for  every  American  family  will  be  within  our 
reach. 
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Notes: 

L  For  example,  a  poll  conduaed  m  September  ,1987  by 
loformation  America  Corporation  showed  that  79%  of 
voters  believed  that  the  Federal  govermnent  has  a 
respon^iUty  to  help  assure  that  the  mortgage  money  is 
available  at  the  best  possible  rates. 

Z  Source:  1983  Annual  Houdng  Survey 

3.  Based  on  reddential  rent  component  of  the  Consumer  Price 
Index. 

4«  Bureau  of  the  Census,  Current  Population  Reports,  series 
P^. 

5.  StephenD.KennedyandMer>iFmkel,TleportofFirstYear 
Findings  for  •  -  the  Freestanding  Housing  Voucher 
Demonstration'*  (Abt  Assodatcs,  Cambridgej  MA,  1987), 
reports  overall  success  rate  of  61%  for  vouchers  and  60%  for 
Section  &  certificates,  but  if  households  that  qualify  in 
preprogram  units  are  excluded,  success  rates  in  both 
programs  are  slightly  below  50%. 

6.  William  C  Apgar,  Jr^  "Recent  Trends  in  Real  Rents*  (Joint 

Center  for  Housing  Studies  of  MIT  and  Harvard  University, 
Cambridge,  MA,  1^,  p  15, 
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KEEPING  THE       A  ^^"^^p'^nrnf^^mum-th^iM 


maktmiM  country  Mtromg,  7h€r9  is  no  rmnm 
w  cm»moi  Mmxmd  jfwt  mtkmtnmt  m  crtmtive 
forcmutm€ttmHmndkKmttmf9tffmtor^ 

p9rf9rmmm»mnd  4i$nmmg$  mmliuitityf  tatd 
P^rHpfff*osttmportm9Ufyrt-f9tmbHiktk€ 
ftdtrmi  gotmrmmtti  m$  m  trm  pmrtme 
homing mUcomnnmity^hviopmKmt  W0bave 
tt€  WW,  mmd  wtm  tb€  momeimtmt  €/prognaHs 
ii^tbogsomiiinmHntkm€pmgmw0kat€tbe 
MMMC     otUybmvki  ma,  mnd  mis  dreads  of 
commHtmmttamlmdmim$otb€tw9ntX'first 
i»9*tmyptnomdofmM^h^domand 
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KEEPING  TEIE  COMMITMENl: 

Aq  Acti<m  Plan  fo  r  Better 
Housing  and  Communities  for  IJl 


America  is  r$apingtk0  A  <focdabfebouiicig  for  tow  income  funito 

b^rvnt  of0  ttrcadt  of  X&inilttoa  uolcs  woe  lost  from  1974  to  1963,  ivhfle  the  number  of 

Ad^r^ti^^ofhoMMiMm  CvnOies  needing  tho«e  units  Inaased  by  three  mauoai^  those  wh 
jvweFiM  «9  •i^/«p«»#v       And  hourt*  cow  arc  high.  Four  out  of  five  low  income  £mii^ 

dUldten  pay  cnessive  aoxMjnts  for  tent,  often  for  substandard 


for  low  mnd  moderoM  in- 


C09K^fCUtiiH99*  houAig. 

The  homeiesf— inoeaiingly  Cunilies  with  chUdrea—tiouble  most 
American  ddes,  and  their  numbers  are  Ulcety  to  grow  as  decent  afford- 
able housing  oondiujes  to  dedine. 

ContifwHtg  earrent  'T*  he  demand  for  affordabfe  housing  wiD  increase  whDe  the  supply 

federal  poUey  wiSt  ^  ooodnuei  to  dedine.  Low  income  househokSs  win  grow  by  more 

a^cAr^Am  bouxina  than  5  mfflion  by  the  year  2000.  Amerka  win  need  oeatty  8  million  ad* 

TrSMtTf^^i  5»r^Mm?  ditiooal  low  taoomc  unks  to  meet  that  demand.  Unfcsi  wc  taice  aolon 

aZZ4^»^^^  '  toprcvemforihetlo«ofthepclvatelyowned«edctaflyassistt 

^f^f^f^^canM.  2nd  the  publidy  owned  houstagstodc  that  number  win  beet  en 
h^her^and  hundreds  of  thounnds  of  these  units  are  at  risk. 

We  can  reverse  Ms  ifu/e  *  ^      ^  ^  creativity  and  ingenuity  at  the  state  and  k>cat 

ocLcortmiitinQiAAmmo  levd  by  rq}bcing  rigkl  natkmal  programs  with  flexibie  assistance  that 

tZrJ^i^^T^S^itJm^^  can  be  adapted  to  meet  local  needs.  And  we  must  buikl  on  the  tocal 

^JZu^Z^t  ZHH^i^S^^  experience  and  expertise  dcveJoped  in  the  past  decades,  paiticul^ 

development  poUcybMCd  owrloalpubUchoiaing  vncics. 


Off  dmeflmdammlal 
principles: 


•  ^muK  restore  a  reasonable  pfoduokxi  program  for  k>wer  in- 
come houriog,  and  supplement  that  with  a  fladble  rental  assistance 
program. 

•  yn^  must  enact  sound  poUdes  to  preserve  the  existing  stock,  in- 
cluding the  Irreplaceable  resource  of  pubUdy  owned  and  managed 
housteg.  Central  to  any  long  term  housing  policy  must  be  a  deariy  ar* 
dcuiated  strategy  to  ensure  the  continued  viabOtty  of  the  pubbc  hous- 
ing stock. 

•  ^  must  recognize  that  physkaBy.  sodaDy,  and  economically 
sound  communkks  go  hand  ki  hand  wkh  houskrg  policy. 

•  ymt  must  coordinate  tax  policy  wkh  housing  and  community 
devek)pmeru  policy. 


The  prosrams  in  tbe  following  pages  will  enable  us  to 
begin  to  meet  these  objectives. 
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R0ptnc0  rigUf^dmral  con- 
troU  with  a  ptffoimmnc^ 
inc9ntiP€  mmnmgtmtnt 

and  a£ftcim%tfy, 


THE  Pl]BUC  HOUSING 

REvmuzAnoN  program 

Intenihre  fcdenl  ovoslght  and  control  threatens  to  stnngle  the 
public  housing  program.  Local  policies  and  decisionmaking  ha%  c 
been  replaced  with  nadonal  mandates  and  detailed  requirements  affea* 
ing  the  adminlKtadon  and  managemott  of  public  boi^  authoniies. 
Local  managament  fiesdbfiity  and  initbdve  have  been  discouraged, 
geoetating  inefficiency  »:dsdflic«  creativfcy. 

IMgid  federal  controb  inuR  be  diicankd  and  repboed  wi:h  a  per- 
fonnanoe  inoenttvei  maoaganem  system.  Instead  ofoomendibig  «ith 
detailed  spcdflrsrions  and  requirements,  ptiblic  housing  authorities  uiU 
develop  their  own  systems  and  procedures  to  meet  designated  pei^ 
forannoe  goals.  They  wiD  be  free  from  intmshr  federal  oversight  as 
k»g  as  adequate  perfbcroance  is  demonsttatcd-Thb  system  i<,-illtn« 
dude  incenthres  for  good  manyment,  such  as  pemAting  the  loal 
authority  to  benefit  from  actions  id  reduce  costs  and  increase  revenues. 


BtnditigSytttm. 


Operating  subsidies  wffl  cominue  to  be  a  ftndamental  component 
of  the  public  housing  progtam.  The  corcnt  perfomancc  fundmg 
syst«inni$i  be  revised  to  encourage  and  reward  sound  management, 
not  pemlize  it.  « 


Crtttte  a  ratiomtl  sygtem 
forrtbabUiuuUm 
tbrougb  a  cot9$pnlm$tiv9 
modemixntUm  grants 
program. 


The  current  system  of  Intcnnittcm,  unpredictable,  and  inade- 
quate funding  for  pitbUc  housing  rehabilitation  frustrates  local 
efforts  CO  plan  for  necessary  maintenance  and  upgrading  of  pubbc 
housing.  AS  r;  result  public  housing  is  CxKd  with  a  baddog  of 
modernization  needs  totalling  S20  biUion. 

This  system  must  be  replaced  with  a  comprchenshre  modemf- 
zaiion  grams  program  to  iqigrade  public  houshg.  correa  past 
design  problems,  and  provide  reserves  for  regulariv  scheduled 
malmemnce  and  rehabilication.  The  funding  level  must  be  adequate 
CO  fiiLV  \Tgtade  public  housing  by  the  end  of  the  decade  and 
remove  serious  environmental  hazards.  The  funding  will  also  allow- 
r:piacenKnt  of  units  demolished  or  disposed  of  as  part  of  an  overall 
modernization  plan. 


AUowPHAs  to  adopt  local 
policies  to  mov€  toward 
economic  self-reliance. 


Federal  policy  changes  have  foiced  public  housing  to  $cr\-e  only 
the  poorest  of  the  poon  have  reduced  revenues  and  increased 
costs,  and  have  forced  Increasing  PHA  dependency  on  the  federal 
treasury.  Reasonable  dianges  in  federal  policy  granting  more  local  nex- 
ibUity  will  permit  PHAs  to  operate  on  a  sounder  financial  basts, 
strengthen  the  public  housing  program  and  reduce  aggregate  federal 
costs. 


\  •  '  •  V  i 
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Under  a  three-year  piloc  program  PHAs  meeting  uilnimum  per* 
formance  standarcb  will  have  the  ab^  to  replace  federal  requirements 
with  k>cally  (ktetmined  polkfes  by  scikting  from  a  tnlxture  of 
kgisbttve  and  cegubtory  wahrers.  Rem  structure,  £uni)y  Inconx  mbc 
and  other  requirements  that  aSfea  operating  costs  and  revenues  can  be 
waived.  PHAs  win  stm  be  required  to  meet  national  poUcy  goals.  As  the 
cffecdveness  of  the  pilot  is  determined,  the  wahrers  will  become  per* 
manent  leglstehre  changes  affecting  aU  PHAs  electing  to  meet  program 
ennaace  requirements. 


THE  FLEXIBLe  RE^^AL 
ASSISIANCE  PROGRAM 


Mnaet  afltxHIe  rtntat 
auisttOK^  progrmm  9o 
uHlixt  existing  homing 
amttOMupportprodtiC* 
Hon  and  rwbabiHUHon 
progntf9$t» 


Rental  assistance  is  a  neces&ary  part  of  an  oixrall  housing 
policy.  The  cunciu  Section  8  Certificates  and  Vouchers  program 
wfU  be  replaced  with  a  locally  designed,  flexible  rental  assistance  pro- 
gram. And  the  housing  component  of  wtl£»e  payments  should  include 
a  separate  wei£»e  aUowanoe  dedicated  to  housing. 

Itie  expanded  rental  assistance  program  win  serve  low  income  as 
wdl  as  very  low  income  toittes.  The  local  agency  can  use  funds  to 
lower  rents  for  cdsttog  unU  <x,  through  project-based  assistance,  sup- 
port »<ehabilitatioo  or  production  of  new  units.  CombLied  with  a  new 
production  grants  progtxrv  (described  in  the  next  section)  the  lool 
agency  will  have  a  truly  flexible  program,  with  both  capiod  subsidy  and 
r-nt  subsidy  available  to  des^  ptojkts  to  tneet  local  housing  needs. 

Maximum  rents  for  participation  in  the  program  wiU  be  deter* 
mined  at  the  local  level  Assistance  payments  will  be  equal  to  the  dif  * 
fcrence  between  thirty  peroem  of  the  tenant's  income  and  the  max* 
imum  rent  Recipients  can  eka  to  pay  mot  than  thirty  percent  of 
income  for  rem  if  the  local  housing  agency  determines  that  the  rent  is 
reasonable  for  the  unit,  considering  size,  quality  and  location.  Housing 
wQl  have  to  meet  fiederaSy  csabtished  housing  quality  standards  or 
equivalent  local  codes. 


MEETING  HOUSING 
PRODUCTION  NEEDS 


MstabUsb  aflexibte  htoek 
grant  program  to  support 
pvoduction  or  substantial 
rsbabiUtatiOH  of  bousing 
for  low  incoms  famiUss. 


New  production  and  substantial  rehabilitation  of  housing  units 
have  pracdcaOy  ceased,  dedin^  from  nearty  130.000  new  units 
annually  in  1980  to  a  little  more  than  16.000  units  in  1987.  Omitting 
units  earmarked  for  the  elderty.  there  have  beeri  essentially  no  new 
to  the  low  Income  housing  stock  in  recent  years. 

A  reasonable  level  of  productton.  to  add  new  tow  income  units  to 
the  housing  stodc  must  be  a  ma)or  component  of  an  overall  homing 
policy.  In  many  areas  vacancies  are  prau'-^Uy  non-existent  in  the  to^cr 
end  of  the  rental  market. 
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BuUd  sowtd  commtmMm 
Ummgb  a  newftderaJt 
suite,  and  local  partner- 
sbtpfor  kmg  term  rein- 
vestment prcjfcts. 


Housing  mukea  arc  kxal  not  rationaL  Tht:  best  housing  poUcy 
must  kave  ^>cdfic  program  design  to  siato  and  kxaOhia 
talk>r  piograms  to  accommodate  kxaa  needs  and  conditions.  NAHRO 
thcrefofc  cans  for  a  national  housing  producttonbkx*  grant  program, 
to  provide  flc^dbk  gnnts  « the  state  and  local  fevd  to  assist  In  financ- 
ir)g  new  oonstmcdott  and  autetaotial  ftt^)ilitation. 

The  national  And  can  be  flnanocd  through  regular  appropriations 
or  a  dedicated  revenue  aouroc.  Hie  type  or  levd  of  subsldv.  and 
^wdfic  ptofea  rcqulpcmentt  and  de^  wffl  be  detcnnincd  at  the 
state  and  local  level  ninds  can  be  used  for  both  rental  and  owner- 
occupied  houring. 

Projects  wffl  be  developed  by  cUgiMe  sponsors,  mduding  public 
agencies,  nonprofit  organizations,  and  for^fit  entities.  Recognizing 
the  particular  lole,  experience,  and  expmiie  of  PHAs  in  housing  pro- 
duction and  management,  they  will  foxlve  a  special  set-aside  of  Amds. 


THE  COMMUNITY  REINVESTMENT 
PARTNERSHIP  FUND 


American  cnmnwwirtff  need  a  federal  commitment  to  a  decade  of 
partnersh^  to  revHallK  9ur  nation's  communities,  to  build  strong 
cities  and  ndghbochoodi  that  provide  better  places  to  live  and  'votk. 
This  pannenhip  win  undenakea  oompcehens^e  asrauU  on  the  prob« 
Icms  firing  our  communities  by  addnssing  both  pct  pic  and  placa,  by 
addressing  economic  as  wefl  as  physical  devdopmcni,  and  by  focusing 
national,  state,  and  local  attention  on  a  set  of  common  goals.  These 
goals  are  to  provide  economic  opportunity,  a  stable  neighborhood,  and 
a  sound  corntmmity  for  every  American  family. 

Local  government  wfll  commit  to  undertake  a  comprehensive 
reinvestinem  program  over  a  one  to  ten  year  period  through  a  local 
partnership.  Hie  portnenhlp  wttl  include  the  financial  sector;  the 
business  community,  neighborhood  groups,  and  otha  appropriate 
organizations;  each  would  Identify  the  resources  they  wiQ  commit  to 
the  program.  State  government  can  participate  m  a  local  parmership 
and,  if  designated  by  the  oocnmunky,  can  assist  In  managing  projects 
for  smaller  local  governments.  Hie  federal  government  would  provide 
matching  grants  on  a  cooQpettttve  basis  for  the  duration  of  the 
partnership- 

Through  the  partnenhlp,  local  government  can  undertake  the 
coordinated  k>nger  term,  comprehcnsivo  effort  nccessiiy  to  attack  ma- 
jor devcbpmcnt  problems,  with  assurance  of  continuing  federal 
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7h9  CammuHity  Dmf0k>jh 
ment  BkKk  Grant  Pro* 
gnm  is  mm  mdtmirmbh 
moAMfor  comkMttg 
-  tUmai  poUcy  0kJ$cHvm 
wtmioaajkxAUityin 

dtStglUH^  pfQi0€t9  to  tt9Mi 

tb09€  obJ^ctivm-^U  mugt 


THE  COMMUNriY  DEVELOPMENT 
BLOCK  GRANT  PROGRAM 

The Cotomunlty  Devdopoiem  Block  Gwu  Program  has  been  a 
n#x  liKt  In  local  <kvdopQxm  dforo  skKs  to  incepck^ 
1974.  k  ii  the  oocnemooe  Ot  OKloral  oootminky  development  policy; 
it  nwK  be  ooQttaued  uoder  to  pceMDt  itniciuce. 

llie  CMcmlil  fenra  10  to  aucoM  nut  mnaia  undnnged^ 
pccdkxable  Andiot  Ibr  aoM  MKl  kKslMesoQ  9  mu}tl*y^ 
out  t  flezMe,  lociUx  dea%Ded  pim  to  meet  oooamunlty  needs  white 
addreatk^  n«lonal  policy  fOiia.  Thii  atateAocal/fedend  poitnetship  m^ 
not  be  liractund  by  idditional  requtanenta  and  rcstticdons.  The  fiind* 
in^  level  oust  be  held  ooostaot  in  teat  terms  and  Increased  if  more 
demands  are  piaoedon  the  pcc|iam  by  an  opansionof  eUgible  actWities 


TIURAL  HOUSING  AND  COMMUNHT 
DEVELOPMENT  PROGRAMS 


Ad0quat9jimding  to  mmt 
$b0  spacUa  m.Hb  of 
smaUer  communitUs  and 
rurai  armts  mmt  b0 
continued* 


Too  numerous  and  too  smaU  for  aepat«e  allocations,  ntral  areas  are 
forced  to  compete  for  ftnds  that  others  receive  automatiaJJy,  As 
m6re  prognns  move  toward  a  block  grant  approach.  It  is  important  to 
assure  that  a  reasonable  levd  of  Ands  reach  smaller  and  rural 
communities. 

Smaller  lucd  conwunirift  must  continue  to  receive  spedaL  sepa< 
rate  alkxadons  of  ftnds  fbr  housing  and  community  devdopment  p;o* 
grams,  toc^xling  basic  Inftastructure  needs.  Ibchnkal  assistana  must 
also  be  provkkd,  where  neoeasary,  to  ensure  rural  communities  have 
the  necessary  caipacky  to  design  and  admkilster  programs. 


AnoHomUittftmttructmt 
bank  mmt  b€cr$a$$d 
within     naxt  thfwa 
y€M%  to  m»$i$t  9tm$9  tmd 
iocal  goifsrmnmtt  in  mmt* 
ingcritteaH$tfiranructur9 


1HE  INFRASTRUCTURE 
FINANCING  BANK 

There  isan  tntegrai  rriarionshlp  between  the  natton's  economy. 
oomcMnicy  developaent,  and  the  nadon*s  fafrastnicture.  The 
CongreasiOQaDy  created  Nsioral  Coundl  on  Public  Ubrks  Improve^ 
mem  Is  charfcdwfchaiieaslngtafastnicture  needs  and  identii^ 
methods  to  meet  tboae  needs.  Vhde  the  NCF9E1  report  win  be  a 
vitoble  iCKNVoe,  (!AKRO*s  concem  is  that  to  compledon  wfll  be 
ouse  for  further  h»xhidngii>g.  Anher  eipceastons  of  dismay,  and  Air* 

ther  delay. 

NAHRO  calk  fbr  the  aeatkm  of  a  national  mfrastnicnire  Amd 
withm  the  next  three  years  to  assise  state  and  kxal  government  In 
fktanck^  the  creation,  miinteoanoe.  and  Kplaoemem  of  the  public 
lnfiMtnictiK.TlieAMKl  should  gh^prtofky  to  rw-Jngtb^  to 
pubUc  heakh  »d  safety;  require  financad  participation  by  state  and 
tocal  government!  give  prtoriry  to  areas  of  greatest  need:  and  mandate 
th^  Amded  ^ditties  be  able  to  cover  opertting,  maintenance,  and 
replacement  costs. 
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XMtort  tax  incentitm  for 
privaf  immtment  in  k>w 
and  fmuUrate  incofmt 
homing. 


A  RAHONAITAX  POUCY  TO 
SUPPORT  HOUSING  AND 
COMMUNITY  DEVELOPMENT  POUCY 

The  Tte  Rdbcm  Aa  of  19«6  dkninawct  reduce 
t«ifwntfvaihKacoge(iedprtr«clnt«*m»emiod^^ 
inocme  howing.  The  kxcmhrcs  whkh  do  itoula  jve  of  limited  value 
orwfflsooaa^rire. 

Progrmiretenxxecfltoivelftaxpolkysuppomdirm 
skUes  rather  than  ouket  them  mote  dtffioA  to  use.  the  foDowing 
modifkatlons  to  the  tax  code  wffl  strcng^en  tax  fcKwuhxs  for  housing 
and  community  dcrciopmeoL 

•  Improve  the  cffeaJrenqi  of  the  tow  income  hocBtag  tax  atdit 
by  eliminating  the  1989  •unietcbte.renKnitig  the  Income  in. 
vcsuw,  and  eUroinating  the  Cfp  on  the  jmoum  of  credits  for  individual 
InvestofS; 

•  Restore  the  abOity  of  hvestoei  in  tow  Income  housing  programs 
to  dedua  die  pfofea's  tocwi  from  other  taxable  Income; 

•  Eliminate  die  1988  juo^  date  for  mortgage  revenue  bonds. 


.r(.'4  Tauify  qualified  rtde- 
veiopment  bonds  as  tax 
•xempt  p94blic  purpois 
bonds. 


Prior  to  the  Ta  Reform  Aa  of  1966  thbiy-scven  states  were  using 
tax  exempt  bond  teues  to  assist  Jn  financing  redcvdopmcni  of 
distressed  areas  and  devntated  ndghbochoods.  Redevck/pmcni  bond 
activity  has  pracdcaOy  ceMed  under  die  current  tax  hm-  The  "Dx 
Reform  Aa  arbtoarily  recMfled  thcK  tznlidonal  public  purpose 
bonds  as  prtvateacttvky  bond*,  and  pboed  diem  under  stringent  state 
volume  caps  with  an  odxr  private  acdvky  bonds. 

Acquisldoo,  fcnpforemctit,  and  rederetopment  of  hnd  in  partner- 
ship  wtm  die  prtvatt  aector  are  tatepd  ckments  of  urban  revltaltzation. 
lliese  essential  fovcnuoemal  bonds  must  be  recognized  as  such  unda 
die  tax  law  and  removed  from  the  voluaae  cap. 


Adopt  a  first  Htm  borne- 
buyers  savings  pSan  to 
stimulate  bomeoumership 
for  lower  and  moderate 
income  families. 


HomeownerrfUp  rates  are  dedkUt^  and  k  k  not  hard  to  undo- 
ttand  why.  In  addWon  to  the  I4gh  mondily  com  of  amortization, 
die  down  payment  Is  anodier  roa(Of  obibcie.  Mow  tow  and  moderate 
income  funUies  wfll  never  make  Ic  over  the  latter  hurdle.  Stimulumg 
homeownershlp  requires  downptymetu  asslscmce  as  wcU  as  to^'cring 
amorttsoion  costs. 

The  tax  code  gmm  be  amdnded  ;o  pemilt  tollies  with  incomes 
below  120  pereertt  of  median  to  accumulate  t»(fce  savings  for  a 
downpzyment  on  dieir  first  home.  Tho«e  with  ux  defefred  ret irefnent 
accounts  ihould  be  permitted  to  i^-ithdraw  funds  for  a  downpax-mcnt 
without  ptnalt>-. 
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ImmmUmtt/mltrml  mctkm 


THE  LOW  INCOME  HOUSINvi 
STOCK  PRESERVAnON  PROGRAM 

Over  the  In;  two  dccKki  1.9  mWon  prtncdy  owned  Jow  income 
bGMk^  unto  hive  been  OQOftiucied,  Mtaed  by  teverd 
pcofrm.  Om  the  n«  decack  ibew  unkf  aie  at  rWc  o(  being  loM 
from  the  low  tocxm  houring  ftock  bec«M  of  the  espial 
(Cttricttom  ftquMf^  thK  pcc^  senre  low  and  isx)^^ 
loot.  Jtetxkaiom  w«  expire  ai  owneo  opt  to  pitpty  n»^^ 
to  renew  oootfictt  for  Sectkm  8  ^few  Cooatrualon  and  Substanibl 
lldiMadon  piofectt.  Other  tnks  are  cndantered 
vkbllcy  li  (pKadonA)fe  wkhout  continuing  9ub»M 

The  folowk^  fedenl  action  It  cnemtal  to  prexrvi  thli  nnilti' 
bOioAdoSiraiieb 

•  Continue  pfofea^Miedtubtklka  for  unbt  that  nceik; 

•  Provide  fkwKM  aailmnoe  to  renovate  fktancl^ 
*  nsed  or  physical  Rtabttkadon; 

•  Offer  fkWKial  Incentives,  thioiigh  toodlQcaclons  in  prognm  le- 
qukements  xKl  tax  Inccnthrcs,  for  ownm  to  maintain  pco(^^ 
low  Inooroc; 

•  Iteqube  prior  nodoe  by  owners  dm  do  intend  to  prq)3y,  with 
tooenttves  for  a^  to  pubBc  housing  auchorides,  nonprofit  orsanta- 
dORS,  or  ochca  that  will  malniala  propcities  as  low  Income. 


opporhmity  m  rmHiyfor 
mUAmtrtcmm, 


A  RENEWED  EAIR 
HOUSING  PROGRAM 

RacW  dtocxMndoo  to  hourit^  pecrists  and  oondnues  to  fnstrate 
the  toils  or  the  M  Houik«  Act  on96a.  For  almost  two 
decades  there  h»  been  a  cdi  to  amend  the  tew  to  provide  for  an  cffec* 
t^e  addMtxadvc  cofonment  inechanlsm,  Indjdlng  prov^ 
*'€eMe  »d  deitot*' orders  and  adffdvi  penalties  foe  viobdons  of  the 
bw.  Vigorota  enfocontent  te  crcndri  to  naiu  fUr  housing  a  reality 
the  next  decKJc.  Tlwe  provlslooa  tnuit  be  witaen  Into  bw. 

FtovKial  smpott  te  iriM  oUcsL  BEdeial  fo^^ 
baKd  tnonkocfc^     enfoiasnmi  Is  key  to  the  development  of  a 

local  enforcsneot  opacity. 

The  stjonocy  obl^atiOQ  oT  the  Department  of  Homing  and  Urban 
Devclopmem  to  aflktutivdy  proinoce  the  goal  of  fiir  housing  shoukf 

be  faioofpocated  kMO  the  adn*Jstfation  or  aa  housl^ 

steps  wiabtkig  the  nation  ckJKT  to  reaUxlng  the  goal  of  equal  homing 

oppORunky  for  aU. 
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A  HOUSING  AND  COMMUNTTY 
DEVELOPMENT  RESEARCH  AGENDA 


90cm9  critkmi  i^rtmm 


The  fWlocal  hoi«lr«  and  ooinaunky  der^^ 
v¥l  reMKd)  pco|»D  Iw  bem  la  dlpR37  ihiouihouc  this 
decade.  >M«ble  repom  ofoduoetf    HUD  «)d  the  Buitau  ^ 
Mi  Lmr  bem  cieryoaed  or  ^odjcaed.  Wkhoui  sow 
RMch,  pcoftsn  evalMik)>i  aid  poHcr  dcvd^^ 
vacuum. 

GonfRM  im«  CKMih  a  cx)cnp(cfaent^e  rcKarch  agenda 
neg  decade  igfuidc  the  dcvdopme«,artmitito^ 
or  hoiMini  ami  cotxsuftkr  devdopmcnt  protnm  and  po^ 
cffxo  mutt  be  Anded  by  a  dedicxed  focarch  budget,  wbh  anoc3(k>n5 
to  fcaM  and  bcaHdet  to  undcrake  coopeiachre  hfocxn^ 
and  rocarch  cflbrtf. 


ADECADE  OF  COMMriMENT 

Theic  pcopoaali  oocMdtute  the  clemeQts  or  a  docnotic  poUcy 
ihK  wia  ttrtnfthen  Amcricn  CudUes  and  communiiics.  They  arc 
cttcntW  taliedkncs  9ra  comaytmau  to  a  decern  hcinc  in  a  hvabk 
nc^hbortiood  for  every  AiQctlcaa  ddam.  The  propose 
thc«ep«iet  advocate  the  Nidlm  or  better  pbocs  to  Uveand  work 
and  when  adop;,^  wfl  lead  ui  Into  the  21st  Century  as  a  $ux>ngct 
msfe  vital  country. 


TOi  paper  it  cioopccd  from  the  All  report. ''Keepk^  the    "xnir^OMi:  An  Aoloo  Phn  for  Datcr 
HouMng  and  Coowmjnte  jr  In  the  j«»}VI<bnrtfy  edition  of  the  Journal 

of  Housing."  For  more  Inforrmdon  on  any  of  the  programs  described,  contaa  the  National  Assoaatton  of 
Housin^Y  xi6  Kcdcvdoptnent  omcUs. 
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SubnlBslon  to  Senate  Housing  SubconBlttee 


The  National  Aasociation  of  Rousing  Cooperatives  (NAHC)  applauds 
the  initiative  of  the  Senate  Housing  and  Urban  Affairs  Subcoaaittee, 
"to  begin  uoviiig  housing  back  up  to  the  place  it  deserves  on  the 
cationCA  agenda."    Clearly,  the  nation's  housing  Roala,  enunciated 
clearly  in  1968  are  fat  frcm  being  iiet.    The  last  seven  yeara  have 
shifted  housing  policy  discussion  from  the  creation  of  new  affordable 
housing  to  the  preservation  of  existing  federally  subsidized  housing. 
The  need  for  affordable  housing  ha:  increased  as  the  federal  coanit-  . 
■ent  to  its  creation  has  nearly  ceased.    What  is  clear  is  that  for 
a  significant  proportion  of  America  affordable  housing,  housing  that 
is  safe  decent  and  neets  nininal  coi<e  standards,  housing  that  ia  not 
overcrovdedf  is  unattainable.         the  search  for  a  broader  consensus 
for  housing,  we  aust  rslste  the  country's  existing  housing  policy, 
the  Bortgage  interest  and  property  tax  deduction,  to  the  entire  income 
spectrum.    We  can  no  longer  afford  to  provide  a  tax  deduction  for 
second  homes  when  many  Americans  can  not  afford  their  first  home.  Ve 
must  establish  that  all  Americans  have  the  right  to  decent  housing, 
and  design  federal  programs  to  assure  that  right.    Programs  that  touch 
only  a  minimum  number  of  those  eligible  are  Insuf f lci^nt« 

In  seeking  to  reinvigorate  housing  programs,  we  need  to  recognize 
that  in  the  last  fifty  years,  a  network  of  programs  has  been  developed, 
which  deserves  cctinued  and  increased  funding.    Federal  mortgage 
insurance,  low  rent  public  housing,  rural  single  family  and  rental 
programs.  Section  202  elderly,  hojsing  assistance  payments.  Section  235, 
housing  development  grants  and  tax  incentives  and  credits  are  all 
part  of  a  system  of  housing  assistance  with  a  proven  track  record. 
Any  housing  program  must  include  these  elements. 


develop  such  housing. 

The  structure  of  such  programs  could  allow  for  first  year  capital 
cost  writedowns  sufficient  to  make  housing  affordable  to  low  and 
moderate  persons.    An  important  component  of  a  housing  program  should 
be  its  capacity  to  have  housing  developed  by  community  based  groups 
and  to  have  that  housing  controlled  by  the  group  that  occupies  that 
housing.  Therefote,    an  important  part  of  the  housing  program  should 
provide  for  cooperative  housing^    Cooperative  housing    has  been 
developed  using  the  myriad,  of  federal  housing  programs  that  have 
existed,  often,  however,  having  to  make  a  round  stick  fit  into  a 
square  hole.    Cooperative  housing  provides  foif  community  control 
while  assuring  long  tervi  af f ordabilty .     Cooperative  housing  instills 
pride  of  ownership.    It  reduces  operating  costs,  by  -resting  both  an 
economy  of  scale  and  bt  removing  profit  from  the  operation  of  housing. 
Coops  add  no  profit  to  the  cost  of  operating  housing.  Cooperative 
housing  is  a  demonstrated  success. 
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Tht  FHA  213  Coooeratlve  Rooaing  MortMge  Inaurcnce  prograa  la  the  onl 
■ortgage  inaurance  prograa  which  haa  ret'urnVd  the  aortgage  inaurance  " 
preaiitB  to  aortgagora.    Since  default  and  delinqoincj  in  the  FHA  213 
prograa  ia  nearly  anecdotal »  nearly  all  preaiaaa  collected  have  been 
retornad • 

The  coata,of  operating  cooperative  houaing  are  aignif icantly  less  than 
taoae  of  operating  rental  houains.  -Vhile  MAHC  ia  not  aayins  that  all 
bonaing  aaaiated  ahould  be  coopertiire  housins,  a  aoch  larger  percentage 
ol  hooaing  aasisted  ahould  be  cooperative  hooaing.    A  recent  study 
oy  the  University  of  Minnisots  deaonatratea  that  coooerative  housing 
la  aore  coat  efficient  than  rental  houaing. 

An?  federal  housing  prograa  that  is  created  should  aake  cooperative 
housing  an  eligible  uae  of  funda.     Cooperatives  could  be  liaited  in 
their  return  on  equity,  could  be  pert  of  autoal  hooaing  sssocistions 
or  could  be  lessed.    The  point  is  the  aore  control  people  hsve  over 
theit  lives,  the  better  the  reault. 

Prospective  cooperatdrs  should  be  involved  in  the  developaent  process, 
particularly  in  being  educated  to  take  on  the  rolea  of  aeabers  snd 
lesders  in  their  coops.    People  need  trsining  to  effectively  asnsge 
the  fiscsl  snd  physicsl  sffsirs  of  their  coaaunities. 

Mskins  cooperative  housing  s  significant  psrt  of  s  federsl  progrsn 
assures  reduced  opersting  costs,  improved  aaintenance  snd  lower 
defsult  snd  delinquency.     It  sllows  for  coamunity  control,  security 
froB.  eviction,  freedom  from  msjor  msintensnce  concerns  and  helps 
creste  neighborhoods  thst  csn  join  to  meet  other  non-housina  needs, 
ss  well.  ** 
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NAnONAL  ASSOCIATION  OF  REAL  ESTATE  BROKERS.  INC. 
iM^/ESTVCNTOiViSiON 


October  2,  1987 


United  States  Senate 
Subconittee  on  Roueing 

and  Urban  Affairs 
Washington,  O.C.  20510 


Dear.  Senator  Cranston: 


Whether  it  be  for  principle  residence  or  investment 
purposes,  a  large  segment  of  the  Middle-class  American  Citizenry 
do  not  have  the  opportunity  to  purchase  reed  estate.  The  1986 
Tax  Reform  Act  initiedly  had  promise^ of  lowering  taxes  for  all 
which  would  net  more  disposable  income  to  tax  payers,  stimulate 
our  economy  and  keep  the  lid  on  interest  rates  and  inflation.  If 
this  "scenario  actually  occurred,  we  would  not  be  faced  with  the 
dilemma  that  we  now  face  in  home  ownership  for  American  citizens. 
For  the  first  time  in  this  Nation's  history,  less  that  46%  of 
Americans  own  their  own  homes.  And  this  problem  is  getting  worst 
instead  of  better.  More  than  fifteen  million  very  low  income 
households  pay  more  than  35%  of  income  for  rent.  Our  changing 
work-*force  from  manufacturing  to  service  industry  is  lowering  the 
average  family  income.  All  economic  indicators  suggest  continued 
slow  growth,  continued  rising  interest  rates,  and  the  strong 
probability  of  a  rapid  rise  in  the  inflation  rate.  These 
indicators  along  with  the  1986  Tax  Act  has  caused  a  tre:sendous 
loss  of  disposable  income  to  the  moderate  and  middle  income 
persons,  and  a  very  bleak  outlook  of  the  very  low  income  of  ever 
improving  their  plight.  Furthermore,  with  the  assault  on  the 
public  housing  sector,  federally  assisted  rental  programs  are 
either  being  phased  out  or  reduced  drastically'  (as  witnessed  by 
RUO*s  70%  reduction  in  direct  federal  expenditures  for  housing 
programs  for  low  and  moderate  income  persons) .  He  are  at  an 
extreme  crisis  time  for  zmyone  other  than  the  rich  when  it  comes 
to  our  housing  needs.  The  present  tax  structure  is  not  in 
reality  beneficial  to  anyone  other  than  the  rich. 

In  an  effort  to  stabilize  the  dwindling  percentage  of 
Americans  who  can  afford  to  buy  and  invest  in  real  estate  and  to 
stabilize  the  decline  of  our  urban  areas  as  it  pertains  to 
affordable,  safe  and  fair  housing,  and  quality  of  the  supporting 
commercial  areas  within  these  areas,  we  recocaend  the  changes 
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li«t*d  below  in  the  1986  Tax  Hefora  Act.     The  overall  goal 
these  reconnendations  is  to  enhemce  the  ability  of  small  entitie. 
as   veil    as   moderate    income    individuals    to    help    their  own 
comDiinities* 

(1)    TAXATION  OF  IKCOHE  ON  REAL  ESTATE 


(a)  A  reduction  in  the  number  of  rules  to  determine 
how  income  is  taxed  from  real  estate  in  designated 
areas  and  for  moderate  and  middle-income  persons 
families,  or  entities.  Persons  with  $50,000 
annual  income  or  less*  Families  with  $75,000 
combined  income  or  less*  Entities  (partnerships 
or  syndications  of  no  more  than  10  persons  or 
families  that  fall  within  these  income  limits* 

(b)  Identify  those'  areas  by  census  tracts  for 
investment  purposes  that  are  low  and  moderate 
income  areas  designated  by  the  1980  census  which 
will  be  eligible  investments  for  tax  incentives* 

(c)  For  those  designated  groups  and  areas  allow  an 
accelerated  depreciation  of  the  old  standard  of  19 
years  at  175%. 

(d)  Restore  the  60%  reduction  for  capital  gains,  and 
also    allow    the    present    10%    tax    credit  for 

"^'substantial  rehabilitation  in  designated  areas* 

(e)  Installment  sale  for  tax  reporting  purposes  - 
report  the  capital  gains  separately  to  recapture 
the  depreciation  on  sale* 

(f)  Allow  limited  partnerships  and  syndications  of  the 
approved  groups  for  designated  areas  to  include 
dealers  of  real  estate  who  fall  within  the  income 
criteria*  Allow  this  qualifying  group  to  not 
"materially  participate"  in  syndications  or 
partnership  to  allow  passive  activity  loses* 

(g)  Repeal  the  ban  on  reductions  for  passive 
inv3staents* 
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overall,  these  recomnended  changes  will  economically  uplift 
designated  areas.  They  will  enhance  the  social  clixnate  in  these 
areas  which  will  increase  the  pride  of  place"  for  present 
residence.  They  will  accrue  investaient  bsnfcxfits  to  noderate  and 
Biddle  income  persons;  something  yhidh  is  very  difficult  for  them 
to  achieve  under  the  present  tax  system.  The  changes  will 
enable  moderate  and  middle  .  income  persons  to  work  closely  with 
very  low  and  low  income  persons  and  help  create  a  better  sense  of 
community.  This  will  drastically  increase  the  quality  of  the 
housing  stock  for  residents  and  small  business  upgrading.  An 
additional  effect  would  be  increased  ei^loyment  opportunities, 
revenue  to  the  local  government  throuc^  increased  real  estate  and 
business  taxes.  This  iiq)roved  social  climate  will  also  have  the 
effect  .of  a  downturn  in  criminal  activity  accosq^ained  by  an 
increase  in  community  pride;  .irtilch  will  enable  the  existing 
community  to  invest  and  reinvest  in  the  community. 

The  mortgage  Revenue  Bond  Program  (NRBP)  has  been  a  valuable 
vehicle  for  providing  first  time  home  buyers  with  affordable 
housing  opportunities.  The  new  home  buyers  have  had  positive 
overall  comwunity.  The  Mortgage  Credit 
Certificates  established  by  the  1984  Tax  Reform  Act  is  also 
viable  in  allowing  tax  credits  to  home  buyers  thereby  affording 
them  more  spendable  income  for  the  necessities  of  maintaining 
essential  family  Planning  objectives  such  as  planning  for  college 
education  of  their  children,  maintenance  and  uplceep  of  their 
propftrty  and  generally  stabilizing  an  acceptable  quality  of  life 
in  this  time  of  a  changing  economic  climate. 

HAREB  supports  HR  2640  (Donnelly  etal)  s.1522  (Riegle  etal). 


sincerely. 


Ray  Carlisle 
President 
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Several  years  ago  the  United  States  Department  of 
Housing  and  Urban  Development  (HUD)  targeted  certain  cities 
across  the  United  States  that  had  poor  tax  basis  and  hence 
had  difficulty  in  raising  revenues  needed  to  support 
governmental  requirements*    In  an  effort  to  overcome  this 
difficulty,  these  targeted  cities  were  eligible  for 
Community  Block  Development  Grants*    As  a  tandem  program  to 
this>  the  Government  National  Mortgage  Association  provided 
below  market  interest  rate  loans  to  the  development  of 
multi-family  housing  if  they  should  elect  to  develop  housing 
under  any  of  the  HUD  progrcims*    The  most  popular  program 
elected  was  the  221- (d) 4  or  the  HUD  insured  programs  for 
moderate  income  housing. 

Eventually,  this  program  was  eliminated  and  many 
of  the  incentives  to  do  rauiti family  housing  under  the 
221- (d) 4  program  were  also  eliminated*    The  two  programs 
when  placed  together  generated  considerable  leverage  for  a 
developer  to  invest  in  these  targeted  areas  because  they 
could  raise  the  necessary  capital*    When  these  factors  were 
coupled  with  the  ability  to  write-off  depreciation  for  those 
investors,  the  targeted  areas  could  attract  safe,  sanitary 
and  decent  housing  in  blighted  neighborhoods*      Those  , 
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programs  also  had  a  small  commercial  component  attached  to 
it  because  HOD  was  in  the  business  of  housing  and  not 
commercial  development.    The  commercial  component  limited 
the  development  of  no  more  than  10%  off  the  square  footage 
of  the  housing  component  for  commercial  space.  Often, 
through  the  development  of  Planned  Unite  Developments,  the 
economics  of  the  project  could  utilise  additional  commercial 
developsnent?  but  the  additional  ccmmericial  was  not  done. 
The  theory  was  that  should  there  be  a  need  tor  commercial 
development,  then  commercial  loans  and  investments  should  be 
available  to  carry  this  mission. 


yesterday  have  not  yet  cleared  the  requisite  capital  level 
to  continue  sound  fiscal  policies.    In  fact,  many  of  them 
are  charging  infra-structure  costs  back  to  the  developers 
under  the  gize  of  user  fees,  capital  impact  costs.  This 
latter  practice  is  of  some  dubious  validity  noting  the 
recent  decision  of  the  United  States  Supreme  Court  and  the 
implication  of  disproportionate  taxation.    The  onher  more 
deliterious  affects  of  these  requirements  is  to  place  a 
chilling  effect  upon  the  financial  capability  of  a  viable 
project  at  cost  conception  and  eventually  at  the  market  side 
or  if  completed.    With  the  additional  capital  requirements, 
the  projects  fail  to  make  economic  sense. 


The  cities  that  have  the  economic  problems 
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Many  citleii  are  almost  joint  venturing*  with 
developers  to  get  projects  done.    This  is  another  practice 
which  when  viewed  under  the  magnifying  glass  causes  great 
slight  of  hand  when  it  comes  to  legal  review.    Row  can  a 
successful  project  be  "negotiated"  in  an  open  free  for  all 
bidding  process  without  creating  some  legal  fiats  in  order 
to  get  a  certain  project  completed.    Thus,  this  could 
jeopardize  the  entire  intent  of  the  program  which  the  city 
is  about.    The  state  of  North  Carolina's  motto  is  "esse  quam 
vcderi"  whichz  is  translated  to  mean  "to  be  rather  than  to 
seem."      It  would  thus  appear  that  we  certainly  can  create 
legislation^  and  programs  that  would  have  the  effect  of 
being,  rather  than  seeming  to  comport  with  legal  standards. 
Because  if  eyery  detail  of  the  complexities  are  dealt  with 
in  terms  of.  the  letter  of  the  law  (meeting  open  bid  require- 
ments as  required  for  certain  dollar  amounts)  every  project 
would  be  in  jeopardy.    Further  concessions  granted  to 
developers,  such  as  the  development  of  parking  garages  in 
conjunction  with  hotels  or  tax  relief  incentives  are  created 
and  not  to  be  chidded  but  when  it  comes  to  these  projects 
imd  equal  opportunity  and  equal  taxation,  the  lines  of 
governmental  need  (the  justification)  to  do  the  unprecedent 
and  the  lines  of  the  written  law  come  closely  at  odids,  one 
with  the  other.    Suppose  for  example,  that  city  A  has  a 
parcel  of  urban  renewal  land  that  it  desires  to  develop  for 
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a  convention  center.    In  order  to  support  that  convention 
center.  It  decides  that  It  needs  a  hotel  nearby.  Assume 
that  city  A  puts  a  request  for  proposal  out  as  an  offer  bid 
situation  and  then  among  five  developers  (and  that's 
generous) ,  developer  M  responds  with  the  best  bid. 
Developer  M  then  begins  to  negotiate  with  the  city  and 
states  that  his  plan  does  not  call  for  any  parking  which  Is 
necessary  and  that  the  city  must  furnish  the  required 
parking.    A    change  In  the  bid?    Obviously,  yes,  but  many 
cities  have  gotten  around  this  by  flat.      Let's  assume 
further  that  the  hotel  project  because  of  demographics  in 
other  similar  deficiencies  will  not  support  a  hotel  of  500 
rooms  as  requested,  but  250.    l^on  futher  consideration, 
after  bid  is  given  by  Developer  M,  is  that,  should  he  be 
able  to  incorporate  a  commercial  component  to  the  program 
tha^  he  could  make  economic  sense  from  the  demographics  and 
the  economic  need.    The  latter  of  which  cities  are  often 
without  the  real  ability  to  evaluate  when  placed  with  the 
litmus  test  of  desire  versus  economic  reality. 

The  real  problem  come^  about  when  alternatives 
after  a  lengthy  bid  process  has  been  completed  of  how  to  go 
about  and  re-advertise  the  bid  or  a  new  request  for 
proposals  so  as  to  offer  the  other  four  developers  another 
opportunity  to  re-bid  in  an  effort  to  be  fair.  However, 
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Developer  N  now  is  either  at  a  disadvantage  or  at  an 
advantage  either  because  after  he  has  invested  time  and 
capital  into  studies  and  negotiation^  he  is  apt  to  lose  his 
bid  should  he  have  to  re-enter  the  bidding  war,  or  if. 
should  fail  to  disclr3e  all  during  the  re-bid,  he  is  at  an 
unfair  advantage  to  the  other  bidder s.    E5ther  way  it 
becomes  a  legal  nightmare  to  get  the  ideals  of  the  city 
matched  with  those  of  the  developer  and  h&ve  it  al3  make 
economic  sense  and  a  successful  project,  the  botto'ii  line  aim 
of  the  whole  process* 

It  would  appear  that  either  by  expanding  the 
jurisdiction  of  HUD  or  the  United  States  Departmtat  of 
Commerce,  that  programs  can  be  placed  together  and  proposals 
made  to  develop  both  housing  and  commerce*    For  example, 
large  tracts  of  land  that  are  disadvantaged  by  chemical 
spoilage  that  can  be  rehabilitated  and  divided  into  housing 
recreational,  industrial,  and  commercial  usages  could  be  of 
tremendous  tax  boost  to  a  government*    When  the  I'.and, 
obviously  an  economic  drain  on  the  current  owner, 
non-productive  when  reviewed  by  local  government  and 
certainly  a  tract  that  could  not  in  reality  produce  taxes 
and  is  similar  to  the  fly  paper  -  unable  to  unload,  unwanted 
and  nonproductive*    If  certain  programs  could  be  brought 
together  as  below  market  interest  rate  loans,  insured  v 
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mortgages r  either  insulng  bonds  or  commercial  mortgages  to 
the  point  where  all  of  these  make  economic  sense  then  the 
private  sector  has  the  requisite  incentive  to  proceed  to 
curing  the  problem  and  accomplishing  the  needs  of  bo'ch  the 
County,  State  and  Federal  governments. 

II 

The  American  Tobacco  Company  ceased  the  operation 
of  its  factory  in  downtown  Durham,  North  Carolina  in  or 
about  the  month  of  May,  1987.    The  property  and  improvements 
that  are  apart  of  this  complex  are  located  within  two  (2) 
blocks  of  the  Central  Business  District,    obviously,  not 
only  was  the^e  a  tremendous  loss  of  jobs,  but  because  the 
buildings  and  property  were  unique  to  the  manufacturing  of 
cigarettes,  there  must  and  will  be  an  eventual  unevitable 
loss  of  tax  revenue  generated  fran  this  tax  base.    The  cost 
of  tear-down,  restoration  and  conversion  to  new  and 
productive  usuages  makes  the  project  normally  cost 
prohibitive  on  a  conventional  basis. 

Another  interesting  aspect  of  this  project  is  that 
some  of  the  structures  have  some  historical  value  from  the 
aspect  that  Durham,  North  Carolina  was  built  upon  the 
successes  of  the  tobacco  barons  and  thus  site  was  one  of  the 
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first  major  tobacco  factories  built  to  boost  the- economy  of 
this  city.    The  brick  used  to  build  the  warehouse  and 
factory  facilities  was  manufactured  at  a  brickyard  owned  by 
a  minority •    Of  course  all  of  the  brick  and  mortar  craftsmen 
were  minority  as  well* 

As  further  testimony  to  the  historical  aspect  of 
thi«  particular  site  is  that  it  was  this  factory  that  once 
had  two  unions;  one  white  and  .one  black.    Because  of  court 
decisions  and  National  Labor  Relation  Board  rulings,  the 
black  union  was  ordered  to  merge  with  the  white  union*  The 
problems  with  that  were:  1)  that  the  black  workers  lost 
their  seniority  status  and    2)  economically,  the  black  union 
was,  better  off  in  that  they  had  their  own  assets  and  bank 
accounts*    These  factors  produced  significant  problems  that 
were  later  resolved  but  obviously  the  structure  that  can  be 
saved  could  be  a  monument  to  historical  times  that  changed 
the  face  of  this  community  and  the  nation* 

The  particular  usages  that  this  land  and  attendant 
edifaces  could  be  put  to,  would  include  hospitality, 
entertainment,  shopping,  office  and  housing  if  an  economical 
basis  could  be  established*    The  utilization  of  minorities 
who  played  a  significant  role  in  the  building,  development 
and  operations  of  this  factory  certainly  should  be  included 

-7- 


ERIC  SCO 


587 


in  the  development  scheme  of  &  project  of  this  nature 
including  but  not  limited  to  the  development,  equity 
participation,  tenants,  construction,  insuance,  law  and  any 
other  necessary  aspects  to  the  completion  of  the  re- 
establishment  of  this  facility  to  a  tax  and  economic  basis 
for  this  community.    The  utilization  of  the  Labor 
Department,  HUD,  U.S.  Department  of  Commerce  and  the 
Evironmental  Protection  Agency  funds,  along  with  private  and 
local  government  parties  portion  would  obviously  produce  a 
sound  economic  program  to  sustain  repayment  of  below  market 
rate  loans  financed  through  the  issuance  of  tax  exempt 
bonds. 

Ill 

The  City  of  Charlotte,  North  Carolina,  the  largest 
metropolitan  area  in  North  Carolina  and  headed  by  a 
progressive  black  mayor  is  an  ideal  site  for  the  development 
of  a  multi-use  ediface  similar  to  Trump  Towers  in  New  York 
City.    The  upward  mobility  of  the  people  of  Charlotte 
coupled  with  tremendous  growth  of  downtown  business  lands  a 
factor  to  favorable  development. 

Minorities  have  often  had  to  take  minor  roles  or 
political  roles  in  the  devoXcpaent  and  growth  of  cities. 
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This  opportunity  affords  a  chance  for  a  minority,  to  enter 
the  mainstream  of  economic  development  if  that  minority 
could  economically  put  together  a  favorable  financing 
package  to  attract  the  tenants  to  utilize  the  structures  and 
location  of  this  project*    It  must  bo  remesibered  that  blacHs 
have  not  had  the  longevity  of  wealth  creation  which  is  the 
nucleus  of  economic  development*    However,  with  assistance 
from  government  via  below  market  interest  rate  lo&«n8  and 
grants,  to  the  extent  that  required  municiple  and 
infra-structure  costs  are  eliminated,  opportunities  for 
economic  p:krity  of  minorities  can  then  become  a  reality. 

This  is  not  to  say  that  just  because  its  a 
minority  that  monies  be  doled  out  for  projects  that  don't 
make  sense,  but  that  a  project  of  this  nature  can  be  shown 
to  do  several  things  including  but  not  limited  to:  ^ 
parity,  futhering  the  tax  resource  base  of  a  municipt.  in 
need  of  funds,  economic  growth  and  en^loyment  of 
tradespeople,  merchants  from  which  additional  tax  revenue 
are  generated  and  the  preservation  of  downtown  area;?.  There 
is  a  thought  that  businesses  that  closc-up  during  the 
evening  hours  and  leave  cities  vacant  ah  night  do  not  have 
as  great  appeal  as  those  cities  that  have  continued  night 
appeal  through  hospitality  and  entertainment.    This  is 
accomplished  by  having  people  living  downtown  close  tq  the 
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Central  Business  District  and  hence ^  creating  a  need  for  a 
24  hour  city  as  opposed  to  an  8  hour  city. 

All  of  the  projects  can  be  accomplished  through 
the  judicious  use  of  grant  funds,  Central  Business  District 
funds,  and  tax  free  bonds  to  produce  the  appropriate  mix  of 
nujobers  to  xnaki.  these  projects  successful #  reduce  the 
unenploymeht  rates,  create  tax  basis,  in  bringing  minoritjes 
into  economic  parity,  and  make  this  nation  stronger  and  more 
productive. 

Cities  are  also  conditioning  approval  of 
development  .plans,  at  costs  to  be  borne  by  the  developer. 
The  widening  of  roads  and  in  some  cases  major  road  building 
and  then  dedicating  these  facilities  to  public  use  is 
becoming  more  and  more  fashionable  for  cities  to  do. 

HUD.TXT\ecm 
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NATIONAL  COMMUNITY  DEVELOPMENT  ASSOCIATION 
LEGISLATIVE  PROPOSAL 

"HOUSING  UTILITY  GRANT" 
SUBMITTED  TO 

THE  SENATE  BANKING,  HOUSING  &  URBAN  AFFAIRS  SUBCOMMITTEE 
OCTOBER  5,  1987 


Introduction 

The  Ne.lon&i  Community  Development  Association  (NCDA)  is  a  public 
interest  group  with  440  members  representing  entitlement  cities 
and  counties  and  small  communities,    in  preparation  of  our 
houising  legislative  proposal #  NCDA  requested  its  key  member 
citieii  to  submit  specific  comments  on  the  existing  housing 
programs  and  reco^i^endations  for  both  legislative  and 
administrative  changes.    During  the  months  of  July  and  August  of 
this  year,  we  gathered  surveys  from  over  twenty  cities  acroiss  the 
country.    Community  development  and  housing  officials  from  these 
cities  met  at  an  executive  symposium  in  late  August  to  review  all 
of  the  recommendations  and  put  forth  a  specific  proposal.  This 
proposal  is  entitled  "Housing  Utility  Grant"  .(HUG) .    It  reflects 
a  process  under  which  each  of  t  e  existing  housing  programs  was 
evaluated  for  its  positive  and  negative  features. 

The  HUG  proposal,  compiled  by  the  Legislative  Committee  of  NCDA, 
is  a  compels  ite  of  NCDA  member  is*  thoughts  on  what  would  be  the 
roost  effective  and  responsive  national  housing  program  that  could 
be  dis;.inctively  eistablished  under  the  new  housing  legislation. 
This  paper  will  first  present  the  Housing  Utility  Grant  proposal, 
the  overall  profile,  guiding  principles,  program  features  and 
poisisible  funding  isources.    Secondly,  it  will  highlight  specific 
problematic  features  of  exiisting  housing  programs,  and  possible 
legislative  and  administrative  solutionis. 

We  believe  the  HUG  proposal  is  realistic  and- practical,  it 
provides  long-term  affordable  housing  for  low  and  moderate 
income  families  and  individuals.    It  allows  local  flexibility 
within  national  legislative  pararoeteris  to  addresb  varied  housing 
markets  and  houising  needs  across  the  country.    The  proposal 
captures  the  best  features  of  the  existing  programs,  henceforth, 
it  will  allow  a  workable  and  smooth  transition  o£  programs  when 
the  new  hcuising  legislation  iS  promulgated. 

NCDA  strongly  believes  that  the  success  of  any  new  hou^iro 
legislation  is  contingent  on  adequate  funding.    Congreisis  must 
recognize  that  the  country  is  facing  a  major  housing  crisis.  The 
existing  level  of  appropriations  to  housing  programs  are  simply 
insufficient  to  address  the  current  housing  needij.    A  new  national 
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housing  legislation  must  be  accompanied  by  new  funding 
appropriations*    Already  stretched  Community  Development  Block 
Grant  (CDB6)  program  funding  roust  not  be  used  in  any  part  as  a 
resource  to  implement  programs  under  the  new  housing  legislation* 

We  believe  that  the  housing  legislation  should  be  crafted  to 
solicit  broad  based  support*    We#  therefore #  believe  that  housing 
legislation  built  upon  the  be^t  and  most  workable  features  of 
existing  programs  and  providing  local  flexibility  would  be  the 
most  responsive  and  well  supported  approach* 

We  applaud  Senator  Alan  Cranston  for  his  leadership  in  making 
houisiny  a  national  priority*    We  appreciate  the  opportunity  to 
provide  our  views  in  this  major  undertaking* 
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I.     "HOUSIKG  UTILITY  GRANT" 

A.       PROGRAM  PROFILE 

The  Housing  Utility  Grant  should  be  a  formula  entitlement 
grant  that  is  targetted  £or  low  and  moderate  income  family 
housing*    The  "hug"  proposal  advocates  some  very  basic 
distinctive  features:    preservation  of  existing  low  income 
housing  stockr  new  production  with  long-term  af fordability , 
legislative  and  tax  incentives  to  allow  maximum  public 
private  collaboration r  local  flexibility  to  design  the  best 
combination  of  housing  program's  responsive  to  the  particular 
housing  market*    It  allows  local  governments  to  determine 
program  priorities  (e.g.  ownership  v&  rental  housing,  nature 
of  subsidy  mix)  and  specific  household  eligibility  within 
basic  income  guidelines*    Funding  should  be  provided  on  a 
long-term  and  adequate  basis-    As  exemplified  in  the  Stewart 
B*  McRinney  Homeless  Assistance  Act,  housing  production 
programs  should  be  accompanied  by  supportive  services 
program's*    in  view  of  our  increasing  social  problems  of 
substance  abuse,  mental  health,  homelessness,  it  is 
essential  that  a  new  housing  bill  should  contain  provisions 
and  fundings  for  supportive  services  so  as  to  assure  not 
only  adequate  shelters  but  long-term  self-sufficiency  of  the 
low  income  families  and  their  members* 

B*       GLIDING  PRINCIPLES 

In  order  to  be  fully  effective  in  meeting  local  housing 
needs,  new  federal  housing  legislation  should  be  guided  by 
the  following  principles: 

1*      Provide  predictable,  adequate  and  available 

funding*    Any  effective  housing  program  must  have 
adequate  funding  available,  and  funding  must  be  on 
a  predictable  basis  so  that  effective  long-term 
housing  strategies  can  be  developed  and 
implemented*    It  should  be  an  Entitlement  Program* 

2*      Provide  long-term  af f ordability  primarily  through 
long-term  rent  subsidy  commitments  allocated  to 
housing  units  targetted  to  low-moderate  income 
families*    The  split  between  funds  used  for 
production/development  purposes  and  long-term  rent 
subsidy  commitments  should  be  determined* 

3*      Emphasize  production  so  that  new  and  rehabilitated 
housing  units  are  continuously  added  on  the  supply 
side  to  meet  the  growing  demand  and  replace  an*' 
units  that  are  lost  due  to  other  f actors* 
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(NOTE:    These  first  three  principles  are  paraniount 
and  must  be  mandatorily  linked  together  in  the 
federal  housing  legislation  so  that  not  only  are 
adequate  housing  units  produced  on  a  regular 
basisr  but  they  are  maintained  as  affordable  units 
on  a  long->term  basis.) 

4«      While  flexibility  should  be  provided  to  allow  for 
new  construction  and  home  ownership  opportunities, 
the  major  thrust  of  the  program  should  be 
retaining  and  rehabilitating  existing  units  for 
rental  purposes.    Programs  promoting  home 
ownership  do  not  necessarily  respond  to  the  needs 
of  most  low  income  households. 

5.  Provide  program  flexibility  so  as  to  respond  to 
local  needs  and  allow  local  communities  to  capture 
their  unique  housing   'arket  forces.  Locally 
designed  programs  often  are  more  effective  and 
efficient  since  those  responsible  for  program 
implementation  have  a  greater  sense  of 
"ownership."    Formalize  and  acknowledge  the 
important  role  of  local  governments  in  designing 
and  producing  affordable  housing  for  low  and 
moderaate  families.    This  new  program  initiative 
draw's  on  the  significant  capacity  developed  over 
the  past  ten  to  fifteen  years  by  local 
governments,  which  have  by  necessity  become  major 
playero  in  producing  and  providing  affordable 
housing. 

6.  Public/Private  Relationships  are  mandatory  to 
ensure  that  local  lenders,  realtors,  developers 
are  included  in  the  program  implementation.  No 
housing  program  can  be  successful  without 
including  the  primary  private  sector  actors  in  the 
housing  industry.    Appropriate  tax  and  financial 
incentives  should  be  provided  to  sustain  active 
participation  of  the  private  sector  players. 

7.  The  Housing  Utility  Grant  program  should  be  linked 
to  and  assist  "distressed"  properties.  Local 
housing  strategies  must  take  these  properties  into 
account  and  be  able  to  lend  assistance  where 
appropriate.    Federal  funding  must  be  provided  to 
local  governments  to  prevent  the  dumping  of  these 
units  and  any  further  loss  of  affordable  housing. 

8.  A  strong  planning  process  is  required  at  the  local 
level  in  order  to  ensure  that  all  the  necessary 
factors  are  included  in  the  development  of  the  new 
housing  initiative.    While  planning  is  an 
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iroportant  requirement/  local  community  development 
agencies  should  take  a  strong  lead  position  to 
ensure  that  the  overall  purposes  and  objectives  of 
the  program  are  implemented* 

9*      Social  service  support  programming  should  be 

available  on  a  project-by'-project  ba^is  with  some 
'sort  o£  funding  cap  or  ceiling  established  on  a 
percentage  basis  per  project* 

10*    Funding  for  the  Community  Development  Block  Grant 
Program  should  remain  separate  and  apart  from  the 
Housing  Utility  Grant*    The  CDBG  is  not  *up  for 
grabs** 

PROGRAM  FEATURES 

1*      The  Housing  Utility  Grant  Program  would  be  put 
together  at  the  local  level  with  the  community 
development  agency  taking  the  lead*  The 
requirements  would  include  a  strong  planning 
emphasis  and  requirements  for  developing  a  strong 
local  consensus  on  how  to  allocate  the  funding* 

2*      Flexibility  roust  be  provided  to  local  communities  so 
that  programs  can  be  tailored  to  the  local  needs 
taking  into  account  such  factors  as  vacancy  rates^ 
family  income  profiles,  production  costs  and  the 
like*    Local  communities  and  governments  must  be 
able  to  capture  their  local  market  forces  to 
maximize  the  public  benefit  of  any  housing 
program* 

3*      The  funding  should  flow  through  cities  and 
counties  who  are  in  the  best  positions  to 
determine  the  full  spectrum  of  local  need's  and 
develop  allocations  to  respond  accordingly*     It  is 
important  to  note  that  during  the  past  ten  years 
local  governments  (primarily  through  the  Community 
Development  Block  Orant  Program)  have  become  fully 
involved  in  various  housing  production  programs 
and  have  demon'strated  the  capacity  to  be 
effective* 

4*      Through  either  legislative  or  administrative 
guidelines  the  split  between  low  and  moderate 
income  families  would  be  defined*    There  is  a 
consensus  that  at  a  minimum  50%  of  the  funds 
should  be  targetted  to  families  whose  incomes  are 
at  or  below  50%  of  the  metropolitan  median 
income*    Targetting  can  also  be  done  based  on  area 
neighborhood  conditions  and  family  size* 
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5«      A  primary  method  for  implementation  can  be  the  use 
o£  requests  for  proposals  (RFP*s)  for  the 
development  production  program*    A  well  structured 
RFP  process  is  generally  more  desirable  than 
exclusive  negotiations*    The  RFP  approach  provides 
a  higher  probability  that  the  program's  primary 
objectives  will  be  implemented* 

6*      There  is  an  explicit  acknowledgement  chat  public 
housing  agencies  (PHA*s)  must  be  involved  with 
local  governments  and'  the  private  sector  in  making 
the  program  work*    This  is  a  significant  statement 
since  in  the  pa'st  local  governments  and  their 
respective  public  housing  agencies  have  often  not 
worked  toward  common  objectives* 

The  local  public  housing  agencies  (PHA's)  will  play 
an. important  role*'  Their  role  should  be  clearly 
identified  in  the  local  program  description* 
PHA*s  will  primarily  be  responsible  for 
administering  and  managing  tenant  eligibility  and 
screening  which  they  now  do  for  existing  programs* 
Other  role's  for  PHA*s  can  include  developer « 
property  manager,  and  identification  of  properties 
in  need  of  rehab* 

7*  .    A  significant  role  is  possible  for  local 

community«>based  non-profit  corporations*  These 
non-profit  corporations  tend  to  have  a  'significant 
commitment  to  the  local  community  and  Service  to 
low  and  moderate  income  families*    They  xre  closer 
to  the* problem  than  other  corporations  and  they' 
are  community-based  and  non-profit*  Non-profits 
can  be  involved  in  three  ways,  as:     (a)  provider 
of  social  service  'support  program's;  (b)  developer 
of  housing  unit's;  and  (c)  manager  of  husing  units* 
In  order  to  qualify  as  either  a  developer  or 
manager f  a  non-profit  should  have  to  qualify  under 
some  kind  of  "capacity  threshold"  review*    This  is 
important  to  ensure  that  the  non-profit  has  the 
capacity  to.  provide  the  necessary  services  and 
carry  out  its  role  properly*    Once  the  capacity 
threshold  is  met^  non-profits  could  be  given 
certain  preference  in  the  developer  and  management 
selection  process* 

8*      Administrative  cost  reimbursement  for  both  local 
governments  and  developers/managers  of  housing 
project's  is  imperative*    The  necessary  cost  of 
"doing  bu'sine'ss"  must  be  recognized* 
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9.      Bonus  or  incentive  funding  should  be  established 
as  a  reward  for  communities  responding  to 
particularly  distressed  neighborhoods  within  their 
jurisdictions • 

10«    Financial  paybacks  accruing  from  the  housing 
development/production  funding  package  should 
return  to  rounicipalitie«i  for  future  recycling  for 
housing  programs.    This  will  create  an  added 
incentive  for  local  communities* 

FUNDING  SOURCES 

As  noted  before #  the  new  housing  legi^laion  roust  be 
adequately  funded  to  create  and  sustain  long-term  impact. 
An  annual  appropriation  of  $30  billion  or  more  is  mandatory* 
It  is  envisioned  that  several  existing  housing  programs 
would  be  "folded  in*  to  provide  the  core  funding  isupport  for 
the  new  initiative*    Such  programs  would  include  rental 
rehabf  mod  rehab^  and  312*    Programs  specifically  not  folded 
in  would  include  the  HODAG  and  Public  Housing  Funding* 
While  HODAG  would  remain  Separate,  it  could  be  restructured 
to  provide  linkages  to  the  new  program  but  continuing  on  a 
nationally  competitive  basis*    Also,  "distressed*  properties 
will  require  a  new  and  separate  funding  source  in  order  to 
be  maintained  in  the  low  and  moderate  income  housing 
inventory* 

III*  OTHER  PROGRAMS 

1*     Rental  Rehab  program  requirements  encourage 

development  of  large  family  units,  yet,  funding 
limits  offer  no  recognition  that  large  fsmily 
units  cost  more* 

2.      312  funding  cycle  unpredictable  -  planning 

difficult*    Interest  rate -of  prime  plus  l  (not 
attractive  to  investors,  too  close  to  market  and  a 
headache*    1%  risk  fee  -  onerous* 

3*      Expiration  of  roortgae  and  subsidy  agreements* 
4*     CDBG  -  responsive  to  local  needs  (Retain)* 

5*      Loss  of  low/moderate  units  due  to  prepayment 

(increase  horaelessness,  overcrowding)  221(d)  3, 
236s  and  Section  8  Contracts* 
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II.     PROGRAM  PROBLEMS  AND  LEGISLATIVE  SOLUTIONS 
HoDAG/UDAG 

A.  Program  Problems 
HoDAG/UDAG 

1.  Uncertainty  of  funds  and  funding  rounds  makes 
it  difficult  to  plan  and  apply ^ 

2.  When  funding  rounds  are  announced,  lead  time 
to  submit  proposals  (usually  45  day's)  is  too 
short  to  get  quality  proposals. 

3.  Inexperienced,  overly  cautic^s  HUD  staff  cause 
delays,  extra  expenses,  etc.,  'n  their 
administration  of  programs. 

HoDAG 

1.  After  three  years,  there  is  still  no 
implementing  regulation  or  guidelines  and  no 
executed  grant  agreements,  resulting  in 
conflicting  decisions  from  HUD  staff  causing 
excessive  legal  expenses. 

2.  Relocation  requirements  are  unrealistic  and 
costly.    Makes  infeasible  many  potentially 
good  projects. 

UDAG 

1.  It  is  biased  to  job-creating  projects  - 
therefore,  commercial  or  industrial  projets 
do  well  and  housing  does  poorly  by 
comparison.    Because  of  $X5#00t'  maximum  per 
unit,  housing  projects  tend  to  be  market 
rather  than  subsidized. 

2.  Catch  22  -  HUD  requires  developer  to  get  a 
firm  financial  commitment,  but  also  to 
provide  that  UDAG  funds  aren't  likely  to 
substitute  for  private  or  local  funds.    It  is 
difficult  to  do  both. 

B.  Legislative  or  Programmatic  Solutions 
HoDAG/UDAG 

1.      Reform  application  procedures  so  it  is  easier 
for  developers  to  apply. 
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2«      Stabilize  funding  and  funding  rounds  so  that 
communities  and  developers  are  ensured  of 
program  continuation. 

3.      Minimize  rejection  of  applications  because  of 
technicalities. 

4«      Increase  RUD  staff  and  provide  training  to 
reduce  response  tine,  bureaucratic  has'seling 
and  "nit-picking"  that  often  results  in 
increased  project  costs  (legal,  construction 
etc.) . 

HoDAG 

1.  Eliminate  the  "temporary"  enhancement 
requirement  in  HoDAG  for  every  proposal 
indicating  an  application  will  be  filed  for 
FHA. 

2.  Develop  realistic  relocation  requirements  for 
HoDAG. 

UDAG 

1.  Return  to  the  1/3  set-aside  for  Housing  UDAGS 
PC  exempt  them  from  the  jobs-creation 
requirements. 

2.  Establish  higher  maximums  per  unit  cost  for 
Housing  UDAGs  to  provide  greater  low/moderate 
benefit . 

3.  Eliminate  the  Catch  22  for  the  developer  in 
UDAG  program. 

II.     TAX  LEGISLATION 

A.      Program  Problems 

1*      Tax  Reform  Act  of  1986  eliminated  or  greatly 
curtailed  snost  federal  tax  incentives  for 
private  investment  in  low-income  housing 
development . 

2.      Inclusion  of  tax«»exempt  housing  bonds  in  the 
volumo  cap  virtually  imposed  an  80%  reduction 
on  the  volume  of  such  bonds  that  states  and 
localities  can  issue  to  finance  low-  and 
moderate-income  housing. 
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Legifllative  or  Programwatic  Solutions 

1«      Reinstate  deductions  and  depreciation 

allowances  which  serve  as  basis  for  limited 
partnership^  and  syndications* 

2*      Increase  the  passive  loss  exemption  for  those 
investing  in  low-incone  housing  developments 
and  utilizing  the  tax  credit* 
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On  behalf  of  the  National  Conference  of  State  Legislatures  (NCSL),  thank 
you  for  this  opportunity  to  submit  a  statement  In  support  of  a  renewed  and 
vigorous  federal  housing  program. 

The  NCSL  recoianends  a  coordinated  effort  by  federal,  state,  and  local 
governments  and  by  community  and  nonprofit  groups  to  achieve  the  goal  of 
decent  housing  for  all  Americans.   These  efforts  should  concentrate  on 
rehabilitation  and  construction  of  low*1ncome  housing  and  subsidies  to  make 
existing  housing  affordable  for  low  Income  families. 

NCSL  speclflcaUy  recommends: 

(1)  a  guarantee  that  existing  contracts  for  'section  8  existing 
housing  cf;rt1f Icates'  will  be  renewed; 

(2)  the  establishment  of  a  federal  housing  trust  fund,  dedicated  to 
the  production  of  affordable  housing  for  low  and  moderate 
Income  families; 

(3)  the  extension  of  the  low  Income  housing  tax  credit  beyond 
fiscal  year  1989  and  the  exemption  of  bonds  financing  low  and 
moderate  Income  housing  from  overall  bond  cap   set  In  the  Tax 
Reform  Act  ; 

(4)  passage  of  new  measures  to  assist  the  homeless; 

(5)  encouragement  of  tenant  management  of  public  housing; 

(6)  the  establishment  of  a  new  community  bised  housing  sup,)ly 
program;  and 

(7)  the  passage  of  tough  fair  housing  r  aulatlons. 

Renew  Section  8  Contracts 

Apprcvlmately  800,000  low  Income  households  throughout  the  United  States 
are  receiving  housing  assistance  through  "section  8  existing  housing 
certificates,"  which  carry  a  contract  tern  of  15  years.   These  contracts  with 
public  housing  ^^encles  to  provide  funding  for  section  8  existing  housing 
certificates  wliv  begin  expiring  In  1989. The  fallura  to  renew  these  contracts 
and  make  available  sufficient  funds  to  Insure  the  continued  availability  of 
these  housing  subsidies  for  low  Income  families  could  lead  to  sudden  and 
catastrophic  rent  Increases,  displacement  and  ever)  homele!»snsss  for  low  Income 
households.   Hundreds  of  thousands  of  privately-owned,  federally  subsidized 
housing  units  are  In  danger  of  being  lost  because  of  the  termination  of 
assistance  contracts. 

NCSL  therefore  favors  losedlate  congressional  action  to  guarantee  that 
existing  contracts  for  section  8  existing  housing  certificates  will  be  renewed 
and  extended  when  they  expire. 

Establish  a  Federal  Housing  Trust  Fund 

At  least  fifteen  states.  Including  California,  Florida,  and  New  Jersey, 
have  established  housing  trust  fund  mechanisms.   These  housing  trust  funds  are 
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perninent  sources  of  revenue,  which  are  dedlcited  to  the  production  of 
affordible  housing  for  low  to  iwderate  inco«e  people.  The  capital  for  state 
trust  funds  co»es  from  general  appropriations,  transfer  fees,  or  a  variety  of 
traditionally  untapped  revenue  sources.   The  funds  are  used  to  expand 
hoBcownership  opportunities  for  "^ow  and  iK>derate  IncoM  families  and  encourage 
the  building  or  rehabilitation  of  rental  units.   Trust  funds  can  also  leverage 
substantial  private  sector  investment  in  affordable  housing. 

Although  state  initiatives  provide  important  housing  opportunities,  the 
size  of  current  housing  trust  funds  ($10  Billion  to  $25  Billion  per  state)  and 
the  small  nuabcr  of  states  which  have  established  these  trust  funds 
demonstrate  the  limited  ability  of  the  states  to  raise  the  revenue  needed  to 
adequately  meet  their  housing  needs.   The  experience  of  the  past  six  years 
indicates  that  the  states  are  incapable  of  being  the  sole  source  of  financing 
for  a  national  coMBitment  to  affordable  housing.   States,  however,  are  capable 
of  being  partners  with  the  federal  government  in  the  creation  atid  financing  of 
affordable  housing. 

The  National  Conference  of  State  Legislatures  therefore  ur^es  the 
Congress  to  establish  a  national  housing  trust  fund.   Such  a  trust  fund  could 
provide  over  the  long  term  a  predictable  level  of  support  for  the  states  to 
finance  a  variety  of  affordable  housing  programs  that  have  proven  records  of 
success.  NCSl  urges  that  such  a  trust  fund  match  dollar  for  dollar  the  outlay 
of  state  trust  funds,  thereby  encouraging  the  establishment  of  new  state  funds 
and  making  optimum  use  of  already  existing  programs.  NCSL  also  urges  Congress 
to  consider  a  trust  fund  financing  mechanism  that  seeks  a  new  source  of 
revenue  to  keep  with  the  "pay  as  you  go"  principle  of  program  financing. 

Extend  the  low  Income  Housing  Tax  Credit  and  Eliminate  the  Cap  on  tow-Income 

Housing  Bonds   

The  Tax  Reform  Act  of  1986  (TRA)  eliminated  many  favorable  tax  advantages 
for  investing  in  real  estate.   The  effect  of  these  1986  tax  code  changes  will 
likely  be  to  accelerate  and  wo;^en  the  housing  crisis  by  discouraging 
investment  in  affordable  rental  housing  for  low  and  moderate  income 
households.   TRA  severely  limited  the  use  of  tax  tx^t  bonding  to  subsidize 
mortgages,  the  basic  affordable  housing  effort  of  many  states,  by 
establishing  state-by-state  total  bond  volume  caps  which  include  all  bonds 
issued  for  housing.   TRA  replaced  these  incentives  with  a  new  low  income 
housing  tax  credit  for  private  Investors  in  affordable  rental  housing  for  low 
income  families. 

NCSL  therefore  urges  Congress  to  extend  the  low  income  housing  tax 
credit  beyond  Fiscal  Year  1989  in  order  to  provide  continuing  incentives  for 
this  private  sector  investment.  NCSL  also  urges  Congress  to  adopt  changes  to 
the  tax  code  that  would  eliminate  the  so-called  "sunset"  provisions  applying 
to  mortgage  revenue  bonds,  and  that  would  exempt  tax-exea^t  bonds  used  to 
finance  the  development  of  affordable  low  and  moderate  income  housing  from  the 
overall  bond  caps  established  in  1986. 

Enact  New  Measures  to  Assist  the  Homeless 

The  past  decade  h£s  witnessed  an  explosion  in  the  size  and  diversity  of 
our  homeless  population.   Estimates  of  the  number  of  homeless  vary  from 
330,000  to  3,000,000  Americans,  while  the  estimates  of  the  annual  growth  of 
the  homeless  population  vary  from  10  percent  to  nearly  40  percent. 
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It  Is  not  acceptable  In  financial  or  human  terms  to  continue  housing 
large  numbers  of  people  in  hotel  rooms  or  other  emergency  facilities.  The  best 
method  for  reducing  the  number  of  people  assigned  to  welfare  hotels  and 
emergency  sielters   Is  to  prevent  homelessness  In  the  first  place,  by  finding 
Innovative  ways  to  enable  people  to  retain  possession  of  their  houses  and 
apartments.   A  homelessness  prevention  program  would  be  a  cost  effective 
response  to  the  growing  crisis  of  homelessness. 

NCSL  therefore  calls  on  Congress  to  pass  a  National  Prevention  of 
Homolessness  Act.   This  Act  should  grant  to  states  and  local  governments  on  a 
matching  basis  the  financial  resouixes  to  provide  loans  and  grants  for 
temporary  housing  assistance  not  onV*  to  persons  without  housing,  but  also  to 
persons  In  Innlnent  danger  of  1os1n9  a  house  or  apartment  as  a  result  of 
layoff,  sickness,  or  other  financial  problems. 

Encourage  Tenant  Managewent  of  Public  Housing 

The  federal  government  provides  assistance  through  public  housing 
programs  to  about  1.3  million  households,  serving  families  and  Individuals 
with  extremely  low  Incomes,  averaging  less  than  one-third  of  the  national 
median  for  all  households.  This  Is  the  only  supply  of  publicly-owned  housing 
which  Is  permanently  avallab"*   at  affordable  rents  to  such  very  low  Income 
persons. 

NCSL  Is  committed  to  the  preservation  and  maintenance  of  public  housing 
as  a  valuable  resource  for  low  Income  tenants.   We  support  full  and  adequate 
funding  of  the  public  housing  operating  assistance  program  to  Insure  tlat  all 
public  housing,  regardless  of  the  management  structure,  receives  sufficient 
public  support  to  guarantee  Its  continued  and  permanent  availability  to  low 
income  persons  as  affordable  rental  housing. 

But,  adequate  funding  Is  only  a  precondition  of  an  effective  program. 
Efficient  management  of  this  housing  should  also  be  one  of  the  highest 
priorities  of  national  housing  policy.   Experience  has  shown  that  tenant 
management  of  public  housing  can  be  one  method  to  achieve  significant 
improvements  In  management,  to  substantially  reduce  management  and  maintenance 
.costs,  and  to  Increase  tenant  pride  and  participation  In  the  operation  and 
preservation  of  their  housing. 

NCSL  therefore  endorses  legislation  which  would  encourage  the  formation 
of  resident  management  corporations  to  facilitate  tenant  management  of  public 
housing. 

Establish  a  Co«imin1ty«'Based  Housing  Supply  Prograw 

In  many  jurisdictions,  residents  who  are  fortunate  enough  to  receive 
federal  housing  assistance  through  such  programs  as  the  "section  8  existing 
housing  certificate"  program  cannot  find  housing  units  In  which  to  use  the 
certificates  because  of  the  acute  shortage  of  housing.   Private  sector 
development  of  low-cost  rental  housing  has  been  Inadequate.  Moreover, 
long-time  owners  of  federally  subsidized  housing  may  drop  out  of  these  subsidy 
programs.  Thousands  of  families  are  threatened  with  displacement  and 
homelessness  as  a  consequence. 
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At  the  sane  tine,  the  nonprofit  housing  sector  has  grown  steadily  In 
sophistication  and  capacity  as  a  potential  provider  of  high-quality, 
affordable  housing  for  low  and  moderate  Incone  persons.   The  nonprofit  housing 
sector's  work,  however.  Is  greatly  handicapped  by  the  lack  of  assistance  from 
the  federal  govem»ent.   Nonprofit  housing  groups  have  an  loinedlate  need  for 
development  grants  and  loans  and  for  long-tem,  low-cost  capital  to  facilitate 
the  development  of  low  and  Moderate  Income  housing. 

NCSL  recognizes  that  nonprofit  participation  Is  necessary  In  order  to 
Increase  coonunlty  Involvement  and  accountability  In  the  design  and  management 
of  low-Income  housing.  Nonprofit  projects  will  also  tend  to  shield  this 
housing  from  the  cost  escalating  pressures  that  confront  and  tempt  the 
private,  profit-motivated  housing  sector.   Nonprofit  programs   Insure  the 
permanent  use  of  housing  by  low  Income  persons.  And,  they  reassure  the  public 
that  housing  subsidy  programs  primarily  benefit  poor  people  rather  than 
developers  and  private  landlords. 

NCSL  therefore  urges  the  adoption  at  the  federal  level  of  legislation  to 
create  a  community  based  housing  supply  program,  using  direct  grants  to  states 
and  local  governments.   Federal  funds  would  be  employed  by  states  and 
localities  to  make  capital  grants  and  Interest  free  loans  for  the  development 
of  affordable  rental  housing  resources  by  nonprofit,  community- based 
organizations. 

Fair  Housing 

NCSL  also  believes  It  Is  essential  to  advance  the  nation's  goal  of 
providing  greater  access  to  affordable  housing  by  strengthening  federal  fair 
housing  laws.    Effective  civil  rights  enforcement  would  complement  a  renewed 
low- Income  housing  program. 

In  Conclusion 

Ue  urge  you  to  hold  further  hearings  and  explore  new  Ideas  for  addressing 
our  housing  problem.   The  high  cost  of  housing,  especially  for  low-Income 
families,  Is  a  crisis.  We  are  witnessing  a  decline  In  home  ownership.  Low 
and  moderate  Income  Americans  must  allocate  an  alarmingly  high  percentate  of 
their  Income  to  purchase  or  rent  minimally  adequate  housing.    In  some 
jurisdictions.  It  approximates  50  percent  of  annual  Income  for  many  families. 
Homelessness  is  a  natloal  shame.   Housing  discrimination  remains  a  persistent 
problem. 

NCSL  has  established  a  Housing  Task  Force  to  study  this  Issue,  to  hold 
hearings  across  the  country,  and  to  develop  new  Ideas  for  state  and  federal 
housing  legislation.   We  look  forwa^^d  to  sharing  the  results  of  our  Housing 
Task  force  study  when  It  Is  complete,  and  we  would  urge  you  to  give  the 
housing  crisis  the  same  sustained  attention  and  high  priority. 

State  legislatures,  governors,  mayors,  and  county  executives  have 
responded  to  this  crisis  with  new  Ideas.   Over  119  new  state  housing  programs 
have  been  adopted  since  1980.   But,  there  are  limits  to  the  fiscal  capacity  of 
states,  cities,  and  counties  to  address  this  problem.  A  new  federal  housing 
policy  15  needed  to  encourage  and  finance  state,  local,  and  nonprofit  housing 
Initiatives.   NCSL  looks  forward  to  working  with  Congress  and  this  committee 
to  develop  such  a  new  federal  housing  policy. 
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October  5.  1987 


The  Honorable  Alan  Cranston 

United  States  Senate 

Chairman.  Subcooimlttee  on  Housing 

and  Urban  Affairs 
SO-535  Dirksen  Senate  Office  Building 
Kashlngton.  D.C.  20510 

Dear  Senator  Cranston: 

On  behalf  of  the  governor-appointed  state  delegate 
members  of  the  National  Conference  of  States  on  Building 
Codes  and  Standards.  Inc..  I  am  pleased  to  provide  the 
following  recomnendatlons  to  you  and  the  nenbers  of  the 
Subcoflval ttee  on  Housing  and  Urban  Affairs  concerning  the 
development  of  a  new  framework  for  a  national  housing 
policy. 

As  you  are  aware  through  the  neetlngs  which  I  and 
members  of  NCSBCS  staff  have  recently  held  with  your 
staff.  NCSBCS  has  been  charged  by  the  nation's  governors 
to  help  the  states  better  coordinate  their  building  code 
and  public  safety  regulatory  programs  and  to  serve  as  the 
states'  national  representative  in  this  Important  area  of 
public  safety. 

On  a  day-to-day  basis,  the  American  public  takes  for 
granted  the  Important  role  played  by  building  codes  and 
their  effective  administration  and  enforcement.  Th9 
recent  severe  earthquakes  In  southern  California,  however, 
have  brought  to  the  public's  attention  the  vital  liaportance 
of  such  safety  standards.  In  a  similar  fashion,  many 
people  routinely  fall  to  recognize  the  significant  Impact 
which  building  codes  have  on  the  housing  needs  of  our 
nation.  Hhlle  building  codes  may  account  for  less  than 
ten  percent  of  the  cost  of  a  new  home,  the  ability  of 
state  and  local  governments  to  adopt  and  uniformly 
administer  model  building  codes  has  had  a  major  Impact  on 
housing  affordablllty  and  on  the  acceptance  of  new  and 
Innovative  building  products  and  design  systems. 
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Recognizing  the  growing  Importance  of  building  codes  and  housing,  NCS6CS 
provided  Infonnatlon  to  the  President's  Omission  on  Housing  (especially  In 
chapters  15  and  16),  which  released  Its  final  report  In  April  1982.  To 
1nple«ent  the  Coan1ss1on*s  recoonendatlons,  NCS6CS  subsequently  took  the 
following  actions: 

•  Published  In  Septeftbtr  1983,  "Reducing  the  Regulatory  Portion  of 
Housing  Costs:  Models  of  Effective  and  Efficient  state  Building 
Code  Administration  for  Residential  structures," 

•  Hith  assistance  from  NCSBCS»  In  February  1985,  the  National 
Governors*  Association  (NGA)  adopted  a  housing  policy  calling  upon 
state  and  local  governments  to  "reduce  the  building  regulatory 
portion  of  the  cost  of  new  housing  by  adopting  and  maintaining 
uniform,  modem,  model  building  codes  and  support  In  the 
Introduction  and  use  of  new  building  technologies*" 

•  In  September  1985,  NCS6CS,  the  National  Association  of  Home 
Builders,  the  Building  Officials  and  Cod^  Administrators 
International,  the  International  Conferenct  of  Building  Officials, 
the  Southern  Building  Code  Ctongress  International,  inc.,  and  the 
National  Fire  Protection  Assor»?t1on  formed  a  Joint  Task  Force  on 
Housing.  The  task  force  ha«  just  released  "A  Position  Paper  on  a 
Recommended  Building  Code  System  for  Residential  Construction" 
(Enclosure  A),  from  which  NCSBCS  and  NAHB  will  develop  model  state 
legislation  for  the  regulation  of  housing  construction. 

•  In  September  1935,  NCSBCS  established  a  State  Task  Force  on  the 
Federal  Manufactured  Housing  Progran  to  review  the  strengths  and 
weaknesses  of  the  current  Federal  Manufactured  Housing  Construction 
aud  Safety  Standards  Program  administered  by  the  U.S.  Department 
of  Housing  and  Urban  Development.  After  18  months  of  meeting  with 
the  states,  HUD,  and  Industry  officials,  on  March  12,  1987,  the 
task  force  released  Its-  Final  Report,  "Fulfilling  the  Public's 
Trust"  (Enclosure  B),  which  contains  12  major  recommendations 
which  are  designed  to  overcome  existing  shortcomings  In  the 
current  federal  program. 

•  In  December  1986,  NCSBCS  and  the  nation's  Industrialized/modular 
buildings  Industry  formed  a  Joint  Council  on  Industrialized/ 
Modular  Buildings,  which  this  past  September  released  Its  "Model 
Rules  and  Regulations  for  Industrialized/Modular  Bulldlrgs" 
(Enclosure  C)  for  the  states*  adoption  and  Implementation. 
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•  In  3u1y  1987,  the  nation's  governors  unanimously  adopted  two  new 
NGA  housing  policies  (Enclosure  D)  which  endorsed  and  encouraged 
state  support  for  and  Inpleaentatlon  of  needed  Inprovenents  In  the 
Federal  Manufactured  Housing  Construction  and  Safety  Standards 
Progran  (as  described  by  the  NCSBCS  State  Task  Force  on  the  Federal 
Manufactured  Housing  Program),  and  the  adoption  and  Inplenentatlon 
by  the  states  of  uniform  rules  and  administrative  procedures  and 
Interstate  reciprocity  agreements  for  Industrialized  and  nodular 
buildings. 

•  Following  up  on  tne  two  new  NGA  housing  policies  and  the  work 
coapleted  by  t{i«  State  Task  Force  on  the  Federal  Manufactured 
Housing  Program  and  the  3o1nt  Council  on  Industrialized/Modular 
8u11d1ngs,  ths  NCSBCS  state  delegate  members  In  September  1987 
unanimously  adopted  three  resolutions  (Enclosure  E)  pledging  their 
continued  support  for  Implementing  within  their  respective  states 
the  relevant  recoonendatlons  on  manufactured  housing  and  the 
■Model  Rules  and  Regulations  for  Industrialized/Modular  8u11d1ngs." 

These  cooperative  state  government  and  housing  Industry  actions  demonstrate 
considerable  activity  by  the  states  to  deal  with  a  wide  range  of  problems 
which  have  been  associated  with  building  codes,  public  safety,  and  housing  In 
this  country.  As  an  active  participant  In  the  work  of  NGA,  the  Council  of 
State  Community  Affairs  Agencies,  and  the  National  Conference  of  State  Legis- 
latures, NCSBCS  applauds  your  efforts  and  the  efforts  of  your  colleagues  In 
the  U.S.  Senate  to  develop  and  Introduce  legislation  In  Danuary  to  "develop  an 
effective,  new  framework  for  a  national  housing  policy."  Such  a  policy  has 
been  long  needed.  Through  their  work  on  and  release  In  August  1986  of  a  report 
on  "Decent  and  Affordable  Housing  for  All:  A  Challenge  to  the  States,"  and 
their  cosponsorship  of  COSCAA's  May  1987  symposium  In  Boston  on  "The  States 
and  Housing:  Responding  to  the  Challenge,"  the  states  have  Identified  a 
number  of  areas  In  which  the  U.S.  Congress  and  the  federal  governi^nt  can 
cooperate  with  state  and  local  governments  to  resolve  many  of  the  critical 
housing  Issues  facing  this  nation.  As  President  of  NCSBCS,  I  urge  you  and 
your  colleagues  on  the  subcommittee  ^o  study  the  recommendations  contained  In 
these  final' reports  Issued  by  NGA  and  COSCAA  as  a  major  source  of  provisions 
for  your  housing  bill. 

As  regards  the  nation's  building  codes  and  standards  system,  the  previous 
sunoary  of  NCSBCS  housing  activities  arl  the  additional  support  documentation 
Included  herein  of  that  work  warrants  your  subcommittee's  attention.  Hhlle 
the  states'  regulatory  authority  over  manufactured  (mobile)  housing  was 
preempted  In  1974  when  the  U.S.  Congress  exercised  the  Interstate  Commerce 
Clause  of  the  U.S.  Constitution,  all  other  factory  and  site-bullt  housing  has 
remained  under  the  constitutional  authority  of  the  states  and/or  local  units 
of  government. 
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The  HCSBCS  statt  dtlegate  Meabtrs  are  unanimously  coMltted  that  such 
regulatory  authority  Mst  rtmain  In  the  hands  of  the  states  and  that  our 
nation's  prtssing  housing  needs  would  not  be  veil  served  by  efforts  to  expand 
federal  prtifptlon  fro«  manufactured  (■oblle)  housing  to  cover  other  types  of 
residential  construction.  Indeed,  as  noted  In  the  second  of  the  enclosed 
NCSBCS  delegate  resolutions  of  Septert)er  16t  1987,  HUD  Is  actively  considering 
proposing  regulatory  or  legislative  changes  to  the  Federal  Manufactured 
Housing  Construction  and  Safety  Standards  Act  of  1974  which  wuld  remove  HUD 
fro«  the  program  and,  perhaps,  return  ill  or  a  significant  portion  of  this 
federal  program  to  the  states  to  administer  Jointly. 

The  above  remarks,  however,  do  not  mean  that  MCSBCS  and  Its  members  believe 
that  there  Is  no  place  In  your  proposed  -new  framework"*  for  congressional  and 
federal  action  In  the  area  of  building  codes  and  standards.  On  the  contrary, 
in  light  of  the  states*  recent  commitment  to  cooperate  with  the  nation's 
housing  Industry  to  reduce  and/or  eliminate  barriers  to  affordable  housing 
created  by  our  current  building  codes  and  standards  system,  there  Is  Indeed  a 
major  positive  and  supportive  role  which  the  U.S.  Congress  can  take  to  help 
assure  that  such  needed  regulatory  reform  occurs  across  this  country  at  the 
state  and  local  government  levels.  There  fre  three  areas  In  which  federal 
legislation  would  be  of  significant  assistance  to  this  Important  effort. 

I.   Induttr1a11?ed/HQdulir  Biilldlnff^. 

As  noted  In  the  enclosed  background  materials  and  resolutions,  factory- 
built  housing  and  commercial  structures  are  playing  an  Increasingly  Important 
role  In  this  country.  Thirty-five  states  totJay  regulate  the  design  and 
construction  of  such  units.  Of  those  3S,  19  are  capable  of  entering  Into 
Interstate  reciprocity  agreements  to  facilitate  the  construction,  shipment, 
and  siting  of  such  structures  In  other  states.  Of  those  19,  12  states  have 
reciprocity.  Through  thsir  recent  activities, 
NCSBCS  and  NGA  have  Initiated  a  serious  comnltnent  to  eliminating  the  existing 
barriers  to  uniform  code  administration  and  establishing  an  effective  regional 
or  nations,  Interstate  reciprocity  system  for  Industrialized/modular 
buildings.  The  Industrialized/modular  housing  Industry  also  has  made  a 
coamltment  to  pursue  the  development  and  Implementation  such  a  system 
through  the  work  of  the  Joint  Council  on  Industrial Ized/Hodular  Buildings. 

In  light  of  that  conmltment  and  the  progress  belnj  made  by  the  Joint 
council,  I  urge  you  and  your  colleagues  to  consider  taking  the  following 
actions  In  developing  your  proposed  "national  housing  policy." 
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A.  Authorize  the  Secretary  of  HUO  to  provide  funding  support  for  the 
Joint  Council  on  Industrialized/Nodular  Buildings  to  expedite 
deve1op«ent  of  the  reciprocity  systen.  The  Joint  Council 
currently  Is  funded  by  NCSBCS»  which  acts  as  Its  Secretariate  and 
through  the  21  Joint  Council  aeabers. 

B.  Authorize  the  Secretary  of  HUO  to  work  cooperatively  with  the 
states  and  their  national  organizations*  Including  NCSBCS,  to 
research  and  develop  Interstate  compacts  through  which  the  states 
can  collectively  and  cooperatively  regulate  the  design* 
construction,  anu  siting  of  Industrlallzed/aodular  buildings. 

C.  Provide  Incentives  to  encourage  state  adoption  of  appropriate 
legislation  In  those  states  which  do  not  currently  have  statewide 
regulatory  authority  over  the  design  and  construction  of 
Industrialized/nodular  buildings. 


II.    Hanufacturgd  (Mobil e>  Housing 

The  enclosed  copy  of  the  Final  Report  of  the  NCSBCS  State  Task  Force  on 
the  Federal  Manufactured  Housing  Proiiran  contains  a  detailed  history  of  tMs 
Important  federal  regulatory  prograu  and  describes  significant  strengths  and 
weaknesses  In  the  way  that  program  Is  currently  administered.  As  called  for 
by  the  nation's  governors  In  their  NGA  housing  policy  anendment  of  July  28, 
1987,  and  by  the  NCSBCS  state  delegate  Hevbers  by  their  resolution  of 
September  16,  1987,  significant  InproveMents  wst  be  Bade  In  this  program  If 
the  public  safety  Interests  of  consuners  and  production  desires  of  Industry 
are  to  be  net. 

In  developing  your  national  housing  policy,  I  would  urge  you  to  consider 
the  following  actions: 

A.  Consider  legislative  changes  which  would  enhance  HUO's  ability  to 
effectively  administer  and  enforce  this  vital  federal  program 
while  strengthening  the  U.S.  Congress'  previous  connltment  to  the 
states  that  they  will  continue  to  be  active  partners  with  HUO  In 
the  administration  of  the  federal  Act. 

B.  If  HUD  Is  adamant  about  removing  Itself  from  or  reducing  Its  role 
In  this  program  as  described  In  Title  VI  of  the  Housing  and 
Community  Oevelopment  Act  of  1974,  then  the  U.S.  Congress  should 
legislatively  consider  either: 
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1 .  Working  wUh  the  states  to  return  to  then  to 
collectively  administer  those  aspects  of  the  federal 
program  from  which  HUD  wishes  to  withdraw;  or 

2.  Horking  with  the  states  to  establish  and  administer  an 
effective  national  Interstate  compact  through  which  the 
states  can  collectively  administer  a  unlforfi  national 
program  for  the  design,  construction,  and  siting  of 
manufactured  housing. 


III.   Housing  for  the  HoagUss 

The  passage  and  signing  Into  law  this  summer  of  the  Stewart  B.  KcKlnney 
Homeless  Assistance  Plan  (P.L.  100-77)  was  an  Important  first  step  towards 
resolving  a  national  disgrace.  Through  Us  participation  In  several  of  the 
natlcnal  symposiums  on  the  honelessness  Issue,  NCSBCS  has  a  special  concern 
for  the  Issuf^  of  public  safety  In  the  emergency  and  long-tern  shelters  for  our 
homeless  population.  Nhlle  NCSBCS  believes  that  the  overall  focus  of  further 
federal  legislation  on  the  homeless  must  focus  on  the  Issues  of  how  to  avoid 
creating  more  homelessness  In  America,  we  do  urge  that  you  g1v9  some 
consideration  to  helping  state  and  local  governments  develop  and  adopt 
appropriate  building  codes  and  standards  governing  emergency  and  long-term 
homeless  shelters.  Our  recommendations  .n  this  regard  are  as  follows: 

A.  Authorize  the  Secretary  of  HUD  to  work  cooperatively  with  the 
nation's  model  building  and  fire  code  organizations  and  state  and 
local  governments  to  develop  model  state  and  ^ocal  codes  and 
standards  for  temporary,  emergency  shelters  for  the  homeless  and 
long-tern  homeless  shelters. 

r.  Authorize  the  Secretary  of  HUD  to  provide  additional  funding  for 
the  construction  of  such  shelters. 

Lastly,  as  regards  the  Issije  of  avoiding  future  growth  In  the  number  of 
homeless  In  America,  NCSBCS  wants  to  reiterate  a  point  which  has  been  made 
throughout  our  work  on  site-built,  nodular,  and  manufactured  housing.  Khen 
concerning  oneself  with  the  need  to  promote  the  cr^nstructlon  of  affordable 
housing  In  this  country,  one  must  be  equally  concerned  with  the  long-term 
affordabinty  of  such  structures  as  with  the  short-term  Initial  construction 
and  purchase  costs.  New  housing  which  Is  neither  energy  conserving  nor 
durable  Is  not  going  to  be  affordable.  It  would  be  Ironic  that  In  our  push  to 
stimulate  '^affordable  housing,"  we  merely  take  actions  In  the  late  1980's 
which  end  up  requiring  us  to  make  major  financial  comrltments  within  the  next 
two  decades  to  replace  such  housing  which  has  deteriorated  to  the  point  that 
It  Is  no  longer  habitable. 
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In  closing,  on  behalf  of  our  state  delegate  seabers  and  the  governors 
which  «  serve,  I  want  to  thank  you  again  for  extending  to  NCSBCS  this 
opportunity  to  provide  you  with  our  thoughts  on  what  should  be  Included  In  a 
new  national  housing  policy.  If  you  or  any  seaber  of  your  subcomlttee  or 
staffs  have  any  questions  concerning  this  letter  or  Its  background  support 
materials,  please  do  not  hesitate  to  contact  m  at  (501)  371-1641,  or  our 
Executive  Director,  Robert  C*  Hible,  at  (703)  437-0100* 

As  you  begin  to  schedule  your 'hearings  for  early  1988,  please  keep  In  «1nd 
that  NCSBCS  would  be  pleased  to  appear  before  your  subcoaielttee  to  address  any 
of  the  Issues  raised  In  this  letter. 

Thank  you  again  for  your  Interest.  Best  wishes  for  the  developnent  and 
passage  of  an  effective  nat1on»l  housing  bill. 


HBB:RCH:dtb 
Enc1oc':;«s 

cc:  The  Honorable  John  Sununu,  Governor  of  the  State  of  New  Hampshire,  and 
Chairman,  NGA 
Raymond  Scheppach,  Executive  Director,  NGA 
Richard  Geltman,  Staff  Director,  NGA 
Samuel  R.  Pierce,  Jr.,  Secretary,  HUD 
Hembers  of  the  NCSBCS  Board  of  Directors 
NCSBCS  State  Delegate  Henbers 


Sincerely, 


Mary  Bettr  Bowman 
President,  NCSBCS 
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^  National  Governors*  Association 


|ohn  H.S«DUBii 

Covtmor  of  New  HjinpsNr« 

Ouknun 


R«yi»o<Ml  C  Sclk«pp«cfc 

Cxecuttve  Director 


August  21,  1987 


The  Honorable  Alan  Cranston* 

Qutlman,  and 
The  Honorable  Alfonse  N.  D'Aaato, 

Ranking  Minority  Meaber 
SubccMilttee  on  Housing  and  Urban  Affairs 
Conalttee  on  Banking*  Housing  and  Urban  Affairs 
S34  Dlrksen  Senate  Off ico  Building 
Washington,  B.C.  20510 

Dear  Senators  Cranston  and  B'Anato: 

Thank  you  for  the  Invitation  to  the  National  Governors*  Association  to 
work  with  the  Senate  Housing  Subcosnlttee  In  the  developcDent  of  a  nsw  housing 
policy.  I  aa  referring  your  letter  to  Governor  John  Sununu,  the  new  Oialman 
of  NGA,  snd  to  Governors  Edvard  BlPrete  and  Roy  Ronerf  the  new  Chalnaan  and 
Vice  Chairwan,  respectively,  of  NGA's  Coamittee  on  Economic  Dcvelopoent  and 
Technological  Innovation  which  has  Jurisdiction  for  deallt^  with  houslt^ 
policy  Issues.   I  aa  attaching  NGA's  current  housing  policy  for  your  use. 

I  feel  sure  that  NGA  will  want  to  respond  to  your  request  aore  directly, 
but  it  i$  unlikely  that  NGA  will  be  able  to  provide  you  with  any  official 
response  by  your  October  5  deadline.  To  the  extent  that  the  NGA  Bconoalc 
Developnent  CoMlttee  would  want  to  offer  official  suggestions  that  went 
beyond  NGA  present  policy,  our  process  would  require  all  the  Governors  to 
review  those  new  suggestions  in  February.  Nevertheless,  the  Governors  and  NGA 
staff  can  cerUlnly  work  with  you  in  the  context  of  our  present  policy  and 
provide  you  with  the  best  advice  on  wher«  NGA  Is  likely  to  be  headed. 

Housing  is  certainly  becoalng  an  Increasing  probleai  and  NGA  would  like  w 
work  with  you  in  developing  a  coaprehenslve  federal,  state  and  local 
govemaent  respons*  in  conjunction  with  the  private  sector  which  plays  the 
primary  role  in  providing  shelter  for  our  citizens. 


AttaciAent: 

m\  Housing  Policy  Position 


cc:  <i5VCmor  John  H.  Sununu 
Gcvsr.vor  Edwaid  D.  BlPrete 
Governor  Ro*'  tlcs^cr 


HAa Of  TH£ SPATES  '  ^1  Not* O^. J Strt- t-WwhlnstCA DC  2000 hi 572^202) 62^*5 JOO 


Sincerely, 


Governor  BUI  ainton 
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^  NAtfonalGovcmc*-;  Association 


Cov«tnor  of  New  H«mpsMre 
OuJrmsn 


Cxccuttvt  Director 


E.-4 


HOUSING  ISSUES  AND  NFPpS 


The  1949  national  policy  of  •a  decent  home  and  a  suitable  living  environment  for 
all  Araerlcani*  must  continue  to  be  a  major  national  priority  for  the  1980$.  The  nation  Is 
I  till  far  from  reaching  this  goal,  particularly  in  the  area  of  affordable  housing.  Hence,  a 
national  housing  goal  Is  as  Important  now  as  It  was  in  1949.  Therefore,  Congress  should 
again  articulate  Its  commitment  to  a  national  housing  goal. 

The  supply  of  affordable  housing  in  most  markets'  is  not  adequate  to  meet  the 
demand;  the  shortage  U  particularly  acute  in  the  rental  housing  sector  and  in  regions 
experiencing  rapid  population  growth.  Housing  costs  have  risen  faster  than  incomes, 
making  decent  housing  unaffordable  for  many  people  and  raising  the  costs  of  subsidy 
programs.  TTie  cost  of  housing  is  a  p^tlcular  problem  (or  low-  and  moderate -Income 
families,  and  barrien  to  choice  posed  by  racial  discrimination  and  other  dlsalminatlon 
have  not  been  fully  overcome. 

Iiic  national  housing  goal  must  remain  a  high  priority  for  the  federal  government, 
as  well  as  the  states,  local  governments,  and  the  private  sector  during  the  1980s.  Housing 
programs  should  be  ^nlgned  to  encourage  Joint  pubUc/prlvate  efforti  to  finance,  build, 
and  maintain  an  adequate  supply  of  affordable  housing. 

Addressiw]  Problems  of  Supply  and  Cost 

in  the  1980s,  about  42  million  Americans  will  reach  the  prime  home-buying  age  of 
thirty,  compa.  \|  to  about  30  mllUon  In  the  1970s.  The  trend  toward  more  single-person 
households  not  only  inaeases  aggregate  demand  for  bousing  but  also  rcsulu  in  changes  in 
the  type  of  housing  units  in  demand.  Growth  in  demand  also  resulu  from  bomeownership 
being  an  excellent  personal  investment  in  inflationary  times. 

The  bousing  market  In  many  areas  of  the  country  has  becu  tnable  to  satisfy  this 
growth  In  demand.  The  shortfall  In  supply  is  attribuuble  to  two  major  factors:  the 
shorta^  of  capital  for  new  residential  coostnictloa  and  the  rapid  escalation  of  housing 
costs. 

riouslng  construction  Is  one  of  the  most  cyclically  sensitive  sectors  of  the 
economy.  Minor  fluctuations  In  Interest  rates  can  produce  nujor  changes  In  the  mortgage 
ntarkct  and  production  levels  for  new  housing.  Although  the  recent  growth  of  long-term 
certificates  of  deposit  and  expansion  of  the  secondary  mortgage  market  have  mitigated 
this  problem  somewhat,  residential  construction  still  remains  highly  sensitive  to  cyclical 
changes  In  the  economy. 
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Shsitp  Increases  In  the  costs  of  housing  over  the  past  decade  have  placed  the 
dream  of  owning  a  slngie-famiiy  home  beyond  the  reach  of  a  growing  proportion  of 
households.  The  trarket  has  not  provided  new  alternative  home  ownership  opportunities, 
e.g.,  new  condominiums.  In  sufficient  quantities  to  satisfy  the  demand,  nor  has 
construction  of  new  multlfamlly  rental  housing  been  s\!.(flcient  to  meet  rental  demand. 
Increases  In  construction  and  financing  costs  have  been  a  significant  constraining  factor  In 
both  the  slngle-famlly  and  multlfamlly  housing  markets.  In  many  areas,  operating  costs 
for  multlfamlly  rental  housing  have  Increased  more  rapidly  than  rents,  further  eroding 
Investment  and  contributing  to  severe  shortages  of  rental  housing. 

The  present  housing  crunch  can  be  attributed  In  part  to  the  cumulative  effects  of 
goveniment  monetary  and  fiscal  policies,  environmental  and  other  restrictions  on 
resld<mtial  construction,  rent  control  and  condominium  conversion,  and  program 
Invesmient  decisions.  Because  government  policies  exert  a  major  influence  on  the  housing 
market,  solutions  to  the  related  problems  of  supply  and  cost  depend.  In  part,  on 
governmental  action  to  remove  unnecessary  barriers  to  a  smoothly  functioning  housing 
market.  Direct  government  Involvement  should  be  fu^cused  on  those  areas  where  the 
private  sector  Is  unable  or  unwilling  to  address  the  needs  of  particular  markets  or 
population  groups.  In  addition,  governmental  agencies  continue  to  have  an  important  role 
In  facilitating  an  effldent  system  of  mortgage  financing. 

Federal  Actions  Suggested 

•  A  more  stable  flow  of  capital  Into  residential  construction  would  result  in  a 
more  smoothly  functioning  housing  market  and  a  lower  rate  of  growth  In 
housing  costs.  A  thorough  reevaluatlon  of  the  regulation  of  thrift  institutions 
and  the  effects  on  housing  finance  of  conventional  monetary  policy  should  be 
undertaken  to  Identify  alternative  approaches  that  can  "smooth  out  the 
bumps"  In  the  availability  of  funds  for  residential  construction*  Particular 
attention  should  be  given  to  measures  that  would  enable  thrift  institutions  to 
compete  mere  effectively  for  funds  during  periods  of  high  short-term 
Interest  rates. 

i  The  federal  government  should,  consistent  with  adequate  investor  protection^ 
encourage  the  activities  of  both  federal  and  private  Issuers  and  guarantors  of 
mortgage-backed  securities  In  order  to  maintain  ?n  adequate  flow  of  capital 
through  the  secondary  mortgage  market.  Federal  policy  should  continue  to 
recognize  the  central  role  played  by  public  or  quasi-public  institutions 
Involved  In  the  secondary  mortgage  market.  The  celling  on  the  size  of 
single-family  loans  purchased  by  FNMA  and  FHLMC  should  be  adjusted  for 
high  cost  areas  to  permit  homebuyers  and  financial  institutions  In  all  sections 
of  the  country  to  beneflt  equally  from  the  activities  of  these  federally 
sponsored  corporations. 

•  Home  ownership  and  rental  subsidy  programs  should  be  targeted  to  low-  and 
moderate-Income  households  but  also  should  encourage  a  mix  of  family 
income  levels  In  assisted  housing.  These  programs  should  be  reviewed 
regularly  to  ensure  that  Interest  rates  and  mortgage  Umlts  are  set  at  realistic 
levels. 


615 


To  reduce  the  extreme  effects  of  the  money  market  cycle  on  mortgage 
avallabUlty,  private  lenders  should  be  encouraged  to  offer  more  flexible 
mortgages,  e.g.,  i^riable  rate,  graduated  payment,  without  precluding 
consumer  choice  of  cctiventlonal  financing.  Federal  regulatory  agencies 
should  mooltor  the  growth  of  these  new  mortgage  Instruments  and,  where 
necessary,  should  consider  limitations  to  protect  lenders  and  borrowers  alike 
against  unacceptably  high  economic  risks. 

Programs  utilizing  a  shallow  subsidy  approach  should  be  retained  to  increase 
the  supply  of  rental  housing,  provided  such  a  program  does  not  reduce 
commitments  to  low^income  rental  housing  needs  and  itself  contains  a  low- 
or  moderate-income  component.  Such  a  program  should  permit  states  the 
flexibility  needed  to  assure  production  of  rental  housing  in  areas  where  the 
problems  are  most  severe.  Determination  of  the  mix  between  new  and 
existing  housing  units  for  purposes  of  low-income  rental  subsidy  programs 
should  be  based  on  community  needs,  as  reflected  in  locally  developed 
housing  assistance  plans. 

The  Mortgage  Revenue  Bond  Program  is  an  Important  vehicle  for  the 
financing  of  home  ownership  in  light  of  continued  high  interest  rates  and 
housing  costs  that  place  home  ownership  out  of  the  reach  of  many  would-be 
first  time  homebuyers.  The  Mortgage  Subsidy  Bond  Tax  Act  of  1980,  the 
Deficit  Reduction  Act  of  1981,  and  the  Tax  Reform  Act  of  1986  placed 
significant  restrictions  on  the  program,  anc  there  is  no  need  to  further 
restrict  the  program.  Congress  must  eliminate  the  provision  that  "sunsets* 
the  Mortgage  Revenue  Bond  Program  on  December  31,  1988.  The  Mortgage 
Credit  Certificate  Program,  newly  authorised  by  the  1984  act,  should  remain 
an  optional  alternative  to,  not  a  mandatory  replacement  for,  the  states*  use 
of  mortgage  revenue  bonds.  Consideration  should  be  given  to  utilizing 
existing  public  and  private  programs  to  operate  in  tandem  with  mortgage 
revenue  bonds  to  reduce  hone  ownership  costs  for  target  populationi, 

in  many  jurisdictions,  the  construction  of  rental  housing  other  than  luxury 
dwellings  is  economically  Infeasible  without  tax-exempt  financing. 
Therefore,  Congress  should  continue  to  permit  state  housing  finance  agencies 
to  issue  tax-exempt  multifamily  housing  industrial  development  bonds.  To 
further  reduce  finance  costs  and  thus  promote  affordability  for  low-  and 
moderate-income  tenants,  federal  guarantees  should  continue  to  be  available 
in  tandem  with  tax-exempt  bonds  for  housing. 

Federal  housing  policies  should  recognize  the  special  needs  of  rural  areas,  and 
the  federal  commitment  to  niral  housing  should  remain  Intact.  The  Farmers 
Home  Administration  should  encourage  joint  federal/state  Iratiatives  to 
develop  affordable  rural  housing. 
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•  An  •explicit  federal  strategy  to  9v«rt  housing  sb^.donment  should  be 
developed.  The  most  effective  strategies  are  likely  to  be  those  that  combine 
and  target  the  resources  of  both  federal  and  state  government.  Existing 
federal  programs  therefore  should  provide  states  with  flexibility  to  target 
them  to  buildings  threatened  with  abandonment  or  acquired  by  government  as 
a  result  of  foreclosure.  Expatuion  of  the  urban  homesteading  program  and 
provision  to  set  aside  Section  8  units  for  this  purpose  should  be  s^ven  priority 
coosideratlon  In  developing  an  overall  approach  to  the  prot;!f.m  of 
abandonment* 

•  Private  pension  fundsi  which  are  federally  regulated  punuant  to  the 
Employee  Retirement  Income  Security  Act*  hold  approximately  $700  billion 
In  assets.  Historically,  only  a  small  percentage  of  those  assets  have  been 
Invested  In  housing.  The  federal  government  should  carefully  consider 
whether  there  are  any  unnecessary  regulatory  barriers  to  pension  fund 
Investments  In  residential  mortgages. 

•  Manufactured  (mobile)  homes  are  an  Important  source  of  affordable  housing 
to  a  growing  segment  of  our  population.  The  states'  regulatory  authority 
over  the  design  and  construction  of  such  homes  was  federally  preempted  In 
1974,  yet  the  states  have  retained  a  vital  Interest  and  cooperative  role  In  the 
federal  regulation  of  these  homes  by  the  U.S.  Department  of  Housing  and 
Urban  Development.  A  recently  completed  state  sponsored  study  reviewed 
the  strengths  and  weaknesses  of,  the  federal  manufactured  housing 
construction  and  safety  standards  program  and  found  the  program  wanting  In 
a  numoer  of  majoi'  aspects.  The  U.S.  Congress  and  HUD  should  work 
cooperatively  with  the  states  and  industry  to  improve  the  quality  of 
n)anufactured  housing.  In  such  an  effort.  HUD  should  continue  to  work  with 
the  states  to  reaffirm  and  strengthen  the  vital  regulatory  and  administrative 
roles  which  the  states  continue  to  provide  under  various  aspects  of  the 
federal  manufactured  housing  construction  and  safety  standards  program. 

State  Actions  Su<?jiested 

«  Forty-nine  states  have  established  housing  finance  agencies  that  use 
tax-exempt  revenue  bonds  to  meet  the  home  ownership  and  rental  housing 
needs  of  low-  and  moderate-Income  residents.  States  are  also  responsible  for 
overseeing  the  issuance  of  mortgage  revenue  bonds  by  local  units  of 
government  and  for  ensuring  that  these  programs  conform  with  legitimate 
public  purposes.  States  should  continue  to  assure  that  this  indirect  federal 
subsidy  used  In  a  responsible  and  effective  manner  to  fill  gaps  In  the 
privAtr  mortgage  market.  States  also  should  encourage  their  housing  finance 
ag;rncies  to  explore  and  evaluate  the  uses  of  the  newly  authorized  Mortgage 
Credit  Certificate  Program  and  the  Low- Income  Rental  Housing  Tax  Credit. 
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While  federal  programs  play  a  significant  role  in  stimulating  new 
condominium  construction,  regulation  of  conversion  and  protection  of 
tenants*  interests  can  be  addressed  most  effectively  in  response  to  particular 
market  characteristics  at  the  state  and  local  levjl.  The  loss  of  rental  units 
and  displacement  of  tenants  due  to  condominium  conversions  are  phenomena 
best  regulated  at  the  state  level. 

As  state  and  local  public  employee  pension  funds  grow  in  importance  in 
national  capital  markets,  they  arc  increasingly  able  to  play  an  important  role 
in  housing  finance.  States  should  consider  using  their  pension  funds  to 
provide  mortgages  to  public  employees,  shared-equity  programs  to  lower 
initial  down  payments  in  return  for  a  share  of  eventual  capital  gains,  and 
direct  provision  of  loans  for  single-family  housing. 

Due  to  the  growing  demand  for  and  critical  shortage  of  decent  affordable 
housing,  states  should  develop  istrategies  to  address  these  problems  through 
joint  public/private  cooperation.  States  should  work  with  lending  institutions, 
real  estate  developers,  builders,  community  groups,  and  local  governments  to 
encourage  production  of  new  housing  and  reclamation  of  abandoned  buildings 
for  rehabilitation  and  vacant  lots  for  new  residential  construction.  Such 
efforts  should  include  assistance  to  households  whose  current  housing  needs 
are  not  currently  being  mat,  whether  these  be  low-income  Individuals  looking 
for  temporary  shelter  or  first  time  home  buyers  unable  to  afford  a  down 
payment.  States,  in  conjunction  with  appropriate  representatives  of  the 
private  sector,  also  should  promote  research  and  development  initiatives  that 
explore  new  methods  and  approaches  for  dealing  with  housing  needs  and 
shortages. 

in  recent  years,  the  decline  in  Americans*  ability  to  purchase  homes  and  find 
affordable  rents  has  become  a  national  crisis.  States  can  play  a  significant 
role  in  reducing  housing  costs.  States  should  examine,  where  appropriate, 
their  land  development  and  housing  policies  and  regulations  to  consider 
amending  those  that  unnecessarily  add  to  the  -wts  of  housing  production. 
States  also  shouW  provide  information  to  their  iocal  governments  about  ways 
to  reduce  housing  production  costs  and  make  housing  more  affordable. 

in  recent  years  numerous  federal,  state,  and  private  sector  studies  have 
demonstrated  the  cost  savings  that  are  possible  to  the  homebuyei:  :iirough 
reforms  and  streamlining  of  the  nation's  building  regulatory  process.  States, 
working  together  with  their  units  of  local  government,  should  seek  to  reduce 
the  building  regulatory  portion  of  the  cost  of  new  housing  by  adopting  and 
maintaining  uniform  modem  model  building  codes  and  supporting  the 
introduction  of  new  building  technologies.  State  and  local  government 
further  should  implement  those  codes  through  streamlined  administration 
techniques  and  provide  positive  support  for  ±e  adequate  education  and 
training  of  state  and  local  code  enforcement  personnel. 
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•  Industrialized  and  modular  buildings,  which  art  built  in  a  factory  and  sited  on 
permanent  foundations,  are  a  growing  segment  of  the  nation's  afforadable 
housing  and  commercial  buUding  stock.  These  structures  are  frequently  being 
manufactured  in  one  state  and  sited  in  another.  The  regulation  of  such 
structures  varies  from  state  to  state  and  locality  to  locaUty  and  imposes 
confusing  and  costly  burdens  on  state  and  local  building  officials,  fhe  modular 
building  industry,  and  the  consumer.  Currently,  manufacturing  facilities 
must  undergo  numerous  inspections  and  build  to  the  codes  of  several  ctates 
while  state  governments  must  inspect  plants  in  more  than  one  state  This 
costly  and  duplicative  regulation  ultimately  costs  the  consumer  more  and 
restricts  market  access  and  use  of  new  technologies.  To  supply  the  growing 
demand  for  safe,  decent,  and  afforadable  housing  and  commercial  buildings, 
state  governments  should  work  with  the  industrialized/modular  buildings 
inmistry  to  develop  and  adopt  uniform  administrative  regulatory  procedures 
and  implement  interstate  reciprocity  agreements  for  the  design  and 
construction  of  modular  buildings. 

•  States  should  actively  monitor  the  progress  of  Farmers  Home  Administration 
(FmHA)  state  offices  in  obligating  their  allocated  funds  for  rural  housina. 
Where  appropriate,  states  should  work  with  FmHA  officials  to  remove 
obstacles  to  participation  in  FmHA  housing  programs. 

Meeting  low»Income  Housing  Nef  ds 

While  national  housing  policies  should  be  designed  to  ensure  an  adequate  supply  of 
housing  to  satisfy  the  demands  of  the  general  population,  particular  attention  must  be 
given  to  meeting  the  needs  of  low-income  households.  Past  federal  subsidy  programs  for 
new, construction  and  substantial  rehabilitation  of  rental  housing  have  been  characterized 
by  high  unit  costs.  Although  rent  subsidies  for  existing  housing  units  may  appear  to  lower 
unit  costs  and  stretch  the  housing  assistance  dollar  further,  this  approach  is  not  responsive 
to  low-income  needs  in  areas  where  the  supply  of  existing  housing  is  tight. 

The  tange  of  federal  subsidy  programs  directed  to  meeting  low-income  housing 
needs  should  include  programs  that  effectively  leverage  federal  funds  to  produce  new 
units  as  well  as  programs  that  provide  rental  assistance  for  existing  units.  Priority  also 
should  be  given  to  programs  that  protect  the  physical  and  fiscal  soundness  of  the  nation's 
existing  inventory  of  assisted  low-income  housing.  Government  at  both  the  federal  and 
state  levels  should  strive  to  maintain  sufficient  levels  of  activity,  improve  program 
flexibility  and  adaptability,  and  ensure  effective  administration  of  programs  in  response 
to  local  needs  and  conditions. 

•  Greater  recognition  should  be  given  to  the  fact  that  programs  that  produce  new  or 
rehabilitated  housing  units  provide  more  than  shelter.  They  also  play  an  important  role  in 
stabilizing  families  and  revitalizing  distressed  neighborhoods.  Thus.  low-income  housing 
programs  should  be  .viewed  as  an  important  component  of  community  and  economic 
development  efforts. 

Federal  Actions  Suggested 

•  Although  past  and  present  federal  prpgrams  have  improved  housing  conditions 
and  housino  choices  for  millions  of  Americans,  there  remains  a  significant 
shortfall  in  the  amount  of  decent  and  adequate  housing  at  rents  that 
low-income  households  can  afford.  For  this  reason*  lov;-income  housing 
programs  should  be  maintained  at  adequate  levels. 

•  To  the  extent  that  certain  construction  programs  may  be  considered  too 
costly,  greater  reliance  may  be  warranted  on  rehabilitation  of  available 
buildings  to  increase  the  supply  of  decent  housing  for  low-income  tenants. 
Such  programs  should  be  implemented  in  a  manner  that  assures  that  the 
current  tenants  of  renovated  units  are  not  involuntarily  displaced. 

•  The  federal  government  should  accord  high  priority  to  maintaining  the  physical 
and  financial  soundness  of  existing  low-income,  federally  assisted  housing  and 
protect  substantial  governmental  investments  in  these  properties  while 
assuring  their  continued  viability  and  affordability  for  low-income  te.i^'>ts^ 
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•  Increased  attention  is  being  given  to  the  idea  of  -privatizing-  public  housing 
I.e..  s€llmg  pubhc  housing  units  to  the  tenants.  Demonstration  projects  to 
explore  tenant  purchases  of  public  housing  are  more  appropriate  at  this  stage 
than  wide-scalc  national  programs.  Federal  subsidies  should  remain  in  place 
where  necessary  to  help  low-income  owners  maintain  their  units  after  thev 
purchase  them.  ^ 

•  To  ensure  that  federal  low-income  housing  resources  are  directed  to  projects 
wherz  the  need  is  most  acute  and  the  impact  greatest,  program  dollars  should 
be  allocated  in  accordance  with  local,  regional,  and  state  plans  and  priorities. 

•  The  Fanners  Home  Administration  has  negotiated  formal  cooperative 
agreements  with  a  number  of  states  to  assure  that  federal  funding  decisions 
are  consistent  with  overall  state  priorities.  The  U.S.  Department  of  Housing 
and  Urban  Development  should  make  the  necessary  program  adjustments  to 
permit  and  encourage  similar  agreements  with  states. 

•  Total  reliance  on  a  rental  subsidy  approach  should  be  discouraged.  However, 
Congress  should  continue  to  fund  both  Section  8  housing  certificates  and 
housmg  •  vouchers  while  carefully  monitoring  these  programs'  impact  and 
effectiveness  in  meeting  low-income  housing  needs.  Fair  market  rent 
determmations  should  be  pegged  closely  to  local  market  conditions  and  should 
be  adjusted  frequently  as  market  conditions  change. 

•  Housing  program  regulations  should  be  as  simple  and  straightforward  as 
possible  and  should  be  consistent  among  all  agencies  that  finance  housing  so 
red  tape  costs  are  minimized  and  private  sector  participation  is  not 
Discouraged. 

•  Federal  block  grirnts  to  states,  whether  for  the  construction,  subsidization, 
rehabilitation,  or  operation  of  housing  units,  may  be  an  appropriate  mechanism 
for  federal  assistance.  Any  blodc  grant  proposal  should  be  funded  at 
substantially  the  same  level  as  the  federal  programs  to  be  consolidated.  The 
block  grants  should  be  characterized  by  flexiWUty,  adequate  administrative 
funds,  targeting  to  low-  and  moderate-income  individuals,  and  minimal 
mandates.  A  block  grant  proposal  should  permit  each  state  to  choose  to 
administer  the  program  or  leave  the  administration  with  the  federal 
government. 

State  Actions  Suggested 

•  States  should  continue  the  roles  they  have  played  successfully  ^  developing 
appropriate  housing  strategies,  filling  in  gaps  between  federal  programs, 
complementing  and  adapting  federal  programs  to  work  in  local  settings,  and 
providing  technical  assistance  to  local  agencies  and  private  developers  who 
utilize  federal  and  state  programs. 

•  Because  state  housing  finance  agencies  <HFAs)  have  been  particularly 
successful  in  forging  linkages  with  federal  programs,  states  should  contimus  to 
strengthen  their  HFAs  and  target  their  resources  to  complement  federal  and 
private  sector  efforts  to  meet  low  income  housing  needs. 
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•  Many  states  have  found  it  beneficial  to  act  as  housing  authorities  for  smailer 
communities  that  otherwise  lack  the  resources  and  expertise  to  participate  in 
the  Section  8  and  public  housing  programs.  This  approach  -warrants 
consideration  by  other  states. 

•  States  should  ei.:ourage  the  use  of  available  housing  programs  as  a  component 
of  neighborhood  revitalization  efforts,  in  conjunction  with  community 
development  block  grants  and  similar  programs.  State  technical  assistance 
can  help  localities  effectively  combine  federal  housing  and  community 
development  funds  for  maximum  benefit. 

Ensuring  Fair  HousinQ  Policies  and  Practices 

The  rights  of  free  choice  in  the  housing  market  are  protected  by  federal  and  state 
laws.  Enforcement  of  federal  fair  housing  laws  is  delegated  to  states  that  have 
comparable  legislation.  This  augments  the  enforcement  Provisions  of  the  federal  law  with 
the  generally  greater  authorities  the  states  possess.  Effective  enforcement  of  federal  and 
state  fair  housing  laws  is  an  important  step  toward  ensuring  equal  opportunities  and 
preventing  overt  discrimination  in  housing. 

However,  there  are  some  subtle  barriers  to  freedom  of  housing  choice  that  can  be 
more  difficiJt  to  identify  and  overcome,  e.g.,  mor(gage  or  insurance  redlining, 
exclusionary  zoning  practices.  In  addition,  the  market  often  does  not  meet  the  needs  of 
those  with  special  housing  requirements  and  consequently  deprives  them  of  the  range  of 
choice  available  to  others.  While  federal  and  state  regulations,  enforcement  mechanisms, 
and  disclosure  requirements  are  necessary  tools  to  eliminate  unfair  housing  practices,  only 
through  the  active  involvement  and  commitment  of  the  private  sector  can  the  promise  of 
equal  opportunities  in  housing  be  fulfilled. 

Federal  Actions  Suggested 

•  Enforcement  of  the  federal  (and  state)  fair  housing  statutes  is  uneven,  in  part 
because  of  the  federal  government's  reliance  on  the  po'vers  ar.i  resources  of 
state  agencies.  To  improve  the  enforcement  record,  the  federal  government 
should  provide  sufficient  resources  to  the  states  for  enforcement. 

•  The  Home  Mortgage  Disclosure  Act  '*  an  important  instrument  for  overcoming 
mortgage  redlining,  one  of  the  indirect  obstacles  to  equal  opportunity  tn 
housing.  The  program  should  be  made  permanent  and  its  implementation  should 
continue  to  be  carried  out  as  diligently  as  in  its  initial  years. 

•  In  recent  years,  -a  number  of  federal  initiatives  have  been  undertaken  to 
encourage  expansion  of  housing  opportunities  for  the  disadvantaged  through 
demonstration  programs,  incentive  mechanisms,  and  the  estabii3hment  of 
priorities  within  existing  federal  programs.  Efforts  to  develop  "partnership" 
agreements  with  state  and  local  governmen:s  represent  a  similar  positive 
approach  to  fair  housing.  The  Governors  endorse  the  provision  of  positive 
incentives  for  achievement  of  fair  housing  through  the  development  of  a 
cooperative  partnership  approach  to  shared  federal/state  objectives. 
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State  Actions  Suggested 

•  States  should  continue  aggressive  enforcement  of  s>ste  and,  where  delegated, 
federal  fair  housing  laws.  In  addition,  states  should  encourage  affirmative 
efforts  by  local  governments  to  eliminate  exclusionary  zoning  and  other  local 
restrictions  that  pose  barriers  to  freedom  of  choice  in  housing. 

•  State  housing  finance  programs  can  be  used  to  expand  housing  opportunities  as 
a  positive  complement  to  enforcement  of  antidiscrimination  laws.  States  also 
should  assume  a  leadership  role  in  working  with  the  full  range  of  commercial 
sectors  involved  in  housing,  e.g.,  builders,  owners  of  rental  housing,  realtors, 
lending  institutions,  to  gain  active  private  sector  involvement  to  eliminate 
discriminatory  practices  and  assure  equal  housing  opportunities. 


Adopted  August  1980;  revised  March  1983,  August  1983,  February  1985,  February 
1986,  and  July  1987. 
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A  national  housing  policy  should  affirm  rehabilitation  as  an 
integral  component  of  that  policy  by  specifically 
encouraging  it. 

a.  Revitalize  existing  communities 

b.  Concentrate  development  areas 

c.  Enhance  local  economic  base 


2. 


Rehabilitation  is  a  labor-intensive  undertaking.  More  of 
the  construction  dollars  are  expended  for  local  labor  and 
remain  in  the  community  where  the  project  is  located. 

a.  Bolsters  local  economy 

b.  For  every  $1.00  of  federal  tax  credit  expended,  $.88 
is  returned  to  federal,  state  and  local  governments 
through  increased  revenues  from  property,  sales  and 
income  taxes. 

c.  Createii  new  jobs  and  employment  training 
opportunities  where  labor  pool  is  located 
More  energy-efficient  than  new  construction 


d. 


Consistency  of  policy  is  £\n  important  factor.    A  long-term 
policy  is  necessary  to  allow  the  development  industry  and 
the  investment  community  sufficient  time  to  gain  a  working 
knowledge  of  it. 

a.  Provide  incentives  for  entrepreneurs 

b.  Attract  private  &  institutional  investors  to  provide 
needed  pools  of  capital 

c.  Recognize  lead  time  required  for  education  and 
implementation  of  programs 
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4.  Preservation  of  the  existing  inventory  of  federally  assisted 
rental  housing  must  be  an  important  coi:ponent  of  a  national 
housing  policy.    Specific  actions,  however,  must  be  part  of 
a  broader  housing  policy. 

a.  Flexibility  is  rer<uired  to  address  range  of 
circumstances 

b.  Encourage  moderate  rehabilitation  of  property  and 
enhancement  of  project's  financial  performance 

c.  Design  incentives  to  encourage  owners  to  extend 
commitments  to  provide  affordable  housing 

d.  Provide  assistance  to  those  renters  who  might  now  be 
able  to  become  homeowners 

5.  Delivery  Mechanism 

a.  Diverse  housing  needs  create  market  segments,  each 
requiring  different  housing  "products" 

b.  Policy  P'tst  foster  varied  skills  needed  to  operate  in 
each  secjjient 

c.  Build  on  experience  of  professional  housing  providers 

6.  Conclusion 

a.  A  national  housing  policy  must  actively  encourage 
rehabilitation  and  not  merely  imply  its  support 

b.  Utilize  rehabilitation's  ability  to  focus  both  public 
and  private  investments  into  existing  communities 

c.  Allow  national  housing  policy  to  mature  over  time 

d.  Foster  different  skills  of  professionals  who  produce 
housing  for  each  market  segment 

e.  Continue  and  expand  upon  existing  incentives  for 
rehabilitation 

f.  Harness  rehabilitation's  ability  to  upgrade  renewable 
resov^'ces 
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Framevork  for  a  New  National  Housing  Policy 

Submitted  to  the 
United  States  Senate  Subcommittee  on  Housing 
and  Urban  Affairs 
October  5,  1987 


1.    A  national  housing  policy  should  affirm 
rehabilitation  as  an  integral  component  of  that 
policy  by  specifically  encouraging  it. 
National  policy  should, harness  rehabilitation's 
potential  for  enhancing  local  economic 
initiatives  by  focusing  its  impact  to  where  it 
IS  most  needed. 

A  certain  amount  of  development  will  inevitably 
occur  in  an  expanding  society.    However,  rather 
than  encouraging  the  continued  expansion  into 
outlying  areas,  a  national  housing  policy 
should  direct  development  to  revitalize 
existing  communities.    Such  direction  would 
result  in  visible  improvements  to  older 
neighborhoods  and  would  allow  the  remaining 
open  land  to  be  preserved. 

Concentrating  development  in  older  developed 
areas  will  enhance  local  Commerce,  create  new 
3obs  and  expand  the  tax  base.    It  will  increase 
the  utilization  of  existing  public  facilities 
Ruch  as  transportation  systems,  communication 
networks  and  utility  infrastructures.    A  larger 
user  base  will  be  better  able  to  financially 
support  the  modernization  and  upgrading  of 
these  facilities. 


2.    Rehabilitation  is  a  labor-intensive 
undertaking.    The  U.S.  Department  of  the 
Interior  estimates  that  while  new  construction 
projects  are  50*  labor  intensive, 
rehabilitation  projects  are  as  high  as  75* 
labor  intensive. 
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In  1977,  the  Advisory  Cotuicil  on  Historic  Preservation  surveyed 
projects  funded  tinder  the  Econonic  Development  Act  and  found  that 
whereas  new  construction  produced  70  jobs  for  every  $1,000,000 
•XDended,  reconstruction  yielded  an  average  of  109  jobs  per 
$1*,000,000. 

A  higher  percentage  of  the  construction  ftinds  in  rehab  jobs  are 
expended  fcr  local  labor  insteau  of  for  construction  naterials 
which  are  purchased  either  outside  the  region  or  fron  foreign 
companies.    Therefore,  a  higher  percentage  of  a  rehabilitation 
project's  funds  remain  in  the  local  economy  rather  than  being 
dispersed  throughout  the  country,  or  possibly  even  exported. 

The  Advisory  Council  on  Historic  Preservation  estimates  that  for 
every  $1.00  allocated  to  a  historic  rehabilitation  project  by  the 
federal  government  through  the  historic  tax  credits,  $.88  is 
returned  to  the  federal,  state  and  local  governments  through 
increased  revenues  generated  by  the  property,  sales  and  income 
taxes. 

The  concentration  of  rehab  developments  in  established  population 
centers  means  that  these  projects  place  new  jobs  at  the  center  of 
those  labor  pools  and  create  employment  and  training 
opportunities  where  they  are  most  needed. 

Rehabilitation  is  also  a  more  energy-efficient  method  of 
construction.    A  13b7  Energy  Department  study  concluded  that 
rehab  consumed  23%  less  energy  than  comparable  new  construction. 
The  study  estimates  that  it  requires  49,000  BTU's  per  square  foot 
to  rehabilitate  a  structure  compared  with  65,200  BTU's  per  square 
foot  to  construct  a  new  building. 


3.         .11  istency  of  policy  is  needed  to  provide  incentives  for 
entrepreneurs  to  undertake  these  projects  and  to  attract  private 
individuals  and  institutional  investors  to  place  their  funds  into 
the  needed  pools  of  capital. 

Any  new  tax  incentive  or  development  funding  program  requires  a 
lead  time  for  the  industry  to  becone  educated  about  the  new  tools 
and  then  to  be  able  to  implement  them  into  the  appropriate 
projects.    It  takes  even  longer  for  the  investment  community  to 
respond. 

The  historic  investment  tax  credit  enacted  in  1981  has  encouraged 
developers  to  evaluate  restoration  rather  than  new  construction. 
In  its  1986  report  to  the  President  and  Congress,  the  Advisory 
Council  on  Historic  Preservation  (ACHP)  states  that  developers 
"who  a  decade  ago  would  have  demolished  historic  buildings  as 
economically  inviable  impediments  to  development  are  now 
integrating  them  creatively  into  their  plans.** 
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ACHP  estinates  that  since  1981  when  the  25%  historic  preservation 
tax  credit  was  legislated,  17,0C0  projects  have  been 
rehabilitated.    Approximately  half  of  these  projects  were 
resigned  for  residential  use,  the  reaaining  half  were  designed 
for  conaercial  use. 

The  new  lov'income  housing  tax  credit,  legislated  as  part  of  the 
Tax  Reform  Act  of  1986/  is  beginning  to  be  incorporated  into  the 
financing  of  multi family  housing  projects.    One^quarter  of  the 
way  into  the  program,  the  multi family  development  community  is 
only  now  able  to  rely  upon  limited  practical  experience  in 
working  with  the  credit.    The  new  housing  credit  is  l»eginning  to 
gain  acceptance  as  a  viable  tool  but  recognition  is  growing  that 
it  requires  further  refinement.    Furthermore,  the  investment 
markets  must  still  be  convinced  of  its  viability  before  a 
significant  flow  of  capical  into  tax-credit  assisted  low-income 
housing  can  be  anticipated. 

Housing  requires  the  ongoing  availabil'ty  of  patient,  longterm 
capital.    A  consistent  policy  is  necet  .ary  to  reassure  investor 
confidence. 


4.      Preservation  of  ths  existing  inventory  of  federally-assisted 
housing  needs  to  be  considered  within  the  context,  of  a  broader, 
comprehens:..ve  housing  program. 

Housing  must  be  designed  to  meet  the  needs  of  those  tenants  who 
are  dependent  on  the  federal  housing  subsidy  as  well  as  for  those 
tenants  who  now  might  be  able  to  become  homeowners. 

A  national  policy  in  this  area  is  difficult  to  develop. 
Flexibility  must  be  provided  to  deal  with  each  case  individually. 
The  needs  of  the  tenants  must  be  considered  as  well  as  the 
dynamics  of  the  market  in  which  a  project  is  located. 

In  some  cases,  moderate  rehabilitation  of  the  structure  is  needed 
along  with  an  increase  in  the  project's  economic  performance  in 
order  to  finance  the  improvements.  In  other  cases^  owners  can  be 
given  incentives  to  extend  their  commitments  to  operate  the 
housing  for  lower  income  families.    In  still  other  cases,  it 
should  be  recognized  that  the  most  beneficial  route  might  be  to 
allow  a  project  to  opt  out  of  the  subsidy  progriUD  and  re-channel 
those  subsidy  funds  into  production  of  new  units  that  would 
better  serve  the  needs  of  residents  on  limited  incomes. 


5.      Delivery  Kechanism 

The  nature  of  the  structures  available  for  rehabilitation  along 
with  the  demographics  of  a  local  housing  market  dictate  the  type 
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of  housing  options  that  vill  be  available  in  that  market.    A  vide 
variety  of  housing  is  necessary  to  Meet  the  diverse  needs  of 
today* s  population*    Several  types  of  organizations,  with 
different  sets  of  skills,  are  necessary  to  deliver  the  housing 
that  is  required  by  each  of  the  aarket  segments. 

In  ordciJ  to  aeet  such  varied  needs,  public  policy  Bust  recognize 
and  foster  the  skills  necessary  to  operate  in  each  sarket 
segment.    Professionals  as  diverss  as  single-family  homebuilders, 
not-for-profit  development  organizations,  local  rehabbers  and 
professional  apartment  development  firms  with  access  to  the 
n'^tional  capital  markets  are  all  required  to  produce  the  volume 
and  variety  of  housing  which  our  nation  requires. 

A  national  housing  policy  must  place  its  foundation  upon  the 
experience  and  delivery  networks  of  the  builders,  owners  and 
managers  of  both  juarket-rate  and  low-income  rental  units  who  have 
matured  with  the  federal  housing  programs  over  the  years.    It  is 
in  this  sector  of  the  housing  industry  that  the  capacity  for 
large  volume  production  and  comprehensive  property  management 
exists. 

National  policy  should  also  nurture  the  fresh  ideas  of  the 
not-for-profit  housing  sector  and  encourage  their  growth.  T^^ose 
providers  will  produce  the  highly-targeted  community-based 
housing  options. 

The  public,  not-for-profit  and  private  sectors  of  the  houning 
community  must  work  as  partners  to  identify  Americans  housing 
needs  and  design  programs  to  fulfill  those  needs. 
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Conclusion 

A  national  housing  policy  Bust  actively  encourage  rehabilitation 
and  not  aerely  iaply  its  support. 

Rehabilitation  focuses  both  public  and  private  investaents  into 
existing  comaunities.    it  iaproves  the  physical  appearance  of  the 
neighborhood,  creates  new  job  opportunitier,  increases  th«^  size 
of  the  aarket  for  local  consuaer  goods  and  services  and  ^..rovideo 
a  larger  user  base  to  support  public  facilities,  transportation 
networks  and  utilities  systeas. 

A  strong  housing  policy  is  one  which  has  aatured  o^,er  tiae  and 
has  been  refined  in  accordance  with  both  the  public  and  private 
sectors*  direct  experience*    it  aust  take  into  account  the 
changing  needs  of  the  population  to  be  housed  and  recognize  the 
unique  skills  of  the  professionals  who  produce  housing  for  each 
of  the  different  aarket  segaents. 

The  existing  prograas  for  rehabilitation,  the  historic  investaent 
tax  credit  and  the  new  low  incoae  housing  tax  credit,  are 
effective  tools.    They  should  be  left  intact,  and  in  the  case  of 
the  housing  credit,  refined.    Perhaps  a  new  policy  should 
consider  extending  the  10%  investaent  tax  credit  available  to 
buildings  rehabilitated  for  coaaercial  purposes  to  the  renovation 
of  structures  for  residential  use. 

The  balance  of  this  century  will  find  this  natioJS  focusing  its 
attention  acre  on  the  environnental  aanageaent  and  clean-up 
issues  which  are  now  beginning  to  eaerge. 

The  federal  government  should  harness  rehabilitation's  ability  to 
direct  public  and  private  investaent  towards  upgrading  renewable 
resources.    Through  rehabilitation,  developaent  could  be  targeted 
to  existing  '^^aaunities  and  allow  the  reaninisig  undeveloped  land 
to  be  preserved  as  such. 

Rehabilitation  can  serve  as  the  catalyst  to  educate  our  nation  on 
the  need  to  build  our  environnont  with  an  eye  towards  conserving 
our  resources  while  providing  for  the  changing  needs  of  an 
expanding  society. 
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Kecommendations  of  the  National  Housing  Confc:L«/nce 
to  Senate  Subconeaittee  on  Housing  and  Urban  Affairs 


The  National  Housing  Conference  agrees  with  the  8ta«:einent 
of  the  SubcoiTunittee*s  Chairman  and  Banking  Minority  Member  that 
the  *need  for  decent,  affordable  housing  has  never  been  more 
urgent",  at  least  in  recent  years.    Much  of  the  significant 
progress  towart!  meeting  this  need,  that  had  occurred  during 
the  last  half  of  the  19608  and  during  the  1970s,  has  been  lost 
in  recent  years,  as  programs  were  terminated  or  had  their 
funding  reduced  significantly.    That  direction  must  be 
reversed. 

Adding  to  the  problem  is  the  fact  that,  over  the  next 
fifteen  years,  hundreds  of  thousands  of  housing  units  occupied 
by  lower  income  tenants  with  assistance  under  the  various 
Federal  programs  of  the  past  two  decades  will  either  no  longer 
be  eligible  for  assistance  or  be  able  to  be  removed  from  the 
systcnl    Khile  this  result  is  consistent  with  the  nature  of 
the  programs,  the  almost  total  cessation  since  1981  in  Federal 
funding  for  significant  annual  additions  to  the  lower  income 
housing  stock  has  only  exacerbated  the  situation. 

Part  1  -  Production  of  Additional  Assisted  Housing 

The  National  Housing  Conference  believes  it  is  essential 
that  we  resume  efforts  to  increase  the  stock  of  housing  avail- 
able for  the  lower  income.    While  the  programs  of  the  past 
have  not  been  perfect  cr^d  In  many  cases  they  could  stand  per- 
fective fine  tuning,  they  did  produce  nany  hundreds  of 
thousands  of  decent  housing  units  for  the  lower  income.  That 
accomplishment  should  not  be  ignored.    NHC  urges  the  Subcom- 
**"':ee  to  look  carefully  at  the  programs  of  the  past  and  to 
ude  a  continuation  of  nany  of  those  programs,  with  improve- 
,s  where  appropriate,  in  any  legislative  package  the  Subcom- 
t-fi'.tcc  proposes.    Among  the  programs  we  believe  should  be 
continued  arc  the  following: 

1,  PuU^ie  Housing  —  Additional  production,  either 
through  new  construction,  substantial  rehabilitation  or 
acquisition,  is  needed,  slong  with  adequate  funding  to 
modernize  the  present  stock  of  public  housing,  much  of  which 
is  twenty  years  or  more  older;  adequate  operating  subsidies 
must  be  provided  for  both  the  present  and  new  additions  to  the 
stock  of  public  housing. 

2.  Farmers  Home  Administration  —  The  FmHA  single  family 
and  rcnta.'l  programs,  including  rural  rental  assistance,  need  to 
be  continued  at  reasonable  funding  levels  and  should  continue 
to  be  administered  by  FmHA. 
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3.  Section  202  —  For  almost  thirty  years  this 
program  has  played  a  .ignificant  role  in  assisting  non- 
profit organixations  to  provide  housing  for  the  elderly 
and  the  handicapped.  ^ 

8  Cf'^tificates  -    A  useful  tool  in  areas 
wltJi  significant  rental  vacancy  rates  and  for  providing  housing 
for  large  families  and  others  with  unique  problems?  siwilarly, 
the  Moderate  Rehabilitation  Program  has  provided  a  means  of 
returning  to  standard  condition  housing  units  that  have  fallen 
below  acceptable  conditions  for  decent  occupancy,  thus 
increasing  the  atock  of  available  decent  housing  for  the  low 
income • 

5.  Section  23b  —  An  important  means  of  enabling  the 
upwardly  mobile,  lower  InCc^  to  achieve  the  American  dream 
or  homeownership  and  for  society  to  realixe  the  benefits, 
such  as  neighborhood  stability,  that  will  flow  from  that 
homeownership* 

6.  Housing  Development  Granta  —  with  high  interest 
rates  apparently  returning,  this  program  becomes  more  impor- 
tant as  a  means  of  not  only  increasing  the  rental  units  avail- 
able in  tight  housing  markets  but,  at  the  sajne  time,  providing 
a  portion  of  those  units  for  long-term  availability  to  the 
low  income* 

7.  Low-Income  Housing  Tax  Credit  —  Khilc  only 
recently  enacted  and  not  within  the  jurisdiction  of  the 
Subcommittee,  the  low-income  housing  tax  credit  has  the 
potential  of  being  a  useful  incentive*    It  needs  many 
technical  amendments  which  should  be  acted  on  as  «oon  as 
possible,  and  it  should  be  extended  beyond  its  pr-^sent 
1989  expiration. 

T*'?  above-listed  programs  are  all  still  functioning, 
although  in  many  instances  on  a  very  limited  basis.  They 
are  all  important  and  should  be  continued  at  reasonable 
funding  levels.    With  exception  of  the  FmHA  programs  in  rural 
areas,  they  lerve  discrete  and  limited  segments  of  the  housing 
market.    They  do  not  and  were  not  designed  to  provide  cionifi- 
cant,  annual  additions  to  the  stock  of  housing  units  available 
for  the  lower  income. 

That  need,  until  December,  1983,  was  met  through  the 
Section  8  New  Construction  and  Substantial  Rehabilitation 
PrograJw.    Prior  to  that,  it  was  met  by  the  236  Program  and. 
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prior  to  the  236  Program,    the  need  was  met  by  the  Rent  Sup- 
plement and  221(d) (3)  BMIR  Programs.    Those  programs  were 
braod-based,  providing  assistance  to  profit-motivated  developers, 
nonprotit  organizations  and  to,  or  through/  state  or  local 
housing  agencies.    Projects  developed  under  these  programs  also 
benefited  from  the  tax  advantages  available,  until  the  1986  Tax 
Reform  Act,  to  owners  of  real  property.    As  a  result,  hundredb 
of  thousands  of  units  were  built  or  substantially  rehabilitated. 

While  it  is  not  necessary  that  these  individual  programs 
be  resurrected,  *^  is  important  to  recognize  those  of  their 
aspects  which  enabled  large-scale  production  to  take  place  and 
then  to  incorporate  those  aspects  into  whatever  new  program 
the  Subcommittee  may  put  together.    Key  eunong  these  we  believe 
are:     (1)  reliance  on  broad  participation  by  profit-motivated 
developers,  nonprofit  organizations  and  governmental  entities; 
and  (2)  the  subsidy  mechanism  must  be  flexible  enough    so  as 
to  cover  tenants  of  varying  income  levels  but  without  sufficient 
income  to  pay  their  own  way. 

Keeping  these  two  key  components  in  mind,    the  program  can 
go  several  different  ways.    We  have  set  out  below  some  aspects 
th^t  we  urge  the  Subcommittee  to  consider  in  designing  a  new 
lower  income  housing  production  program: 

Assistance  should  be  available  directly  from  the 
Federal  Government  (presumably  HUD)  to  those  who  will  develop 
and  own  the  housing.    This  should  assure  the  widest  possible 
dispersion  of  the  funds,  with  allocations  being  made  based 
on  the  need  of  the  locality  in  which  the  housing  is  to  be 
provided . 

2.    Funds  should  also  be  made  available  to  state  and 
local  housing  agencies  for  use  in  conjunction  with  their  own 
efforts  to  increase  the  supply  of  lower  income  housing.  The 
manner  in  wh'  h  these  funds  Are  used  by  those  agencies  should 
be  limited  onxy  by  the  requirement  that  the  use  of  the  fundc 
results  in  the  production  of  lower  income  housing  and  by  such 
few  other  safeguards    as  are  needed  to  assure  that  monies  are 
not  misapplied,  misappropriated  or  otherwise  misused.  This 
will  permit  the  many  innovative  approaches,  developed  and 
possible  of  development  at  the  state  anJ  local  levels,  to  be 
assiSk,ed  without  excessive  Federal  regulation     Priority  for 
these  funds  could  perhaps  be  based  upon  the  aiaount  of  furds 
contributed  by  a  state  or  local  agency  from  its  own  resources 
or  some  other  measure  of  local  efforts,  thereby  rewarding  those 
which  show  a  real  interest  in  moving  forward  on  meeting  their 
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lower  income  housing  needs.    Such  a  priority,  however,  is  only 
reasonably  possible  if  direct  funding    s  provided  as  outlined 
in  No.  1,  above* 

3*    The  assistance  made  available  under  Ko.  1  should  be 
flexible  enough  so  as  to  permit  all  whose  income  does  not 
exceed  80%  of  median  to  be  assisted*    This  will  allow  for 
greater  economic  integration  them  is  possible  under  the  pre- 
sent 50%  of  median  limitation  and  help  avoid  over-concentration 
of  the  very  poor  in  individual  projects.    Aid  given  by  state 
and  local  housing  agencies  with  assistance  under  No*  2,  above, 
should  also  be  encouraged  to  be  available  to  the  saj~-  jroad 
income  spectrum* 

4*    Aid  available  under  No*  1,  and  probably  that  under 
No*  2,  should  be  able  to  be  adjusted  to  meet  increased  operat- 
ing costs  as  well  as  fluctuating  tenant  income  levels  As 
experience  with  previous  programs  has  demonstrated,  this  lex- 
ibility  is  essential  to  the  long-term  success  of  any  assisted 
housing  program.    The  ability  to  make  these  adjustments  should 
also  not  be  subject  to  the  vagaries  of  the  annual  budget/ 
appropriations  process* 

5*    The  budget  impact  of  these  proposed  housing  programs 
should  be  calculated  in  a  manner  consistent  with  tjje  way  in 
which  the  budget  impact  of  other  long-term  federal  programs  is 
calculated.    Running  out  cost  estimates  for  periods  of  twenty 
or  forty  years,  and  assuming,  for  example,  that  all  tenants 
at  all  times  during  auch  a  period  would  have  zero  incomes, 
presents  a  false  impression  as  to  what  the  true  cost  of  the 
housing  assistance  with  respect  to  any  specific  project  eight 
be.    It  is  no  more  valid  to  make  such  a  calculation  than  it  is 
to  include  in  the  cost  of  acquiring  a  new  federal  office  build- 
ing its  estimated  operating  cost  over  its  anticipated  life. 

6*    Effective  tax  incentives  need  to  be  restored  for  all 
types  of  lower  income  housing*     (While  helpful,  the  low-income 
housing  tax  credit  is  not  sufficient  in  many  instances  to 
replace  past  tax  incentives.)    otherwise,  any  new  housing  program, 
as  well  as  existing  programs,  should  be  structured  so  as  to 
reflect  the  need  for  sufficient  other  incentives  to  attract 
private  investment.    It  needs  to  be  recognized  that  a  6i  return, 
in  and  of  itself,  is  not  sufficient  under  any  foreseeable 
scenario  and  that  direct  program  subsidies  will  need  to  be  high 
enough  to  permit  a  return  comparable  to  other  investment 
opportunities. 
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7.    Any  new  program  should  build  upon  and  be  integrated 
with  the  many  existing  Federal  programs  providing  aid  for  the 
general  housing  market.    This  would  inclucle  che  FHA  mortgage 
insurance  programs  and  the  secondary  market  supports  provided 
by  the  Government  National  Mortgage  dissociation/  the  Federal 
National  Mortgage  Association  and  the  Federal  Home  Loan  Kort* 
gage  Corporation.    This  integration  and  reliance  on  known 
systems  will  help  assv^e  that  the  program  becomes  operational 
much  more  quickly  than  can  be  expected  if  a  whole  new  delivery 
system  is  developed. 
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Part  2  -  Preservation  of  Assisted  Housing 


1»    Background  --The  preservation  of  federally  assisted 
housing  is  one  of  the  most  important  housing  policy  issues  facing 
the  Congress  and  the  country  today.    The  problem  is  a  complex  one. 
It  concerns  the  imminent  and  long-term  loss  of  federally  assisted 
low  and  moderate  income  rental  housing  expected  to  occur  principal'" 
as  a  result  of  three  factors:     (1)  the  prepayment  of  mortgages 
under  the  HUD  8212(d)(3)  and  8236  programs  and  the  FHA  515  program: 
(2)  the  termination  or  expiration  of  S8  subsidy  contracts;  and  (3) 
the  loss  of  assisted  housing  and  public  housing  units  due  to  deter- 
ioration resulting  from  age  and  inadequate  maintenance  or  capital 
improvement  of  the  stock. 

Resolution  of  the  problem  necessarily  involves  the  additic 
of  new  units  of  assisted  housing,  in  order  to  maintain  a  ineaningfu 
national  commitment  to  providing  decent,  safe  and  sanitary  housing 
for  low  and  moderate  incoTie  households.    It  involves  complex  issues 
having  to  do  with  the  rights  of  owners  to  pre-pay  project  mortgages 
in  accordance  with  their  original  contracts.    And  it  involves  deal- 
ing with  the  potential  dislocation  or  relocation  of  hundreds  of 
thousands  of  tenants  living  in  existing  assisted  housing  units,  many 
of  whom  may  be  unable  to  afford  decent  rental  units  in  the  private 
market • 

The  two  issues  affecting  perhaps  the  greatest  number  of 
projects,  and  raising  potentially  the  largest  cost  issues,  are  (1) 
the  need  for  additional  subsidies  for  projects  where  existing  sub- 
sidy contracts  are  inadequate  or  will  expire  and  (2)  the  need  for 
maintenance  or  capital  improvements  for  projects  which  lack  suffi- 
cient project  cash  flow  or  reserves  to  maintain  the  projects  in  a 
decent,  safe  and  sanitary  condition. 

2.    Scope  of  the  Problem  —  The  federally  assisted  housing 
stock  totals  3.2  million  units  including  1,3  million  public  hous- 
ing units.    Few  new  iinits  have  been  added  since  1981^.    Of  the  i.9 
million  or  more  privately  owned  units,  it  is  estimated  that  between 
200,000  and  900^000  units  may  be  lost  from  the  inventory  by  1995, 
as  a  result  of  prepayment  or  the  expiration  of  existing  subsidy 
contracts.    By  fiscal  year  2005  the  entire  assisted  housing  inventory 
could  be  reduced  by  more  than  50  percent. 2 


1  NHAB,  "Low  and  Moderate  Income  Housing:    Progress,  Problems,  and 

Prospects",  1985. 

2  GAO  Testimony  before  the  Subcommittee  on  Housing  and  Community 
Development  of  the  House  Committee  on  Banking,  Finance  and  Urban 
Affairs,  March  26,  1987. 
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It  has  been  estimated  that  mortgages  will  be  prepaid  on 
projects  containing  perhaps  20%  of  the  total  assisted  housing  units 
in  projects  with  mortgages  eligible  for  prepayment.    Whether  some, 
or  all,  of  these  projects,  or  units,  are  converted  to  other  uses 
is  highly  dependent  upon  local  market  conditions    and  other  factors 
which  may  affect  an  owner's  view  of  the  value  of  the  property. 

In  turn,  there  are  several  variables  which  affect  the  extent 
to  which  tenants  may  be  displaced  by  project  conversion.    A  prin- 
cipal variable  is  the  capacity  of  in-place  tenants  to  pay  a  market 
rent.    Tenant  income  eligibility  litri-ts,  for  units  developed  under 
the  §236  and  221(d)(3)  programs,  are  generally  higher  than  the 
income  eligibility  limits  in,  for  example,  the  §8  pre  ram.    As  a 
result,  some  tenants  in  these  project^  may,  in  fact,  be  able  to 
pay  a  higher  rent  than  they  currently  pay,  and  thereby  be  less  vul- 
nerable to  displaceti^nt  as  a  result  of  project  conversions. 

Projects  with  expiring  subsidy  contracts  will  make  up  a 
major  part  of  the  preservation  problem  Lu  the  years  1994-2000.  For 
the  most  part  these  are  S8  pro3ects  where  the  20-year  contracts 
begin  to  expire  in  19D4. 

Finally  some  number  of  projects  are  in  need  of  capital 
grants  or  low  interest  rate  loans  in  order  to  maintain  their  rental 
units  in  decent,  safe  and  sanitary  condition  for  low  and  moderate 
income  households. 

3.  Heed  for  New  Production  —  There  is  a  growing  need  for 
additional  assisted  housing.    Problems  of  an  adequate,  affordable 
housing  supply  exist  across  the  country  and  are  quite  severe  in 
certain  areas.    The  dramatic  problems  of  the  homeless,  and  the 
apparent  increase  in  homelessness,  is,  at  least  in  part,  a  manifes- 
tation of  this  fact. 

At  the  same  time,  some  housing  *narkets  do  have  a  substantial 
vacancy  rate»  especially  at  the  higher  rent  levels.    This  fact 
should  be  taken  into  account  in  developing  targetted  programs  for 
the  construction  or  rehabilitation  of  housing  for  low  and  moderate 
income  households.      (See  Part  1  -  Production  of  Additional 
Assisted  Housing) 

4.  Establishing  a  Framework— 'Principles  &  Objectives  — 
There  are  many  questions  to  oe  asked,  and  information  needed,  in 
order  to  unders  :knd  better  the  dimensions  and  the  complexities  oZ 
these  issues,    basic  data  gathering  should  be  done,  and  should,  as 
much  as  possible,  build  upon  the  information  base  which  HUD  has 
already  established.    To  a  cv  ^iderable  extent,  however,  it  is 
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possible,  today,  to  set  forth  certain  basic  principles  and  strategies 
for  dealing  with  the  problem  of  preservation  of  the  assisted  housing 
Stock*    In  fact,  these  principles  and  objectives  should  be  clearly 
articulated  at  the  ouset,  so  as  to  provide  a  common  framework  for 
a  neaningful  discussion  of  the  various  stragegies  and  approaches  to 
the  indicated  preservation  issues* 

The  following  set  of  principles  and  objectives,  we  believe, 
respresents  a  well-balanced  consideration  of  the  concerns  of  the 
various  interested  parties  and  of  the  long-term  housing  needs  of 
the  low  and  moderate  income  households*    They  call  for  a  clear  and 
positive  re-statement  of  the  national  commitment  to  housing  and 
suggest  appropriate  roles  for  all  levels  of  government,  and  the 
private  sector  (both  profit  and  nonprofit),  in  the  implementation 
of  that  commitment* 


Principles  and  Objectives 
for  the  Preservation  of  Assisted  Housing 

o  Assuring  the  availability  of  decent  and  affordable 
housing  for  low  and  moderate  income  households  is 
an  ongoing'  responsibility    f  our  nation. 

o  To  achieve  this  goal,  the  Federal  Government,  and 
state  and  local  governments,  must  develop  and 
implement  appropriate  policies  and  programs  to 
support  ».be  production  of  new  housing  and  the 
rehabilitai\.T;  of  substandard  housing* 

o  At  the  same  time,  the  Federal  Government  has  a 
responsibility  to  preserve,  to  the  maximum  extent 
possible,  the  existing  stock  of  privately  owned 
assisted  and  public  housing* 


In  considering  appropriate  policies  and  incentives  to  address 
the  problem  of  preservation  of  assisted  units,  the  following  objec- 
tives must  be  taken  into  consideration: 


-  Displacement  of  tenants  who  are  unable  to  obtain 
or  afford  decent  housing  should  be  avoided; 
provision  should  be  made  for  rental  assistance 
or  suitable  replacement  uiits  which  are  both 
decent  and  affordable. 

In  order  to  avoid  temporary  displacement  of  tenants, 
owners  should  be  required  to  give  prior  notice  to 
the  Federal  Government  (HUD)  of  their  intent  to  prepay, 
and  HUD  should  take  immediate  action  to  avoid 
displacement* 
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-  The  rights  of  existing  property  owners  to  obtain 

a  reasonable  fair  market  value  from  their  property 
should  be  maintained* 

-  To  ensure  the  cost-effective  use  of  our  existing 
housing  resources,  rehabilitation  and  modernization 
funds  should  be  made  available  for  those  privately 
owned  assisted  and  public  housing  units  which  are  in 
poor  physical  condition. 

Hhery  project-based  or  tenant-based  rental  assistance 
or  interest  subsidy  contracts  are  expiring,  the 
Federal  Government  should  provide  for  the  renewal  of 
such  contracts  at  a  level  sufficient  to  maintain 
affordable  rental  units  for  those  low  and  moderate 
income  tenants  who  are  unable  to  afford  market  rents. 

-  In  the  case  of  public  housing,  operating  subsidies 
should  be  maintained  at  a  level  sufficient  to  ensure 
long-term  maintenance  and  operation  of  the  units  for 
low-income  residents. 

5,     Strategies  for  the  Preservation  oi  Assisted  Housing 
Having  established  a  framework  of  principles  ard  objectives,  it  is 
easier  to  evaluate  various  strategies  which  may  be  proposed  to 
preserve  the  existing  cci^ck  of  assisted  housing.    The  following  is 
a  set  of  broad  strategies  or  approaches  whj.ch  a/e  consistent  with 
these  principles  and  objectives  and  respond  to  the  various  facets 
of  the  preservation  problem. 

(1)  Reaffirm  a  National  Commitment  to  V  .using 

o  Development  of  a  statement  of  national 
housing  policy  which  will  broadly  define 
and  reaffirm  the  Federal  role  in  providing 
for  the  housing  needs  of  low  and  moderate 
income  households.    This  national  housing 
policy  statement  should  clearly  recognize 
the  need  for  housing  production,  as  we.M 
as  addressing  other  options  for  helping 
low  and  moderate  income  households  meet 
their  housing  needs.    At  the  same  time, 
the  policy  should  recognize  the  benefits 
of  private  and  public  sector  partnerships 
to  achieve  national  long-term  housing  goals. 

o  State  and  local  governments  should  be  encouraged 
to  develop  housing  policy  agendas  for  their 
citizens  which  will  support  and  extend  the 
Federal  housing  efforts. 
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(2)  Protect  Tenants  from  Displacement 

o  Various  roeasuxes  will  be  needed  to  minimize 
the  level  of  tenant  displacement  or  provide 
alternative  housing  opportunities  w**ich  are 
both  decent  and  affordable* 

o  To  accomplish  these  ends,  project  owners 

should  be  required  to  give  tenants  a  reasonable 
and  timely  notice  of  the  owner's  intent  to 
prepay  a  project  mortgage,  whether  or  not  a 
conversion  of  use  is  immediately  expected  to 
occur* 

o  ?<yD  should  be  responsible  for  assisting  in 
the  relocation  of  tenants,  where  necessary, 
including  providing  relocation  and  rental 
assistance*    It  may  also  be  appropriate 
to  expect  owners  to  provide  some  level  of 
assistance  in  the  acc;tal  physical  relocation 
of  tenants  displaced  by  conversion* 

o  Project-based  rental  assis::£nce  subsidies 
should  be  authorized  and  funded  by  Congress 
to  assist  tenants  to  stay  in  place  whenever 
possible* 

o  Where  relocation  is  required  and  adequate 
housing  stock  exists  in  the  local  market, 
tenant'-based  rental  assistance  programs  may 
be  an  appropriate  response*  Additional 
funding  should  be  authorized  by  Congress  for 
this  purpose* 

(3)  Honor  Contract  Rights  Possessed  by  project  Owners 

o  Owners  should  be  permitted  to  prtejray  their 
mortgages  without  restrictions,  other  than 
reasonable  an^i  t.imely  notice  to  tenants* 

o  A  program  of  incentives,  including  tax  benefits 
and/or  direct  subsidies,  should  be  developed 
to  induce  owners  to  retain  projects  in  the 
assisted  housing  inventory  in  exchange  for 
extended  use  restrictions*    Key  areas  for 
consideration  are: 


ERIC 


639 


Recoitoiiendations  to  Senate 
Subcommittee  on  Housing 
Page  11 


«  additional  rental  assistnnce  or  capital 
improvement  subsidies 

-  expanding  the  benefits  of  the  lr>w-incone 
housing  tax  credit 

->  forgiveness  of  capit<«l  gains  tax 

-  allowing  owners  to  increase  equity 
distributions  through  use  of  project 
cash  flow  or  reserves 

Where  possible,  these  incentives  should  be 
generic,  so  they  can  be  applied  to  a  range 
of  projectf  ^eeting  certain  broad  criteria 
and  the  neea  for  project-by-project  review 
avoided* 

(4)  Prevent  the  Physical  Deterioration  and  Loss 
of  Assistet?  Housing  Units 

o  Capital  improvement  grants  or  low  interest 
loans  should  be  authorized  and  funded  by 
Congress.    Projects  receiving  these  benefits 
should  be  subject  to  extended  use  restrictions. 

o  HUD  should  authorize  the  use  of  excess  project 
reserve  funds  to  meet  physical  improvement 


o  Where  necessary  to  fund  needed  improvements, 
secondary  financing  should  be  allowed. 

(5)  Extend  Expiring  Subsidy  Contracts  and  Address 
the  Need  foF  Additional  Rental  Assistance  or 
Operating  Subsidies 

o  Congress  should  appropriate  additional  funds 
to  extend  expiring  subsidy  contracts  for  at 
least  an  additional  10  years,  in  exchange 
for  a  comparable  extension  of  use  restrictions. 

o  Unused  or  recaptured  budget  authority  should 
also  be  used  for  this  purpose. 


needs. 


ERIC 


640 


OUtonAndtr* 


CMhtfln»M.6«hop 
JtmatR  Orow 


NATIONAL  HOUSING  LAW  PROJECT 
1^50  ADDISON  STREET 
BERKELEY.  CAUFORNIA  94704 
(415)546-9400 


WM»ilftgw>.DC  2OO0a 
(202)54»4f00 


OmW  0.  PMrfm«n 


Oo(^  Ctvanaugh 
L*tP.R«f)0 


OfCourtMl: 
Arnold  CSMrnbtTQ 


Rorinc*  WKmn  Roi«man 

Adw«M«>«yM6C  MNY 

RobtiU  Youmant 


A  SUGGESTED  7RAMEl?3RK 


NATIONAL  BOUSING  PROGRAMS 


Submitted  Byi 

David  B.  Bryson 

James  R.  Grow 
Roberta  Yomnans 
NATIONAL  HOUSING  LAW  PROJECT 
Berkeley,  California 


October  1,  1987 


FOR 


641 


TABLE  OF  COWTEHTS 

Page 

I.         INTRODUCTION   1 

II.        WHO  SHOULD  BE  SERVED?   4 

III.        HOW  MUCH  SHOULD  THE  RESIDENTS  PAY?   6 

IV.        WHAT  USE  SHOULD  BE  MADE  OP  EXISTING  RENTAL 

HOUSING  OWNED  BY  PRIVATE  LANDLORDS?   7 

V.        WHAT  TYPES  OF  ENTITIES  SHOULD  DEVELOP,  OWN 

AND  MANAGE  PROJECT-BASED  SUBSIDIZED  HOUSING?.  11 

A.  Public  Housing  Authorities  

B.  Nonprofits  

C.  Tenant  Management  Corporations  and 
Tenant  Ownership  

D.  For-Profit  Ownership   14 

VI.        HOW  SHOULD  THE  SUBSIDIES  BE  STRUCTURED?   15 

A.  Full,  Not  Limitea,  Subsidies   ^ 

B.  Capital  Grants  Instead  of  Long-Term 
Financing  

C.  Avoid  Limited  Capital  Subsidies  

D.  Replace  Tax  Shelter  Subsidies   20 

VII.        HOW  LONG  SHOULD  THE  GOVERNMENT'S  COMMITMENT 

BE?   21 

VIII.        HOW  LONG  SHOULD  THE  LANDLORD'S  COMMITMENT  BE?  23 

IX.        HOW  DO  YOU  ENSURE  HIGH  QUALITY  MANAGEMENT?...  25 

X.        WHAT  SHOULD  THE  RESIDENTS*  RIGHTS  BE?   26 

XI.        HOW  CAN  EFFECTIVE  ENFORCEMENT  AND  IMPLEMENTA- 
TION MECHANISMS  BE  DEVEr/)PED?   28 

XII.        CONCLUSION   29 


ERLC 


642 


INTRODUCTION 


In  response  to  the  invitation  from  Senators  Cranston  and 
D'Anato,   the  National  Housing  Law  Project  is  submitting  this 
paper  suggesting  components  for  a  renewed  and  effective  national 
housing  policy* 

The  National  Housing  Law  Project  was  established  in  1968  to 
serve  as  a  resource  on  housing  issues  for  attorneys  representing 
low-income  people  nationwide •    We  are  funded  primarily  by  the 
federal  Legal  Services  Corporation  and  dlso  by  various  founda- 
tions and  California's   Interest  on  Lawyers*   Trust  Accounts 
Program.    Our  primary  responsibility  is  to  work  closely  with  the 
lawyers  in  over  300  different  Legal  Services  programs  around  the 
country  who  on  a  daily  basis  represent  poor  people  with  problems 
related  to  housing  and  community  development*    During  the  past 
ten  years,  we  have  taken  on  two  major  additional  projects*  The 
first  was  our  Multifamily  Demonstration  Program  designed  to 
analyze  the  management  and  financial  difficulties  which  HUD 
subsidized  privately  owned  projects  had  begun  to  encounter  in  the 
mid-1970s*    The  second  was  to  provide  legal  representation  to 
nonprofit  housing   sponsors  who  were   considering  whether  to 
syndicate  their  projects*    Finally,  from  time  to  time,  we  under- 
take special  research  projects  in  the  housing  and  community 
development  area  with  funding  from  foundations  and  other  sources* 
In  the  p&st  ten  years,  those  projects,  for  example,  have  included 
research  and  publications  on  the  problem  of  displacement  and  how 
to  reduce  it,  the  preservation  of  single-room  occupancy  resi- 
dential hotels,  legal  restraints  upon  public  housing  authorities* 
tenant  selection  decisions  and  the  rights  of  poor  people  to 
combat  racial  discrimination  in  the  housing* 

The  ideas  presented  in  this  psper  are  derived  primarily  from 
the  experience  which  we  have  gained  over  the  last  20  years  in 
carrying  out  th^  activities  described  above*    The  roost  valuable 
part  of  the  insights  we  have  gained  come  from  our  daily  contact 
with  attorneys  who  are  directly  representing  poor  people  living 
in  both  subsidized   and  unsubsidized  housing*     That  contact 
provides  extremely  vr.luable  knowledge  about  the  way  the  various 
housing  programs  have  operated,  in  fact,  not  in  theory*    At  the 
same  time,  we  have  been  able  to  broaden  our  perspective  beyond 
merely  the   tenants^    and  homebuyers*    interests   through  our 
representation  of  nonprofit  housing  sponsors  as  vsll  as  our 
communications  with  other  housing  developers,  both  public  and 
private.     It  is  on  the  basis  of  this  knowledge  that  we  present 
the  views  expressed  in  this  paper* 

We  address  first  the  question  who  should  be  served  by 
national  housing  programs*    Our  view  is  that  Congress  correctly 
answered  that  question  in  1949*    Every  family  should  be  entitled 
to  decent,   safe  and  sanitary  housing  in  a  suitable  living 
environment*     There  should  be  universal  entitlement  to  housing 
subsidies  for  everyone  who  is  not  able  to  afford  decent  housing 
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private  market*    That  goal  has  not  yet  been  achieved  and  realis  < 
ticaXXy  will  not  be  achieved  in  the  immediate  future*    Thus,  as 
we  move  towards  its  accomplishment,  first  preference  must  be 
given  to  those  people  who  have  the  greatest  need,  i*e* ,  those 
with  the  lowest  incomes,  those  who  encounter  the  greatest  bar- 
riers in  the  private  housing  market,  i*e* ,  victims  of  racial  and 
other  discrimination,  single-parent  households  and  mentally  and 
physically  handicapped  individuals,  and  those  who  are  homeless « 
who  are  threatened  with  involuntary  displacement  or  who  reside 
now  in  substardard  housing* 

Sec    'd,  there  is  the  question  of  how  much  should  residents 
pay  for      eir  housing*    On  that  point,  any  sound  housing  program 
must  incxude  sufficient  subsidies  to  ensure  t^at  the  residents 
pay  no  more  than  they  are  realistically  able  to  pay*  Ideally, 
that  would  be  only  the  money,  if  any,  remaining  for  housing  after 
the  family  has  met  all  its  other  needs*    If,  on  the  other  hand, 
the  residents'  payments  are  to  be  set  as  a  portion  of  their 
incomes,  the  percentage  payable  must  be  lower  than  the  current 
30*-pcrcent  standard*    The  percentage  must  be  fair  when  compared 
to  the  portion  of  income  paid  for  housing  by  higher-income  faiCl- 
lies  and  should  be  lower  for  the  lowest-income  families*  There 
must  also  be  adjustments  to  the  income  which  will  sufficiently 
reflect  thd  particular  family's  true  financial  circumstances* 

After  addressin<g^  the  questions  who  should  be  served  and  how 
much  they  should  pay,  our  next  focus  is  on  the  use  of  already 
existing  rental  housing  which  is  owned  by  private  landlords* 
There  are  strong  reasons  to  use  the  existing  rental  housing 
market  as  a  source  of  some  of  the  subsidized  housing  for  poor 
people,  primarily  because  of  the  speed  with  which  that  housing 
can  be  mr.de  available*    However,  certain  myths  about  relying  upon 
the  existing  private  housing  market  must  be  exposed  for  what  they 
are*    First,  it  is  not  cheaper  to  utilize  housing  on  the  existing 
rental  market,  at  least  not  in  the  long  term*    Second,  abuses  by 
the  owners  and  managers  of  rental  housing,  such  as  racial  dis- 
crimination and  inadequate  maintenance,  are  more  pervasive  on  the 
private  market  than  with  public  or  privately  owned  subsidized 
projects*    Third,  in  practice,  even  if  not  in  theory,  use  of  the 
existing  private  rental  housing  market  has  not  significantly 
widened  the  choice  of  neighborhoods  in  which  poor  people  can 
reside*    Thus,  although  some  federal  resources  should  be  directed 
toward  programs  which  utilize  the  private  market,  the  balance 
must  be  shifted  much  more  heavily  in  the  future  than  it  has  in 
the  past  ten  years  to  progreuns  involving  project-based  housing 
subsidies* 

That  raises  the  next  question,  i*e*  #  who  should  develop,  own 
and  manage  ouch  projects*  Despite  all  the  myths  to  the  contrary, 
conventional  public  housing  is  still  the  most  successful  housing 
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program  for  poor  people  ever  undertaken  by  this  country.    It  must 
be  u  central  coraponc<nt  of  any  future  housing  policy.  Similarly, 
nonprofit  housing  sponsors  must  be  recognized,  along  with  the 
local  housing  authorities,  as  those  with  the  most  significant 
roles  to  play  in  future  housing  progr^uns.    Third,  regardless  of 
the  form  of  ownership,  fairness  dictates  that  there  be  an  increase 
in  the  role  of  tenant  management  corporations.     Finally,  much 
greater  caution  than  has  ever  been  exhibited  in  the  past  must  be 
used  in  designing  any  housing  programs  which  utilize  for-profit, 
private  ownership. 

Next  the  focus  shifts  to  the  structure  of  the  subsidies. 
The  subsidies  must  be  sufficient  to  ensure  that  the  residents  pay 
only  what  they  can  afford,  not  arbitrary  minimum  rents  or  pay- 
ments unrelated  to  their  indivJ'iual   financial  circumstances. 
Subsidies  designed  only  to  reduo^  interest  payments  or  cover 
capital  cost,  without  considering      erating  expenses,  must  be 
replaced  with  deep  subsidies  for  past  programs  and  must  be 
avoided  in  designing  any  new  programs.     For  certain  reasons, 
prima-ily  related  to  the  federal  budgetary  process,  it  might  be 
desirable  to  separate  capital  subsidies  from  operating  subsidies. 
However,  if  that  is  done,  special  care  must  be  taken  to  ensure 
that  no  units  are  subsidized  on  a  capital  basis  only  and,  thus, 
remain  unavailable  to  poor  people  at  costs  they  can  afford. 
Finaxly,  indirect,  income  tax-based  subsidies  must  be  abandoned 
because  they  are  both  inadequate  and  ineffective.  Similarly, 
Congress  must  accelerate  the  trend  to  substitute  capital  grants 
for  long-term  financing  as  is  now  being  done  with  the  public 
housing  program. 

?he  following  question  is  how  long  ehould  the  government  be 
committed  to  subsidize  any  particular  project.    The  commitment 
from  the  government  should  be  to  subsidize  the  project  as  long  as 
it  is  needed  and  it  meets  the  need  effectively.    The  problem  of 
expiring  federal  government  commitments  to  particula."  housing 
projects  began  to  emerge  in  the  late  1970s  when  some  of  the 
original  40-year  annual  contributions  contracts  expj^'ed*  Sq:$\ 
thereafter,  the  Farmers  Home  Administration's  approp.    tions  lor 
five-year  rural  rent  supplement  contracts  began  to  ex^.re.  Now 
we  are  entering  the  era  in  which  the  20-,  15-  and  5-yea  appropri- 
ations for  the  Section  8  and  Voucher  Programs  will  begin  to 
expire.    From  this  experience,  there  arises  the  need  to  ensure 
not  only  that  those  commitments  will  be  renewed,  buT:  ulso  that 
their  renewal  will  not  be  counted  against  the  efforts  to  expand 
the  number  of  individuals  benefiting  from  housing  subsidies  until 
all  whu  are  in  nei^d  are  served. 

An  analogous  question  is  how  long  should  an  owner  of  a 
subsidized  housing  project  be  committed  to  use  it  for  low-income 
people.    As  with  the  government,  the  landlord's  commitment  should 
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be  to  use  a  project  as  subsidized  housing  as  long  as  there  is  a 
need  and  the  project  can  affectively  meet  that  need.  The  atten- 
tion which  has  recently  been  focused  upon  the  expiring  commit- 
ments made  by  private  landlords  in  the  various  FmHA  and  HUD  . 
subsidized  housing  programs  demonstrates  both  the  need  to  extend 
the  ccnunitments  of  tnose  randlords  and  to  design  new  programs  to 
avoid  those  problems  in  tne  future. 

The  final  two  questions  are  interrelated.    The  first  focuses 
upon  the  rights  of  the  tenants  and  homebuyers.    Nearly  every  time 
Congress  has  created  a  new  housing  program  in  the  last  25  years, 
program  beneficiaries  have  had  to  spend  the  following  five  years 
establishing  and  clarifying  what  their  rights  are.  Examples 
include  the  right  not  to  be  evicted  without  cause,  the  right  to 
notice  and  a  fair  opportunity  to  object  when  si^sidies  are 
terminated  and  the  right  to  be  fairly  treated  in  the  tenant 
selection  process.    If  new  housing  programs  are  to  be  created,  it 
will  be  extremely  important  for  Congress  to  make  it  clear  at  the 
time  of  their  creation  that  the  beneficiaries  of  the  programs 
have  specific  rights  to  be  treated  fairly  on  all  these  matters. 

The  related  question  is  which  agencies  and  which  private 
parties  should  have  the  responsibility  and  the  power  tc  enforce 
the  rights  of  the  program  beneficiaries,    Xn  this  regard,  it  is 
"zcessary  to  confer  implementation  and  enforcement  power  upon 
agencies  which  have  housing  expertise  and  knowledge,  such  as  HU; 
and  the  Farmers  Home  Administration,  and  not  the  Internal  Revenue 
Service,    Second,  it  is  important  to  provide  the  housing  a^^encies, 
federal  and  state  and  local,  with  adequate  resources  to  effec- 
tively monitor  and  enforce  the  obligations  of  participating  land- 
lords.   Most  important,  program  beneficiaries  must  be  authorized 
to  take  private  enforcement  action  both  in  the  courts  and  at  the 
administrative  agen-:ies,  when  the  federal  rules  have  been  vio- 
lated and  their  int<.rest  adversely  affected, 

II.     WHO  SHOULD  BE  SERVED? 

Federal  housing  policy  should  seek  to  serve  all  individuals 
who  cannot  afford  decent  housing  on  their  own  on  the  private 
market.    Housing  ought  to  be  an  entitlement  program,  like  food 
stamps  or  Medicaid,  available  to  all  who  need  it,  because  decent 
housing  often  determines  a  family's  access  to  education,  employ- 
ment, and  a  healthy  daily  living  environment. 

If  the  federal  government  is  unwilling  to  assign  housing  the 
priority  i"-  deserves  and  refuses  to  serve  all  the  needy,  then  any 
more  mode;,  efforts  must  be  directed  toward  housing  the  neediest 
?nd  poorest  people  first.  Existing  housing  policy  does  precisely 
the  opposite.  Off -budget  tax  subsidies  for  homeowner ship  predomi- 
nately benefit  middle-  and  upper-income  taxpayers,  dwarfing  the 
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direct  budget  outlays   for   low-income  housing.  Furthermore, 
presently  those  few  resources  that  are  devoted  to  low-income 
housing  have  not  been  properly  targeted  toward  serving  the 
poorest  people  first.    Rather,  in  the  past,  eligibility  for  the 
federal  programs  has  usually  been  set  at  80  percent  of  area 
median  income.    That  income  limit  permits  public  housing  authori- 
ties (PHAs)  and  private  landlords  to  select  applicants  who  are 
considerably  better  off  financially  than  many  of  the  needier 
people  who  also  seeking  assist^ince,  even  though  they  may  still  be 
unable  to  obtain  affordable  decent  housing  on  the  private  market. 
Recognizing  this,  Congress,  in  1981,  enacted  Section  16  of  the 
United  States  Housing  Act,  reserving  specified  percentages  of 
federal  housing  units  for  needier  families,  i>e> ,  those  "very 
low-income"  families  with  incomes  below  50  percent  of  area 
median.     (This  "very  low-income"  standard  still  far  exceeds  the 
poverty  level  in  most  areas.)     Congress  relented  somewhat  from 
this  commitment  in  1983  when  it  reduced  the  percentage  reserved 
for  very  low--ncome  families,  thus  permitting  more  units  to  house 
families  with  higher  incomes.     Thus,   it  is  not  uncommon  for 
famiiies  with  extremely  low  incomes  to  languish  interminably  on 
waiting  lists  while  families  with  higher  incomes  get  served 
first. 

Until  the  federal  housing  programs  reach  an  entitlement 
status,  those  most  in  need  should  be  served  first.    This  could  be 
accomplished  by  setting  a  low  (.iligibility  threshold,  such  as  30 
percent  of  area  median  income.    Alternatively,  eligibility  could 
be  established  even  lower,  at  families  with  incomes  at  the  AFDC, 
SSI  or  food  stamp  levels.    Applicants  who  fit  this  definition 
should  be  selected  first-come,  first-served,  with  no  preference 
given  for  higher  incomes  within  'the  eligibility  limits.  Even 
though  it  might  seem  more  attractive  to  help  those  with  the 
lowest  income  first,  introducing  that  kind  of  priority  system 
would  be  adii'inistratively  difficult  and  would  violate  traditional 
notions  of  I'airness.     On  balance,  it  would  be  better  housing 
policy  to  er^tablish  the  income  eligibility  threshold  low  enough 
to  include  those  most  in  need  and  provide  assistance  to  appli- 
cants  in   chronological   order   without   further    attempts  at 
preferences. 

Aside  from  income  considerations,  housing  policy  muct  also 
serve  those  whose  needs  are  not  as  easily  met  by  the  private 
market.     If  housing  is  an  entitlement  program,   then  special 
consideration  for  those  eligible  who  also  face  discrimination 
becomes  less  ncoessary.    However,  until  then,  special  considera- 
tion should  be  made  for  groups  that  have  special  housing  needs, 
such  as  families  with  minor  children,  disabled  or  handicapped 
individuals ,  elderly  people ,  non-white  families ,  single-perent 
families,  displaced  or  homeless  people.     Because  the  private 
market  will  often  not  adeq;  f.tely  house  these  people,  federal 


\ 


\  647 


-6- 


polic;/  must  rely  primarily  on  project-based  subsidies  to  provide 
vheir  housing.  To  the  extent  possible,  housing  for  these  groups 
should  be  integrated  with  that  made  available  to  other  eligible 
families. 

III.     HOW  MUCH  SHOULD  THE  RESIDENTS  PAY? 

Housing  policy  should  set  charges  for  low-income  residents , 
who  are  by  definition  unable  to  afford  housing  on  the  private 
market,  on  the  basis  of  their  ability  to  pay.     Ideally,  this 
should  be  a  standard  developed  based  upon  e^ch  family's  particu«- 
lar  circumstances,  seeking  to  charge  for  housing  v-.atever  is  left 
after  other  necessary  and  legitimate  expenses  have  been  m^>t. 
Alternatively,  rents  should  be  charged  as  a  specific  percentage 
of  adjusted  income.    This  percentage  should  be  similar  to  that 
which  other  income  groups  pay  for  their  housing  (certainly  less 
than  30  percent)  and  the  adjustments  to  the  income  base  should 
provide  allowances  for  certain  basic  ?iving  expenses  such  as 
medical  expenses  and  childcare. 

Past  experience  has  conclusively  demonstrated  that  poor 
people  cannot  afford  the  full  cost  of  providing  decent  housing. 
Even  assuming  a  conscrv^itive  $40,000  PUM  capital  cost,  10-percent 
interest  rate,  and  $200  PUM  operating  costs,  the  break-even  rent 
level  would  be  $550  per  month,  "affordable"  only  to  a  family  with 
an  annual  income  of  $22,000.  A  federal  housing  subsiay  system  is 
essential  to  provide  housing  for  very  lowincome  peop^le. 

Furthermore,  experience  under  the  Section  221(d) (3)  BMIR  and 
Section  236  programs  has  demonstrate^  that  shallow  subsidies 
cannot  provide  affordable  housing  for  the  poor.     Poor  people 
cannot  realistically  be  charged  a  "basic  rent,"  one  whioh  covers 
the  capital  and  operating  costs  for  the  project,  reflecting  only 
a  shall      federal  subsidy  to  cover  interest  on  the  capital  costs, 
A  rent  established  at  this  amount  will  inevitably  result  in  the 
ne&diest  people  paying  more  than  half  of  their  income  for  rent, 
leaving  little  fqr  other  necessities  of  life,  producing  nonpayment- 
of-rent  problems  and  increased  mortgage  defaults.  Finally, 
experience  has  also  demonstrated  that  even  if  the  capital  costs 
are  fully  paid,  poor  people  cannot  afford  tven  the  operating 
costs  for  their  units,  usually  around  $200  per  unit  per  month. 
In  recognition  of  this.  Congress  in  1969  shifted  the  public 
housing  program  from  an  operating  cost  rent  system  to  a  rent 
system  based  upon  ability  id  pay.    This  type  of  rent  system  is 
essential  for  a  uou^ing  policy  to  serve  the  very  low-income. 

This  rent  must  cover  not  just  the  physical  housing  struc- 
ture, but  also  must  cover  other  essential  housing  services  such 
as  maintenance,  management,  replacement  reserves,  and  a  reason- 
able quantify  of  utilities  to  provide  a  safe  and  healthful  living 
environment.    If  residents  pay  for  their  own  utilities  directly, 
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a  reasonable  utility  allowance  must  be  provided,    over  the  past 
decade,  HUD  has  deliberately  tried  to  subvert  the  percentage-c*"- 
income  system  by  shorr-changing  tenants  on  adequate  vtilit;,' 
allowances*    The  utility  allowance  must  ensure  what  only  t'^^se 
whose  usage  is  truly  wasteful  are  surcharged. 

In  a  system  based  on  need,  it  is  illogical  to  simultaneously 
charge  tenants  a  min^'mum  rent  that  is  unrelf  '^ed  to  income  or 
ability  to  pay,  yet  that  is  precisely  what  the  current  public 
housing  and  Section  8  statute  does  in  charging  a  ^ninimum  of  10 
percent  of  gross  income. 

Only  through  a  payment  system  based  on  need  ->~  one  which 
provides  subsidies  for  the  difference  between  what  residents  can 
afford  and  what  it  costs  to  provide  decent  housing  —  can  housing 
be  made  truly  affordable  and  decent. 

IV.    WHAT  USE  SHOULD  BE  MADE  OF  EXISTING  RENTAL 
HOUSING  OWNED  BY  PRIVATE  LANDLORDS? 

The  efforts  of  the  federal  government  to  provide,  iiousing  for 
poor  people  focused  initially  upon  ownership  by  public  entities 
of  buildings  specifically  constructed  and  subsidized  to  house 
people  with  lower  incomes.    Subsequently  the  effort  expanded,  in 
li  j9  with  the  Section  202  Program  and  in  1961  with  the  'iection 
'   \d) (3)  BMIR  Program,  to  privately  owaed  projeccs  which  were 
u.ill  developed  specifically  as  subsidized  housing.    That  effort 
to  tie  the  subsidies  to  specific  projects  continued  on  with  the 
Rent  Supplement  Program,  added  in  1965,  the  Section  236  Program, 
added  in  1968  and  certain  portions  of  the  Section  8  Frograu. 
created  in  1974. 

At  present,  with  the  exception  of  a  very  limited  number  of 
units  under  the  Section  202  Program,   the  Section  8  Moderate 
Rehabilitation  Pro^rcn,  the  conventional  public  housing  program 
and  FmHA*s  Section  515  Progr2un,   the   federal  government  nas 
abandoned  its  efforts  to  make  housing  availeU^le  to  poor  people  by 
subsidizing  specific  projects.    Tnstead,  to  the  extent  that  there 
is  any  activity  on  the  federal  level,  the  emphasis  now,  is  upon 
portable  subsidy  programs,  such  as  the  Section  8  Certificate 
Program  and  the  Voucher  Program  which  rely  upon  the  private 
owners  of  already  existing  rental  housing  to  house  low~income 
people.     There  are  certain  advantages  with  programs  of  this 
nature.     in  contrast  with  new  construction  progrw  s,    it  is 
possible  to  make  the  federally  appropriated  housing  subsidies 
available  to  fam  lies  who  need  them  much  more  quickly,  i.e., 
within  one  year  of  their  appropriation  instead  of  the  three-  to 
four-year  pipeline  for  the  other  programs.    The  private  housing 
market  programs  runs  into  much  less  neighborhood  opposition  than 
a  program  such  as  Section  8  New  Construction.    There  is  sufficient 
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anonymity  preserved  for  the  tenants  participating  in  the  Section 
8  Existing  Housing  or  Voucher  Programs  to  eliminate  most  of  the 
stigma  which  may  be  attached  to  participants  of  Boae  of  the  other 
project-based  subsidized  housing  programs*  Nonetheless/  in 
deciding  what  uee  should  be  made  of  the  existing  rental  housing 
market  and  how  to  balance  that  use  against  project-based  subsi- 
dies/ certain  realities  must  be  recognized  eind  uyths  dispelled* 

Notwithstanding  the  political  rhetoric  to  the  contrary/  it 
is  not  cheaper  over  the  long  run  to  rely  upon  the  existing 
private  housing  market  to  provide  subsidized  housing  for  poor 
people*    It  is  true  that  in  the  jiirst  year  the  amounc  of  s&sidy 
spent  per  family  under  either  the  Voucher  or  the  Section  8 
Existing  Housing  Program  is  less  than  the  amount  spent  in  the 
firit  year  of  a  conventional  public  housing  project  or  a  Section 
8  New  Construction  Project*    However/  that  savings  does  not  last 
for  long  and  vanishes  surprisingly  quickly*     For  example/  wo 
encountered  a  situation  in  California  where  the  rents  for  a 
six-year-old  Section  8  New  Construction  project  turned  out  to  be 
less  than  the  fair  market  rent  under  the  Sect.lon  8  Existing 
Housing  Program*    The  same  phenomenon  is  occurring  with  Section  8 
Additional  Assistance  projects  in  which  the  rents  allowed  by  HUD 
are  less  than  the  Section  8  Existing  fair  market  rents  for  ^iie 
area*    Even  the  1981-82  President's  Commission  on  Housing  found 
that  the  cost  of  the  average  public  housing  unit  including 
operating  subsidies  was  less  than  the  cost  for  any  other  progran* 

The  reason  this  occurs  is  that  the  rents  being  demanded  by 
landlords  on  the  private  ro&rket  reflect  both  the  maxitJium  that  the 
market  will  bear  and  a  return  on  the  owner's  equity  measured  in 
terms  of  the  current  value  of  the  property/  not  the  original 
investment*    In  uontr^st/  under  many  of  the  project-based  subsidy 
programs/  the  owners  are  entitled  to  cherge  only  sufficient  rent 
to  cover  their  financing  and  operating  jostS/  with  a  fair  return/ 
if  any/  on  their  original  investment/  not  the  current  value  of 
their  properties*    Even  in  times  of  moderate  inflation  of  real 
ectate  values/  the  cost  of  subsidizing  housing  on  the  existing 
private  market  c^uickly  outpaces  the  cost  of  subsitUzing  housing 
in  which  the  rents  are  controlled  and  the  return  to  the  owner/  if 
any/  is  mear^ared  in  terms  of  original  investmant* 

It  is  also  necessary  to  recognize  that  the  private  rental 
housing  market  is  not  paradise*    More  iriiportantly/  there  a*:e 
fewer  angels  and  more  devils  among  priv?.te  landlords  than  there 
are  among  the  ownerr  and  managers  of  conventional  public  housing 
projects/  nonprofit    ic^using  projects  and  even  privately  ovied 
subsidized  housing  ^^rojects.    Thus/  discrimination  on  the  grounds 
of  race  and  ethnic  backgrounds  still  pervades  most  of  the  private 
residential  housing  markets   in  this  country*  Sirgle-parent 
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households,  families  with  children,  large  families  and  ;;^hysically 
and  mentally  handicapped  individuals  also  regularly  encounter 
discriminatory  treatment  in  the  private  housing  market.  Inade- 
quate maintenance,  at  least  in  the  segment  of  the  market  which 
serves  poor  people,  is  the  norm,  not  the  exception.     As  our 
experience  with  the  Section  8  Existing  Housing  Program  demon- 
strates, private  landlords  are  all  too  often  ready  to  gouge  the 
low-income  tenants  by  extracting  additional  charges  under  the 
table  because  they  knew  that  the  tenants  will  pay  more  caan  30 
percent  of  their  adjusted  incomes.     The  early  returns  on  the 
Voucher  Program  indicate  that  such  gouging  by  the  landlords  will 
be  even  .worse  with  that  program. 

The  significance  of  these  realities  about  the  private 
low-income  rental  housing  market  is:     (1)  that  certain  families 
will  not  be  served,  because  of  the  discrimination  they  encounter; 
(2)  that  certain  families  will  be  housed  only  in  substandard, 
poorly  maintained  housing  because  the  private  landlords  will  be 
able  to  get  away  with  it;  and  (3)  that  certain  families  will  be 
charged  much  mere  than  they  should  have  to  pay,  again  because  the 
landlords  will  be  bble  to  get  away  with  doing  so.    It  is,  thus, 
very  important  not  to  put  all  the  resources  into  programs  which 
rely  upon  the  existing  private  housing  market  because  too  many 
individuals  will  not  be  served  and  too  many  more  will  be  abused. 

Another  myth  about  the  existing  housing  market  programs  is 
that  they  provide  the  participants   a  wider  choice  of  the 
neighborhoods  in  which  to  live.     Theoretically,  it  would  seem 
that   a   certificate   or  voucher   program  would   expand  that 
individual's  opportunity  to  live  in  more  desirable  neighborhoods. 
However,  in  practice,  that  has  not  proven  to  be  the  case,  for  a 
number  of  reasons.     First,  because  of  the  hetvy  pressures  to 
reduce  costs  as  low  as  possible,  in  most  cities  the  fair  market 
rents  for  Section  8  Existing  Housing   4re  so  low  that  only  housing 
in  the  poor  n^^ighborhood;;  qualifies.     Second,  with  the  Voucher 
Program,  the  tenants  could  move  to  jio!.e  expensive  neighborhoods 
because  thoy  are  not  limited  by  Wie  fair  market  rent  caps. 
However,  to  do  so,  they  have  to  pay  significantly  more  of  their 
own  incomes  for  housing  than  30  percent.     Even  where  the  fair 
market  rerti  are  not  a  problem,   program  participants  still 
encounter  strong  resistance   fro-n  private  landlords  who  own 
higher-rent  buildings  in  better  neighborhoods.    Finally,  because 
of  the  structure  of  both  the  Section  8  Existing  Housing  Progreun 
and  the  Voucher  Program,  any  local  government  which  does  not  wish 
to  have  Section  8  Existing  Housing  Certificate  holders  or 
Vouchers  participants  living  within  its  jurisdiction  ha&  the 
power  tc  keep  them  out.    Both  programs  i.«^ly  upon  local  housing 
authorities  for  administration.    Few  housing  authorities  have  the 
power  to  operate  in  towns  and  cities  which  do  not  consent  to 
their  presence.    Thus,  in  reality,  programs  which  rely  upon  the 
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existing  housing  market  do  not  significantly  alter  the  choices  of 
neighborhood  which  are  available  to  the  program  beneficiaries. 

In  the  debate  between  project-based  subsidy  progr£uns  and 
private  housing  market  programs,  much  attention  has  been  given  to 
the  housing  markets  in  which  the  supply  of  housing  is  so  tight 
that    a    project-based,    new    construction    or  substantial 
rehabilitation-type  program  is  necessary.     We  recognize,  and 
indeed  strongly  advocate,  that  project-based  programs  be  utilized 
in  such  tight  housing  markets.    However,  those  are  not  the  only 
situations  in  which  it  is  necessary  to  provide  2m  alternative  to 
portable  subsidy  programs.    When  one  dispels  the  myths  about  the 
greatr     choices  and  the  lesser  cost  of  the  existing  private 
market  programs  and  considers  the  abuses  wliich  exist  in  the 
private  rental  housing  market,  one  should  see  quickly  that 
alternative  project-based  programs  must  be  made  available  every- 
where.   The  trend  since  1979,  away  from  the  project-based  pro- 
grams, must  now  bo  reversed  and  a  more  adequate  balance  be 
struck. 

At  this  state  one  cannot  avoid  commenting  upon  the  debate 
which  has  raged  since  1981  aboV±  the  value  of  vouchers  versus 
Section  8  Existing  Housing  Certi.ficates.    The  vouchers  now  being 
offered  under  the  demonstration  program  are  sufficiently  far  from 
the  original  notion  proposed  in  1981,  that  the  debate  has  in  s:»ne 
ways  become  more  about  terminology  than  substance.  However, 
there  remiiin  three  important  differences  between  the.  Voucher 
Program  Aixd  the  Section  8  Existing  Housing  Program  which  must  be 
recognize^!.    First,  because  landlords  under  the  Voucher  Program 
will  be  entitled  to  charge  whatever  they  wish  and  tenants  are 
provided  no  protections  against  gouging,  there  is  no  doubt  that 
Voucher  participants  will  pay  more  for  their  housing  than  partici- 
pants in  the  Section  8  Existing  Housing  Program.    They  will  be 
paying  more  not  because  the  housing  is  better,  but  because  the 
landlords  are  allowed  to  charge  more.    Second,  under  the  Voucher 
FrograA,  the  housing  authorities  are  not  allowed  to  increase  the 
subsidies  annually  to  offset  increased  rents  charged  b^  the 
landlords  as  they  are  under  the  Section  8  Existing  Housing 
Program,     instead,  they  can  niake  such  increases  at  most  only 
twice  in  five  yeazs.    That,  again,  makes  the  Voucher  Program  less 
desirable  than  the  Section  8  Existing  Housing  Program.  Finally, 
the  commitment  by  the  government  to  the  Voucher  Program  is  only 
for  five  years  instead  of  fifteen  years  as,  at  least  in  the  past, 
it  has  been  for  the  Section  8  Existing  Housing  Progrm.  For 
these  reasons,  there  remain  significant  reasons  to  prefer  the 
Section  8  Existing  Housing  Program  to  the  Voucher  Pr^^raa  in  any 
future  housing  policy. 
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V.     WHAT  TYPES  OF  ENTITIES  SHOULD  DEVELOP,  OWN  AKD  MANAGE 
PROJECT-BASED  SUB^XDIZED  HOUSING? 

The  discussion  above  demonstrates  that  it  is  crucial  for  the 
federal  government  to  dedicate  a  much  larger  portion  of  its 
housing  subsidies  to  project-based  subsidy  programs  for  low- 
income  people.    The  next  question  is  which  entities  —  public 
housing  authorities,  nonprofit  housing  sponsors,  tenant  manage- 
ment and  ownership  corporations,  or  for-profit  private  landlords 
—  should  develop,  own  and  manage  such  housing.  Conventional 
public  housing,    -wned  by  public  housing  authorities,  should  be 
the  cornerstone  of  the  federal  efforts.    Much  more  emphasis  than 
in  the  past  should  be  placed  upon  the  nonprofit  housing  sponsor 
sector.     There  is  room  with  both  of  these  types  of  ownership 
entities  for  tenant  management  and  tenant  ownership  programs  if 
they  are  carefully  designed  and  adequately  funded.    Finally,  the 
for-profit  priva*     landlords  should  be  given  a  much  smaller  share 
than  they  have      en  in  the  past. 

A.      Public  Housing  Authorities 

There  are  several  reasons  why  convonticnal  public  housina 
deserves  a  greater  emphasis  than  it  is  currently  receiving.  tI\a 
conventional  public  housing  progreim  is  the  housing  program  which 
does  the  best  job  in  housing  poor  people,    it  is  the  largest  of 
the  various  project-based  housing  subsidy  progr£uns,  with  approxi- 
mately 1.3  million  units  now  under  management.    When  surveyed, 
th2  majority  of  public  hous;  ^  residents  have  indicated  their 
satisfaction  with  their  housing.     The  long  waiting  lists  for 
public  housing  demonstrate  its  desirability.    More  than  any  of 
the  other  programs,  public  housing  serves  people  with  the  lowest 
incomes  and  the  people  who  encounter  the  most  severe  problraas  of 
dist^rimination  on  the  private  market.    The  vast  majority  of  the 
public  housing  projects  do  not  conform  to  the  negative,  media 
stereotype  of  old  high-rise  projects  which  are  poorly  maintained 
and  virtually  uninhabitable.    Instead,  they  are  low-rise,  garden- 
style  or  single-family  homes  in  projects  which  average  less  than 
100  units  pei-  project  and  are  less  than  25  years  old.    We  cannot 
ignore  the  success  o-  this  progrcim  in  deciding  how  to  direct 
future  housing  efforts. 

The  conventional  public  housing  program  is  also  the  least 
costly  of  the  various  attempts  to  provide  housing  for  poor 
people.     Because  the  projects  are  owned  and  managed  by  public 
entities,  there  is  no  need  to  build  in  a  return  on  equity  for  the 
owners  or  a  profit  component  for  the  development  and  management 
activities.    More  importantly,  over  time,  the  revenue  demanded 
for  the  housing  does  not  escalate  as  rapidly  as  with  private 
housing  bccau.'se  the  rents  chargec^.  are  not  set  by  supply  and 
demand  and  do  not  have  to  reflect  an  inflated  return  upon  the 
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current  value  of  the  property.     Because  the  public  housing 
projects  are  be  dedicated  as  low-income  housing  forever,  there  is 
no  need  to  compensate  the  owners  of  the  property  over  and  over 
again  for  its  use  as  there  is  La  the  private  sector.    In  deciding 
how  to  direct  future  federal  efforts,  we  must  recognize  what  the 
President's  Housing  Commission  r'^cognized  in  1982,  namely,  that 
public  housing  is  the  cheapest  wa^  to  provide  housing  for  poor 
people. 

Because  the  individuals  who  develop,  own  and  manage  conven- 
tional   ublic  housing  are  government  officials,  they  are  more 
accountable  to  the  public  and  to  the  tenants  than  private  land- 
lords.   This  increased  accountability  arises  both  for  legal  and 
practical  reasons.     The  public  housing  authorities  are  ipore 
clearly  subject  to  constitutional  limitations  which  are  designed 
to  protect  th'j  interests  of  the  tenants  and  the  public.  Legis- 
lative bodies,  including  Congress,  are  more  willing  to  impose 
restrictions  upon  public  officials  than  upon  private  landlords. 
This  propensity  shows  up  particularly  strongly  in  those  situa- 
tions where  the  passage  or  time  requires  the  development  of  new 
laws  to  regulate  landlords  participating  in  the  federal  houiing 
progreuns.    The  Congress  and  the  federal  agencies  are  much  more 
willing  to  impose  those  changes  upon  public  entities  such  zs 
housing  authorities  than  upon  private  landlords  already  partici- 
pating in  the  subnidy  programs.    On  a  practical  level,  public 
housing  officials  are  more  accountable  because  of  society's 
greater  willingness  to  scrutinize  the  actions  of  public  offi- 
cials, the  willingness  of  local  government  entities  to  intervene 
and  the  responsiveness  ot  public  officials  to  the  interests  of 
tenants  and  the  public,  instead  of  narrower  financial  interests. 

This  diffe^rence  in  accountability  shows  up  most  dramatically 
in  the  characterintics  of  the  tenants  who  are  housed  in  the 
public  housing  program.     The  income  levels  of  public  housing 
tenants  tend  to  be  at  the  lowest  o£  all  the  federal  programs.  In 
part,  that  is  because  the  poorest  people  encounter  much  less 
discrimination  in  the  public  housing  tenant  selection  process. 
Public  housing  e".thorities  also  generally  serve  a  much  larger 
portion  of  black  and  other  nonwhite  tenants  than  is  true  with  the 
subsidized  private  landlords.    Again,  that  is  a  product  of  less 
discriminatory  attitudes  or  the  part  of  public  housing  officials 
thau  those  who  own  and  manatee  private,  subsidized  projects.  Even 
In  the  treatment  of  tenants,  there  is  less  arbitrary  and  capri- 
cious conduct  demonstrated  oy  the  public  housing  officials  tl<an 
by  the  owners  of  the  privately  sujjsidized  projects.    For  these 
reasons,  conventional  public  housing  must  be  restored  to  its 
central  ro\e  in  the  federal  policies  for  housing  low-income 
people. 
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A  related  point  is  that,  if  a  new  program  is  created  as  a 
supplement  to  the  conventional  public  housirg  program,  public 
housing,  authorities  should  be  given  the  opportunity  to  partici- 
pate in  that  program  as  much  as  nonprofits.    Thus,  for  example, 
if  Congress  were  to  create  a  capital  grant  program  for  housing 
development  or  acquisition,  with  an  attached  operating  subsidy 
component,  public  housing  authorities  should  be  authorized  along 
with  others  vo  par^-icipate,   even  though  the  program  is  not 
labeled  convenvional  public  housing.    Certainly  PHA's  experience 
with  FmHA's  program  and  some  of  the  state  programs  demonstrates 
that  they  can  successfully  operate  more  than  conventional  public 
housing* 

B#  Nonprofits 

For  many  of  the  same  reasons,  nonprofit  housing  sponsors 
should  be  given  a  much  greater  role  to  play  in  the  development, 
ownership  and  management  of  federally  subsidized  housing  projects 
than  they  previously  have  been  given  •     The  cost  of  providing 
.housing  through  nonprofits  is  less.    As  with  the  public  housing, 
there  is  no  need  to  factor  in  a  return  on  equity,  much  less  a 
return  on  the  inflated  equity  as  occurs  with  the  private  for- 
profit  projects.     There  are  also  fewer  hidden  costs  in  the 
management  and  operation  of  nonprofit  projects.     One  of  the 
significant  problems  with  for-profit  subsidized  projects  is  that 
the  owners  often  establish  companies  for  management  and  the 
provision  of  services,   equipment  and  supplies.     Those  related 
entities  in  turn  charge  the  project  inflated  prices  that  become 
the  basis  for  future  rent  increases.    Practices  like  that  show  up 
much  less  with  nonprofit  projects.     As  with  public  projects, 
there  is  also  less  need  to  be  concerned  about  the  costs  of 
retaining  the  project  for  housing  use  over  the  long  term  and 
having  to  pay  for  that  use  time  and  time  again.    Nonetheless,  the 
expsrien  i  with  the  loss  of  nonprofit  Section  221(d)(3)  and 
Section  2-6  projects  when  they  were  sold  to  for-profit  owners  in 
the  late  1970s  and  early  1980s  demonstrates  the  care  that  must  b* 
given  to  ensuring  that  projects  developed  by  nonprofit^  stay  in 
nonprofit  ownership  over  the  long  term. 

Over  the  years  we  have  encountered  less  problems  from  the 
nonprofit  nector  than  from  the  for-profit  sector  in  the  manner  in 
which  tenants  arc  ^.reated.    On  issues  such  as  tenant  selection, 
fair  leases,  grievance  procedures,  and  evictions,  we  have  found 
that  \:he  nonprofits  are  more  likely  to  treat  the  applicants  and 
tenants  fi:irly  than  the  for-profits.    That  is  a  product  primarily 
of  the  respouc:iveness  of  the  nonprofit  sector  to  the  interests  of 
th-  tenants  fnd  their  greater  accountability  to  the  tenants. 
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We  also  believe  that  the  nonprofit  sectors  have  sufficient 
capacity  to  play  a  much  nore  significant  role.    In  the  past,  that 
capacity  has,  of  course,  been  demonstrated  roost  effectively  with 
the  elderly  housing  programs,  such  a'j  the  Section  202  Program. 
But  they  are  still  significantly  involved  in  the  other  private 
project-based  subsidy  programs,  such  as  Section  236,  Section  515 
and,  to  some  extent,  with  the  Section  8  Program.    We  recognize 
that  there  was  some  negative  experience  with  nonprofits  under  the 
Section  236  and  Section  221(d]i(3)  BMIR  Pr  ^rzun,  but  we  believe 
that  most  of  that  negative  experience  wa     traceable  to  the 
inadequacy  of  the  subsidies  designed  for  t?  yse  programs. 

C.  Tenant  Management  Corporations  and  Tenant  Ownership 

Beyond  the  economic  benefits,   one  of  the  reasons  that 
ownership  of  one's  home  is  so  much  a  part  of  ttie  American  dream 
is  that  ownership  gives  the  family  so  much  more  control  of  their 
living  environment.    Fairness  dictates  that  tenants  who  live  in 
subsidized  housing  also  be  accorded  as  much  control  over  their 
homes  as  is  possible.    For  that  reason  alons,  tenant  management 
corporations  and  some  tenant  ownership  schemes  should  be  empha- 
sized much  more  in  the  federal  housing  programs  than  they  have 
been  to  date.    Beyond  fairness,  tenant  ownership  and  mai.agement 
corporations  can  succeed  because  the  tenants  are  most  affected  by 
day-to-day  management  decisions  and,  thus,  have  the  strongest 
interest  in  ensuring  that  those  decisions  are  correctly  made  and 
fully  carried  out.    Because  th'  tenant  managers  are  not  outsiders 
and  are  less  likely  to  be  vie>.ed  as  such,  they  also  have  an 
advantage  in  controlling  negative  activities  of  some  tenants  and 
promoting  positive  contributions  from  all  tenants. 

Any  tenant  management  or  ownership  scheme,  however,  has  to 
be  adequately  subsidized.    There  must  be  sufficient  money  to 
adequately  rehabilitate  and  maintain  the  buildings.    The  subsi- 
dies must  be  deep  enough  to  keep  the  rent  ox  homeownership 
payments  at  levels  which  are  affordable  by  poor  people.  There 
must  be  protections  against  exclusion  of  those  with  the  lowest 
incomes  from  a  tenant-managed  or  a  tenant-owned  projects.  Those 
who  have  responsibilities  for  manai;^ement  and  ownership  must  also 
be  adequately  trained  to  perform  their  functions.    As  with  any 
other  lardlord-tenant  relationship,  there  is  still  a  need  for 
protections    lor    the    residents,    including  nondiscrimination 
requirements,    grievance    procedures    for  management-resident 
disputes  and  procedural  and  substantive  protections  regarding 
evictions.    The  units  must  be  restricted  to  low-income  use  in 
perpetuity. 

D,  For-profit  Ownership 

Many  of  the  reasons  for   favoring  public  and  nonprofit 
ownership  demonstrate  why  for-profit  landlords  should  be  g.Wen  a 
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much  smaller  rol«»  in  future  federal  housing  efforts.  Using 
for-profit  landlords  is  a  more  expensive  proposition,   in  part 
because  of  the  need  to  allow  for  the  profit  motive  up  front,  but 
most  significantly,  for  the  long- terra  cost  of  having  to  replace 
subsidized  un.'lts  which  are  removed  from  the  market  by  their 
private  profit-motivated  owners.    Private  owners  and  managers  are 
also  less  accountable  to  the  public  and  to  the  tenants  than  the 
nonprofit  owners  and  public  officials,    in  the  past,  the  private 
for-profit  programs  have,  unfortunately,  structured  the  returns 
for  the  developers  and  owners  in  a  fashion  which  emphasizes  their 
short-term  interest  and  sacrifices  the  long-term  public  and 
tenant  interest  in  well-built  and  well-maintained  \ousing.  A 
major  part  of  the  problem  has  been  the  reliance  upon  the  tax  code 
as  d  mechanism  for  producing  additional  returns  to  the  developers 
and  syndicators  very  early  in  the  life  of  the  project,  thereby 
lessening  thuir  need  to  build  high-quality  projects  and  maintain 
them  well.    For  these  reasons,  and  others  as  well,  it  is  better 
to  put  a  much  higher  priority  upon  the  role  of  PHAs  and  nonprofit 
sponsors  than  private  developers. 

If  any  role  is  to  be  retained  for  for-profit  priv&te  devel- 
opers and  owners,  much  greater  care  must  be  taken  in  designing 
che  owners*  responsibilities  and  the  limits  upon  their  rights. 
Host  obvious  i«-  -^he  need  to  ensure  that  any  privately  subsidized 
project   is   dedicated   to   providing    subsidized   housing  in 
perpetuity.     That  will  guard  against  the  repetition  of  the 
critical  loss  of  units  problem  we  are  facing  today.    Second,  the 
retuirn  to  the  private  owners  must  be  designed  to  ensure  that 
their  long-term  financial  interest  is  also  consistent  with 
high-quality  construction  and  long-term  maintenance   of  the 
housing.     Again,  because  they  are  less  accountable,    it  is 
necessary  to  develop  stronger  enforcement  mechanisms  on  issues 
such  as  tenant  selection,  arbitrary  treatment  of  residents, 
grievdi.ice  procedures  and  evictions.     Finally,   if  *±e  federal 
government  will  have  less  resources  primarily  because  of  the  huge 
federal  deficit,  there  is  less  need  to  involve  private  for-profit 
landlordc .     The  PHAs  and  nonprofits  may  very  well  have  the 
capacity  to  do  whatever  the  federal  government  has  the  capacity 
to  fund. 

VI.     HOW  SHOULD  THE  SUBSIDIES  BE  STRUCTURED? 
A.      Full,  Not  Limited,  Subsidies 

The  most  important  lesson  we  have  learned  from  the  history 
of  the  federal  housing  progreuns  is  that  the  subsidies  provided 
must  fully  cover  the  gap  between  the  cost  of  housing  and  the 
amount  the  residents  can  afford  to  pay.    The  original  public 
housing  subsidy  was  structured  to  cover  only  the  capital  cost  of 
development.    As  a  result,  th^  put  .ic  housing  program  began  to 
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run  into  financial  difficulties  in  thz  1960s  when  the  rents  the 
tenants  could  afford  could  not  keep  pace  with  the  cost  of  operat- 
ing the  projects.    Similarly,  much  of  the  financial  difficulty 
encountered  by  Section  221(d) (3)  BMIR  and  Section  236  projects  in 
the  1960s  and  the  early  1970s  can  I  e  traced  to  the  inadequate 
subsidies  which  covered  only  a  portion  of  the  financing  costs, 
not  even  the  complete  capital  costs.    These  mistakes  are  being 
made  again  in  the  1980s  with  programs  like  Rental  Rehabilitation^ 
Housing  Development  Action  Grants,  HUD*s  Public  Housing  HomeowA- 
ership  Demonstration  and  the  new  tax  credit  vhich  provide  only 
limited  subsidies  and  place  upon  the  reside:its  the  burden  of 
coming  up  with  the  rest  of  the  money* 

When  limited  subsidies  are  provided,  a  number  of  adverse 
consequences  occur*    First,  a  large  portion  of  the  housing  never 
serves  poor  people*    Instead,  poor  people  never  chose  to  move  in 
or  owners  deliberately  choose  to  exclude  them  because  they  cannot 
afford  the  minimum  rents  which  are  necessary,  given  the  limited 
subsidies.    *Second,   in  those  projects  which  do  rent  to  poor 
people,  the  poor  tenants  are  forced  to  pay  exorbitant  portions  of 
their  incomes  for  rent*    Third,  many  of  the  projects  run  into 
financial  difficulties,  mortgage  defaults  and  p'>or  maintenance 
and  management  because  the  rents  that  can  be  collected  and  the 
limited  subsidies  are  not  sufficient  to  operate  the  projects 
well*    For  these  reasons  any  new  federal  housing  efforts  must 
include  a  deep  enough  subsidy  to  both  serve  poor  people  and  avoid 
mortgage  defaults  and  poor  maintenance* 

From  time  to  time  suggestions  are  rade  for  splitting  the 
subsidies  into  two  parts*  The  first  would  be  capital  subsidies 
designed  to  promote  the  construction,  rehabilitation  or  acquisi- 
tion of  housing,  sometimes  with  low-income  people  ^n  mind*  The 
second  would  be  operating  subsidies,  usually  tenan'   based,  which 
are  designed  to  reduce  the  cost  to  the  tenant  down  to  an  afford- 
able level*    One  major  incentive  for  such  suggestions  is  the 
difficulty  encountered  near  the  end  of  the  Section  8  Kew  Con- 
struction Program  in  convincing  anyone  to  make  the  long-term 
commitment  to  what  appeared  to  be  very  high  per  unit  per  month 
subsidies*    Analogies  are  also  drawn  to  earlier  programs  in  which 
similar  splits  were  made,  e*q*,  the  public  housing  program  which 
has  both  its  capital  subsidies  and  its  operating  subsidies,  and 
the  use  of  Rent  Supplements  in  a  portion  of  the  Section  236 
projects  in  order  to  make  those  units  more  affordable* 

With  one  limitation  which  is  discussed  belov,  there  are  good 
reasons  to  split  the  subsidies*    They  primarily  relate  to  the 
feder&l  government's  budgetary  process*     If,  as  is  suggested 
below,  the  capital  costs  are  covered  by  grants  instead  of  long- 
term  subsidized  financing,  the  budget  authority  charged  to  the 
housing  accounts  for  those  capital  grants  would  be  leas  than  the 
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the  budget  authority  necessary  for  subsidizing  a  comparable 
araourt  of  long-term  financing.    There  would  be  no  need  to  account 
for  the  interest  portion  of  that  subsidy  because  no  interest 
would  te  paid  out  of  the  housing  account.    Second,  the  operating 
subsidy  could  be  for  a  shorter  term  than  it  was  under  the  Sec- 
tion 8  programs,  because  without  long-term  financing,  there  is 
less  need  for  a  long-term  guaranteed  subsidy  stream.     If  the 
operating  subsidy  were  structured  for  a  shorter  term,  then  the 
budget  authority  accompanying  that  subsidy  would  also  be  much 
less.    For  'chose  reasons,  it  may  make  sense  to  structure  the 
subsidies  as  two  parts  rather  than  as  a  single  subsidy  as  was 
done  under  the  Section  8  Program. 

Nonetheless,  it  is  vitally  important  iiot  to  separate  the 
subsidies  so  much  that  any  particular  project  could  end  up  with  a 
capital  subsidy  but  not  an  operating  subsidy.     That  split  is 
occurring  with  the  HODAG  Program  and  the  Rental  Rehabilitation 
Program.     It  produces  the  same  unfortunate  consequences  as  the 
earlier  programs,  like  the  Section  2Z6  Program  which  involved 
only  limite'!  subsidies.    Those  consequences  are  that  the  federal 
money  is  invested  in  the  development  or  rehabilitation  of  a 
particular  project  allegedly  for  low-income  pec,  \e,  but  in  the 
end,  because  the  subsidies  are  too  limited,  only  moderate  and 
middle-income  people  get  to  reside  in  the  buildings.    Thus,  if 
any  scheme  is  developed  to  subdivide  the  federal  subsidies  into 
two  coropoiicnt  parts,  one  for  capital  and  one  for  operating  cc-^ts, 
they  must  always  be  linked  together  in  the  same  projects.  In 
addition,  the  owners  must  still  be  obliged  to  serve  poor  people 
for  as  long  as  the  housing  is  needed  and  their  projects  can 
effectively  meet  the  need.    An  obligation  must  be  imposed  upon 
them  to  accept  tenant-based  operating  subsidies  on  behalf  of  all 
the  tena»-ts  in  their  buildings  for  as  long  as  the  federal  govern- 
ment or  state  or  local  governments  make  such  subsidies  available. 

B.      Capital  Grants  Instead  of  Long-Term  Financing 

It  is  also  important  to  shift  now  from  a  system  of  subsidiz- 
ing long-term  financing  to  one  of  capital  grants.  Historically, 
the  housing  programs  have  focused  upon  long-term  financing,  not 
capital  grants.    The  original  conventional  public  housing  scheme 
was  for  local  housing  authorities  to  issue  long-term,  usually 
40-year,  bonds,  with  the  federal  government  agreeing  to  annually 
contribute  whatever  money  the  housing  authority  needed  to  make 
the  premium  payments  on  the  bonds.    That  scheme  spread  the  cos\:s 
out  over  a  long  period  of  time  instead  of  loading  them  all  up  in 
the  first  year  or  two.    When  the  federal  government  began  to  *.  ve 
into  private  sector  programs,  with  the  Section  202  Program  in 
1959  and  the  Section  221(d)(3)  BMIR  Program  in  1961,  the  tendency 
was  still  to  use  long-term  financing,  albeit  direct  or  quasi- 
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dlrect  loans /  in  order  to  spread  costs  over  a  longer  period  of 
time.     In  1968,  when  the  budgetary  impact  of  these  direct  and 
quasi-direct  loans  began  to  make  first  year  costs  of  the  subsi* 
dized  housing  programs  appear  monumental,  the  Congress  shifted  to 
the   interest  reduction  payments   scheme  of   the  Section  236 


In  the  public  housing  program,  there  has  recently  been  a 
shift  to  a  capital  gr&nt  approach*    The  seeds  for  that  approach 
began  in  the  mid  1970s  when  housing  authorities  stopped  issuing 
long-term  bonds  and  KUD  began  financing  the  development  and 
modernization  of  public  housing  with  short-term  Treasury  notes 
which  provided  funds  for  HUD  to  lend  to  the  housing  authorities* 
When  changes  in  the  Income  Tax  Act  in  the  1980s  left  the  tax-free 
quality  of  those  notes  in  question,  HUD  and  eventually  Congress 
began  to  shift  to  a  capital  grant  approach  under  which  appropri- 
ated funds  are  granted  by  HUD  to  housing  authorities  for  moderni-- 
zation  and  development. 

In  the  long  run  a  capital  grant  approach  is  less  costly  than 
a  long-tern  financing  approach,  at  least  to  the  housing  accounts. 
With  the  capital  grant  approach,  there  is  no  interest  cost  to  be 
subsidized  out  of  the  housing  appropriations.    For  example,  in 
the  past,  nearly  half  of  the  budget  authority  authorized  for 
public  housing  modernization  went  to  cover  interest  costs  on 
20-year  financing,  not  the  capital  cost  of  the  modernization 
improvements.     The  same  is  true  with  long-term  financing  for 
development  or  acquisition.    As  long  as  this  nation  remains  in 
debt,  it  is  theoretically  true  that  making  capital  grants  for 
housing  programs  does  create  an  interest  cost  for  the  federal 
government.    That  interest  is  paid  by  the  United  States  Treasury 
on  monies  borrowed  to  make  the  grants  or  federal  debt  not  paid 
because  the  grants  are  made.    However,  the  housing  programs  do 
not  get  charged  for  that  interest  in  the  accounting,  just  as  the 
CDBG  Program  does  not  get  charged  for  the  interest  from  the 
federal  debt  that  results  because  block  grants  are  made  to  the 
local  governments. 

A  long-term  financing  scheme  creates  other  costs  beyond 
interest  as  well.    These  costs  are  primarily  associated  with  the 
role  of  the  various  middlemen  who  raise  and  provide  the  financing 
—  the  bankers,  the  mortgage  brokers,  the  lawyers,  the  sacondary 
market  people,  the  securities  brokers  and  the  mortgage  insurers. 
The  costs  are  not  only  merely  the  cost  of  providing  income  to 
those  individuals,  but  also  the  cost  of  accommodating  their 
interests,  which  often  conflict  with  those  of  the  public  and  the 
residents  of  the  housing.     For  example,  in  part  the  loss  of 
privately  subsidized  units  problem  we  are  encountering  today 
arises  from  the  activities  of  mortgage  lenders  acquiring  mort- 
gages or  "subsidized  projects  with  the  intent  of  encouraging 
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or  at  least  taking  advantage  of  the  prepayment  of  those  mortgages 
by  the  subsidized  private  landlords. 

In  terms  of  the  federal  budget  process  as  well,  there  is  an 
advantage  in  using  capital  grants.    Ever  since  1974,  when  the 
Budget  and  Impoundment  Control  Act  was  adopted,  tl*3  long-term 
costs  of  all  commitments  authorized  by  appropriations  acts  must 
be  expressed  cs  budget  authority.    With  that  requirement  there  is 
less  of  an  advantage  to  use  long-terai  financing  because  the  cost 
of  that  financing  must  still  be  declared  up  front  at  the  time  of 
the  appropriation  as  budget  authority.    Indeed,  the  opposite  is 
the  case.     With  long-term  subsidized   financing,    the  budget 
authority  must  cover  both  principa"*    and   interest,   but  with 
capital  grants,  the  budget  authority  covers  only  the  actual  cost 
of  development  or  rehabilitation,     in  addition,  since  capital 
grants  avoid  the  necessity  of  a  guaranteed  long-term  stream  of 
subsidized  rental  income,  the  budget  authority  for  subsidies  to 
cover  the  operating  costs  need  not  be  run  out  over  as  many  years. 

If  the  federal  housing  programs  shift  to  a  scheme  of  capital 
grants,  however,  it  will  be  necessary  to  guarantee  long-term  use 
of  the  projects  built  with  the  grants  for  low-income  housing.  In 
the  past,  unfortunately,  the  use  restrictions  have  tended  to  be 
structured  as  part  of  the  long-term  financing  and  as  being 
coterminus  with  that  financing.     There  is  no  reason,  legal  or 
otherwise,  which  would  prevent  .ne  imposition  of  long-term  use 
restrictions  even  though  long-term  financing  is  not  provided. 
With  the  new  public  housing  grants  there  is  still  language 
commirting  the  housing  authorities  to  use  the  projects  for 
low-income  housing  even  though  they  are  not  receiving  annual 
contributions  for  capital  costs.    It  is  important,  however,  that 
the  restit^  stions  be  imposed  and  that  they  extend  as  long  as  there 
is  a  need  for  the  projects  and  the  projects  can  meet  the  needs 
effectively.     In  addition,   a  repayment  obligation  should  be 
imposed  so  that  the  inflated  value  created  by  the  original  grants 
will  come  back  to  the  federal  government  should  the  property 
later  be  used  for  other  purposes. 

C.      Avoid  Limited  Capital  Subsidies 

The  discussion  above  indicates  the  undesirability  of  subsi- 
dies that  are  limited  to  capital  costs  or  only  a  portion  of  the 
capital  costs.      Low-interest  direct  loans,  the  interest  reduc- 
tion payment  schemes  and  tax-exempt  bonds  are  examples  of  such 
past  and  present  subsidies.    The  federal  government  must  recog- 
nize that  such  schemes,  by  themselves,  do  not  provide  housing 
that  is  affordable  by  poor  people.     Because  of  the  greater 
sophistication  in  the  federal  budgetary  process,  we  have  to  view 
it  as  one  large  pie.    Monies  which  are  spent  (or  not  collected) 
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because  of  these  limited  capital  cost  subsidy  schemes  roust  be 
viewed  as  monies  which  are  not  available  for  subsidizing  the 
hou.ing  costs  of  truly  poor  people*    Revenue  which  is  dedicated 
to  a  Housing  Development  Action  Grant  or  which  is  lost  because  a 
bond  is  tax-exempt  is  revenue  that  is  not  available  to  subsidize 
the  housing  cost  of  low-income  people • 

The  only  way  to  avoid  such  diversion  of  scarce  resources 
from  those  who  are  most  in  need  would  be  to  irrevocably  link  the 
limited  capital  cost  subsidies  to  programs  which  provide  the  full 
subsidies  needed  to  make  housing  affordable •     For  example, 
tax-exempt  bonds  or  Housing  Development  Action  Grants  could  be 
limited  to  projects  which  not  only  accept  but  also  are  guaranteed 
tenant  based  operating  subsidies,  such  as  Vouchers  or  Section  8 
Certificates,  which  are  necessary  to  make  such  housing  affordable 
by  poor  people* 

D.      Replace  Teix  Shelter  Subsidies 

The  limited  cost  subsidy  prograuns  which  have  been  the  least 
effective  and  most  troublesome  in  the  past  are  those  linked  to 
the  Income  Tax  Code*    The  tax  shelter  subsidy  schemes  fail  almost 
every  test  of  a  sound  housing  program*     The  developers  and 
syndicators'   returns  are  paid  very  early  in  the  life  of  the 
building*     Their  interest  is  correspondingly  short-term,  not 
long-term*    With  the  tax  shelter  schcune,  the  financial  benefit  to 
the   investors   is   independent  of   the   successful  long-term 
management  and  maintenance  of  tho  project  and,  thus,  they  have 
little,  if  any  concern  for  vhose  goals*    Because  tax  shelter 
schemes  rely  upon  private  ownership  of  the  properties,  effective 
Icng-term  use  restrictions  do  not  get  imposed,  creating  the  loss 
of  units  problem  we  are  facing  today* 

The  reduction  in  cost  of  housing  for  each  dollar  of  income 
tax  revenue  which  is  lost  is  extremely  diluted  because  of  the 
indirect  method  of  providing  these  subsidies  and  the  exorbitant 
shares  extracted  by  the  developers,  syndicators  and  other  middle- 
men*    The  tax-created  subsidy  is  not  sufficient  to  make  the 
housing  affordable  by  poor  people  and  no  one  asserts  that  it  ever 
could  be*    The  tax  shelter  schemes  have  never  been  targeted  to 
poor  people  either,  not  even  in  the  present  low-income  tax  credit 
scheme  under  which  20  percent  of  the  units  are  supposed  to  be 
rented  to  families  with  incomes  beneath  50  percent  of  the  median 
income*     In  few  areas  of  the  country  do  incomes  at  that  level 
even  approach,  much  less  reach  the  poverty  level*    Finally,  tax 
shelter  schemes  have  never  been  coupled  with  sufficient  regula- 
tory power,  primarily  because  the  power  to  regulate  has  been 
conferred  upon  agencies  inexperienced  in  housing  matters  and 
disinterested  in  housing  concernp.    Most  important  of  ?11,  these 
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tax  shelter  subsidies  are  not  necessary  because  whatever  limited 
benefits  they  may  produce  can  be  just  as  effectively  created 
through  a  capital  grant  scheme. 

VII.     HOW  LONG  SHOULD  THE  GOVERNMENT'S  COMMITMENT  BE? 

One  of  the  major  problems  now  emerging  with  the  federal 
government's  housing  programs  is  the  expiration  of  the  govern- 
ment's commitment  to  subsidize  particular  housing  projects.  This 
problem  is  primarily  one  of  appropriations,  but  also  one  of  the 
nature  of  the  contracts  developed  by  the  federal  government 
agencies.    For  example,  the  funds  appropriated  for  the  Section  8 
Existing  Housing  Program  in  the  early  years  wera  appropriated  for 
a  fifteen -year  period.     The  appropriations  made  in  the  first 
years  of  the  program  will  soon  be  expiring.    When  HUD  received 
thoLe  appropriations,  it  entered  into  five-year  Annual  Contribu- 
tions Contracts  with  the  housing  authorities  to  provide  funds  to 
those  authorities  for  the  operation  of  their  Section  8  Existing 
Housing  Programs.    Those  contracts  get  extended  each  year  as  new 
funds  are  added,  but  they  still  have  a  five-year  cut-orf-  The 
monies  appropriated  for  the  project-based  Section  8  Programs 
originally  ran  for  terms  from  15  through  40  years.    The  early 
appropriations  are  also  getting  close  to  expiration.     In  addi- 
tion, more  recently,  the  appropriations  for  the  Section  8  Loan 
Management  Program  have  been  reduced  to  five  years  and  some  of 
those  recent  appropriations  are  reaching  expiration  stage  as 
well.    With  the  Farmers  Home  Administration  Programs,  the  appro- 
priations for  the  Rural  Rent  Supplement  Programs  were  originally 
five  years  and  they  have  already  reached  the  expiration  stage. 

This  experience  with  the  Section  8  Program  reveals  the 
importance  of  committing  the  federal  government  to  providing  the 
necessary  subsidies  for  a  project  as  long  as  that  project  is 
needed  for  low-income  housing  and  effectively  provides  such 
housing.     Thus,   for  projects  which  are  already  operating  as 
low-income  housing  and  for  programs  like  the  Section  8  Existing 
Housing  Program,  the  federal  government  must  commit  itself,  at 
least  morally,  to  renewing  the  appropriations  as  they  expire  in 
much  the  same  way  than  the  federal  government  has  committed 
itself  to  providing  benefits  to  Social  Security  recipients. 
Similarly,  if  a  new  program  is  to  be  created,  which  relies 
primarily  upon  capital  grants  and  on-going  tenant-based  operating 
subsidies,  a  similar  commitment  must  be  undertaken  to  appropriate 
those  funds  as  long  as  the  projects  are  needed  and  are  effective. 

There  is,  however,  a  budget  authority  problem  which  must  be 
addressed  in  formulating  the  nature  of  the  government  commitment. 
With  the  Section  8  Progreun,  when  monies  are  appropriated  to  meet 
15-year   commitments,   the  budget  authority  is  calculated  by 
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multiplying  the  amount  to  be  spent  annually  by  15  years.  In 
terms  o£  budget  authority,   long-term  commitments,  especially 
commitments  for  as  long  as  housing  is  needed,  would  appear  to  be 
exorbitant.     Expressing  these  long-term  commitments  in  budget 
authority  term,  places  housing  programs  at  a  disadvantage  when 
compared  to  other  federal  government  functions.    Even  within  the 
housing  area,  those  programs  which  carry  long-tenn  commitments 
appear  to  be  more  expensive,  because  of  the  budget  authority 
analysis,   than  those  which  have  short-term  commitments.  For 
example,  much  of  the  debate  between  Section  8  Existing  Housing 
Certificates  and  Vouchers  has  focused  on  the  increased  budget 
authority  for  Section  8  Existing  Housing  because  of  the  15-year 
commitment.     It  is,   thus,   important  to  develop  a  commitment 
scheme  which  does  not  produce  the  budget  authority  problems  now 
being  encountered  by  programs  like  Section  8  Existing  Housing  and 
previously  by  Section  8  New  Construction. 

It  is  possible  that  the  solution  to  this  problem  can  be 
found  in  the  history  of  the  public  housing  program.    The  subsi- 
dies for  that  program  are  divided  into  two  components:  the 
capital  subsidies  and  the  operating  subsidies.    Until  recently, 
the  capital  side  has  involved  long-term  commitments  and  budget 
authority  has  been  run  out  over  the  length  of  those  commitments. 
On  the  operating  subsidy  side,  however,   the  commitments  have 
always  bean  short-term  and  the  budgetary  authority  only  slightly 
more  than  the  outlays  in  the  first  year  of  the  appropriation.  In 
Section  9  of  the  United  States  Housing  Act,   the  government 
commits  itself  to  provide  the  operating  subsidies  which  the 
housing  authorities  need,  subject  to  the  availability  of  appro- 
priated funds.     In  a  sense  that  commitment  is  no  commitment  at 
all  because  the  Congre$>s  is  always  free  not  to  appropriate  the 
funds  which  are  needed.    Experience  has  demonstrated,  however, 
that  if  effort  is  put  in.  Congress  will,  each  year,  renew  the 
operating  subsidy  appropriation  to  provide  the  operating  subsi- 
dies needed  for  the  housing  authorities'  on-going  operations. 
With  any  new  programs,  as  well  as  with  the  expiring  appropria- 
tions under  the  Section  8  program.  Congress  should  make  a  commit- 
ment which  will  fill  the  twin  goals  of  ensuring  that  subsidies 
will  be  made  available ^for  projects  as  long  as  they  are  needed 
without  requiring  that  the  budget  authority  be  run  out  endlessly 
when  the  monies  are  appropriated.     The  model  of  the  public 
housing  operating  subsidy  program  might  provide  the  answer. 

The  need  '.o  renew  the  federal  government's  appropriations 
for  the  various  housing  programs  as  thsy  expire  raises  a  separate 
problem.     It  is  not  enough  just  to  renew  those  appropriations. 
If  the  goal  of  making  decent  and  affordable  housing  available  to 
all  who  need  it  is  eventually  to  be  achieved,  it  will  be  neces- 
sary to  approprxate  additional  funds  each  year  beyond  those  which 
serve  only  to  renew  past  commitments.    Unfortunately,  with  the 
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Farmers  Home  Adminiatration's  Rural  Rent  Supplement  Program,  a 
precedent  has  been  set  of  appropriating  only  enough  additional 
funds  to  renew  the  commitments  made  to  specific  projects  in  the 
past  and  not  enough  to  add  subsidies  for  new  families  in  new 
units.     It  is  vital  both  to  reverse  that  precedent  in  the  FmHA 
Program  and  to  enswre  that  the  funds  appropriated  to  renew  other 
expiring  appropriations  are  not  used  to  dilute  efforts  to  gradu- 
ally increase  the  supply  of  housing  available  to  all  who  need  it. 

VIII.     HOW  LONG  SHOULD  THE  LANDLORD'S  COMMITMENT  BE? 

Unfortunately,    the  design  deficiencies  of  some  of  the 
existing  federal  housing  progreuns  are  becoming  increasingly 
self-evident  now,  as  private  owners  seek  to  take  advantage  of 
conversion   opportunities.     Among   the   project-based  subsidy 
programs,  only  the  public  housing  and  nonprofit-owned  subsidized 
housing  projects  offer  much  promise  of  serving  low-income  fami- 
lies over  tlie  long  run.    These  long-term  commitments,  at  least  40 
years,  result  from  restrictions  imposed  upon  the  funding  that  was 
provided  to  PHAs  and  nonprofit  housing  owners,  as  well  as  from 
the  fact  that  these  groups  exist  to  provide  low-income  housing, 
not  to  make  profit.    Other  for-profit  housing  providers,  when  not 
restricted  by  the  funding  source,  naturally  choose  to  maximize 
their  return  whenever  possible  and  will  convert  the  projects  to 
more  profitable  uses  when  it  is  in  their  interest  to  do  so, 
regarCless  of  the  amount  of  federal  assistance  involved,  the 
effect  on  a  community's  low-income  housing  supply,  or  the  conse- 
quences for  the  residents  themselves. 

As  Congress  has  begun  to   recogni:-?,   HUD* 8  actions  in 
restricting  private  owners  only  to  a  20-year  commitment  in 
exchange  for  subsidized  insured  morttjages  was  a  critical  and 
costly  error.     Similarly,   HUD's  offer  to  provide  Section  8 
subsidies  to  a  project  over  a  long  term,  but  giving  the  owner  an 
opportunity  to  "opt  out"  at  five-year  intervals  was  also  a  major 
blunder,  corrected  in  1980  for  most  Section  8  projects.  As 
Congress  is  learning  the  hard  way,  picking  up  the  pieces  of  the 
crises  created  by  such  short-sighted  policies  is  very  expensive 
because  current  market-based  subsidies  roust  be  provided  to 
protect  tenants.    Portable  subsidies,  such  as  Section  8  certifi- 
cates or  vouchers,  appear  deceptively  advantageous  in  the  short 
run,  even  though  owners  who  accept  such  subsidies  are  typically 
not  locked  in  for  periods  longer  than  one  year.    However,  over 
time,  as  market  rents  continue  to  escalate,  che  cost  of  such 
subsidies,  if  they  are  to  remain  truly  affordable  to  tenants, 
will  rise  commensurately .     Therefore,    over   the  long  term, 
project-based  subsidies  that  carry  long-term  commitments  and  fix 
rent  and  subsidy  increases  below  full  market  rates  are  by  far  the 
roost  fiscally  responsible  alternative. 
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These  experiences  have  taught  us  that  subsidized  low-income 
housing  should  be  committed  to  that  purpose  forever  and  not 
limited  to  some  arbitrary  number  of  years.    The  only  exception  to 
this  rule  should  be  where  the  housing  provider  can  demonstrate 
that  the  housing  is  no  longer  needed  for  lew-income  use,  a 
situation  that,  given  the  growing  gap  between  need  and  supply,  is 
hard  to  imagine.    Another  possible  exception  to  this  perpetual 
commitment  would  be  if  the  provider  can  demonstrate  that  the 
project  is  not  effectively  meeting  the  housing  need,  in  which 
case  the  units  would  be  replaced  on  a  one-for-one  basis.  Should 
there  be  any  other  unfor,iseen  situations  where  perpetual  commit- 
ment would  create  an  extraordinary  obstacle  (such  as  ir^cetriev- 
able  dilapidation  or  an  environmental  disacter) ,  discretion  could 
be  given  to  the  agency  to  permit  removal,  so  long  as  one-Cor-ona 
replacement  of  the  units  is  guaranteed. 

This  same  principle  of  perpetual  commitment  ought  to  be 
applied  to  any  existing  projects  whenever  there  is  an  opportunity 
to  do  so.    In  the  future,  wherever  a  housing  provider  requests  a 
federal  benefit,  perpetual  use  restrictions  should  be  attached. 
For  example,  presently  whenever  a  PHA  accepts  operating  subsi- 
dies, the  low-income  use  restriction  is  extended  for  10  years. 
In  subsidized  projects,  whenever  additional  Section  8  funds  are 
committed,  or  whenever  HUD  grants  a  benefit  or  foregoes  a  right, 
such  as  providing  approval  of  a  transfer  of  physical  assets,  a 
work-out  agreement,  or  a  forbearance  on  foreclosure,  these  use 
restrictions  ought  to  be  extended  perpetually.    Only  in  this  way 
can  the  scope  of  the  problem  created  ^y  past  mistakes  be 
minimized. 

Finally,  federal  policy  must  preserve  those  units  that  have 
benefitted  from  federal  subsidies  in  the  past  but  are  now  jeopar- 
dized by  threats  of  conversion.     Congress  should  extend  use 
restrictions  for  those  unitp  presently  occupied  by  very  low- 
income  tenants  and  provide  owners  with  project-based  Section  8 
subsidies  to  cover  the  difference  between  what  these  tenants  can 
afford  and  some  near-market  rent  that  reflects  any  remaining 
financial  benefits  from  the  below-roarket  financing.     For  the 
reasons  discussed  above.  Congress  should  also  create  preemptive 
purchase  rights  and  provide  capital  grants  for  nonprofit  owners 
and  public  agencies  willing  to  dedicate  the  housing  to  very 
low-income  use  perpetUixlly.    in  the  long  run,  this  policy  will  be 
the  most  cost  effective  way  of  providing  housing  for  those  who 
should  be  served  by  scarce  f 2deral  resources  because  the  cost 
will   no  longer  be   continually  dictated  by  inflated  market 
returns. 
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IX.     HOW  DO  YOU  ENSURE  HIGH  QUALITY  MANAGEMENT? 

Housing  management,  especially  management  of  low-income 
housing,  cannot  be  left  solely  to  market  devices.  Standards  for 
good  management  must  be  established,  personnel  must  be  trained  to 
become  capable  oZ  implementing  such  standards,  adequate  compensa- 
tion must  be  paid  for  good  management,  and  appropriate  oversight 
and  enforcement  mechanisms  must  be  included  to  ensure  actual 
achievement  of  the  standards. 

From  experience,  we  know  that  many  of  the  units  under  the 
public  housing  and  privately  owned  subsidized  housing  programs 
have  suffered  from  poor  management.    This  is  true  despite  the 
fact  that  under  some  of  the  programs,  e.g. ,  project-based  Sec- 
tion 8,   adequate  funds  have  been  paid   to  provide  excellent 
quality  managemenr.    Definite  standards  and  oversight  have  been 
conspicuously  absent.     The  same  could  be  said  of  the  other 
privately  owned  subsidized  housing  programs,  such  as  Section  236, 
where  adequate  management  fees  are  built  into  the  basic  rent  paid 
by  the  residents,  but  due  to  the  absence  of  periodic  and  detailed 
review,  performance  has  been  substandard.    The  result  is  ulti- 
mately higher  cost  to  the  federal  government  from  poor  condi- 
tions, mortgage  defaults,  vacancies  and  eventual  foreclosure  and 
property  disposition.     In  privately  owned  subcidized  housing, 
there  were  efforts  made  in  the  1970s  to  improve  housing  manage- 
ment through  detailed  management  reviews,  but  these  reforms  were 
unfortunately  later  abandoned.     For  many  public  housing  units, 
there  are  neither  the  standards,  the  funding,  nor  the  oversight 
to  ensure  adequate  management. 

For  the  future,  federal  housing  policy  must  include  specific 
standards  for  good  housing  management,  developed  £ifter  consulta- 
tion with  management  and  tenant  groups.     Second,  in  order  to 
ensure  the  attainment  of  these  standards,  managers  must  obtain 
periodic  training  and  certification  of  their  capabilities  to 
manage  low-income  housing,  focusing  not  just  on  the  physical  and 
financial  aspects  of  good  management,  but  also  upon  the  rules 
governing  the  applicable  program  and  the  social  aspects  of  the 
job.    Third,  adequate  compensation  for  good  management  must  be 
built  into  the  subsidy  structure.     Fourth,  agency  oversight  of 
management  performance  must  be  on  an  annual  basis  and  must 
include  a  thorough  review  of  the  project's  physical  and  financial 
structure,  including  consultation  with  tenants.    The  regulatory 
mechanism  must  include  adequate  remedies  for  management's  non- 
performance,  including  the  withholding  or  suspension  of  fees, 
termination  of  the  agent  and  decertification  from  other  HUD 
projects  and  programs. 

Tenant  enforcement  devices  will  always  be  an  essential 
component  of  ensuring  management  performance.     These  should 
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conslst  of  rights  to  notice  and  comment  on  major  management 
decisions,  specification  of  tenants  as  third-party  beneficiaries 
of  the  regulatory  contracts,   establishment  of  administrative 
Channels  for  resolving  tenant  complaints,  and  the  recognition  of 
explicit  rights  for  tenants  that  are  judicially  enforceable  when 
management   standards  are  violated.     Tenant  participation  in 
management  should  not  be  limited  solely  to  a  notice  and  comment 
role.    Opportunities  for  tenant  management  corporations  should  be 
created  by  statute  and  regulation,  with  appropriate  standards  for 
certification  and  performance,  so  that  residents  can  control 
their  housing.    At  the  same  time,  however,  safeguards  must  ensure 
that  the  basic  rights  of  all  tenants  are  adequately  protected. 

X.     WHAT  SHOULD  THE  RESIDENTS'  RIGHTS  BE? 

People  deserve  to  be  treated  fairly  by  their  housing  pro- 
vider, whether  it  be  a  public  housing  authority,  a  private  owner, 
or  a  cooperative  of  the  resident     .hemselves.    Federal  housing 
policy  must  specify  both  the  min     m  standards  for  such  fairness 
and  the  procedures  required  to  ensure  that  those  minimum  stan- 
dards are  followed. 

Past  experience  has  demonstrated  that  the  standards  must  be 
made  explicit  by  Congress  and  the  agency,  in  order  to  avoid  a 
protracted  period  of  abusive  treatment  and  litigation  to  correct 
it.     Both  the  standards  governing  admissions,   rents,  tenant- 
management  relations,  and  evictions,  and  the  procedures  available 
to  tenants  have  been  the  most  developed  in  the  public  housing 
program,  and  therefore  abusive  treatment  nas  been  les&  prevalent 
there  than  under  the  other  programs.     In  contrast,  in  the  pri- 
vately owned  subsidized  housing  aud  Section  8  programs,  unfair 
treatment  of  applicants  and  residents  is  widespread.  Standards 
are  not  specified  in  sufficient  detail  and  meaningful  adminis- 
trative procedures  to  contest  unfair    or  arbitrary  treatment  are 
practically  nonexistent.    This  situation  exists  even  though  the 
federal  subsidies  for  some  of  these  units  can  cover  practically 
the  entire  cost  of  the  unit,  as  under  the  Section  8  Program.  For 
example,  courts  have  held  that  the  standards  for  Section  8  tenant 
selection  or  rejection  are  so  vague  that  it  is  not  even  worth 
having  a  mandatory  impartial  administrative  hearing  to  contest  an 
applicant's  rejection.     Private  owners  and  managers,  be  they 
profit-oriented  or  nonprofit,  cannot  be  relied  on  to  protect 
tenants'  rights  to  fair  treatment. 

At  a  bare  minimum,  federal  policy  must  ensure  that  people 
are  treated  fairly  in  the  admissions  process,  particularly  if  the 
housing  programs  are  not  entitlement  programs  spcn  to  all  who 
need  them.    Owners  must  demonstrate  a  good  reason  for  rejecting 
an  applicant,  one  that  is  directly  related  to  the  applicant's 
ability  to  be  a  satisfactory  tenant.     Insufficient  grounds  must 
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be  prohibited,  such  as  past  credit  transactions  unrelated  to  the 
landlord-tenant  relationship  or  past  landlord-tenant  disputes 
where  the  tenant  was  simply  asserting  legal  rights.    The  inquiry 
must  be  limited  to  whether  the  tenant  would  be  a  satisfactory 
tenant  and  capable  of  paying  the  subsidized  rent  level.  Appli- 
cants must  not  be  discriminated  against  on  the  basis  of  their 
income,  race,  or  any  other  status  category.    Rejected  applicants 
must  have  the  opportunity  for  an  administrative  hearing  with  an 
impartial  hearing  officer  who  has  the  power  to  reverse  manage- 
ment's decision.    Every  owner  must  have  developed  a  specific  and 
detailed  tenant  selection  plan   that  has  been  reviewed  and 
approved  by  HUD  or  FmHA  for  fairness  in  accordance  with  estab- 
lished standards. 

Housing  policy  that  dispenses  federal  subsidies  must  also 
require   a  grievance  procedure   for  an  informal  non- judicial 
resolution  of  common  landlord- tenant  problems.    Without  a  griev- 
ance procedure,   landlord-tenant  problems  escalate  to  an  often 
unresolvable  level,  producing  unnecessary  litigation  in  state 
evic'_^>on  courts.     The  required  procedure  should  resemble  the 
existing  grievance  procedure  for  public  housing.    Applying  such  a 
procedure  to  privately  owned  subsidized  housing  would  be  a 
significant   step   in  improving   landlord-tenant  relations  and 
reducing  the  arbitrariness  characteristic  of  many  projects' 
management.     These  procedures  should  also  be  used  to  contest 
every-day  disputes,    such  as  management's    failure    to  make 
requested  repairs  or  management  charges  for  alleged  damages, 
because  drawing  the  line  between  damages  and  ordinary  wear  and 
tear  should  not  be  left  exclusively  to  the  landlord.    The  griev- 
ance procedure  should  also  be  a  mandatory  forum  for  attempted 
resolution  of  all  eviction  disputes  because  it  is  more  accessible 
and  potentially  more  fair  than  many  state  eviction  courts. 

Evictions  from  housing  subsidized  under  any  federal  program 
must  be  only  for  good  cause,  as  the  courts,  the  Congress,  and  HUD 
have  all  now  recognized.     Required  standards  should  resemble 
existing  good  cause  requirements.    Additionally,  because  federal 
housing  is  a  need-based  program,   it  must  be  recognized  that 
low-income  families  occasionally  encounter  circumstances  where 
they  are  temporarily  unable  to  pay  the  rent,  and  therefore  good 
reasons  (e.g. ,  departure  of  a  wage  earner,  extraordinary  medical 
expenses,  or  temporary  delay  in  receiving  public  assistance) 
should  justify  a  nonpayment  of  rent.     Federal  law  should  also 
specify  adequate  notice  periods  for  nonpayment  of  rent  which  will 
allow  tenants  sufficient  time  to  cure  the  delinquency.  Notices 
must  be  factually  specific,  and  an  informal  hearing  should  be 
held  before  an  impartial  hearing  officer  prior  to  commencement  of 
a  judicial  eviction  so  that  all  untiecessary  evictions  can  be 
avoided. 


669 


28 


XI.     HOW  CAN  EFFECTIVE  ENFORCEMENT  AND  IMPLEMENTATION 
MECHANISMS  BE  DEVELOPED? 

It  will  no'c  be  enough  for  Congress  merely  to  create  a  new 
froinewory.  for  a  national  housing  policy.    Much  more  attention 
will  have  to  be  paid  to  the  mechanisms  by  which  those  policies 
will  be  implemented  and  enforced.     One  of  the  most  impressive 
things  which  our  work  teaches  us  repeatedly  Is  that  policies 
written  on  paper  i.n  Washington  are  not  easily  translated  into 
improvements  in  the  day-to-day  lives  of  real  people  elsewhere. 
Nothing  happens  after  Congress  passes  a  statute  unless,  and 
until,  federal  agencies  promulgate  regulations,  and  issue  inter- 
pretive handbroks,  owners  and  managers  are  trained  on  those 
handbooks  and  regulations,  federal,  state  and  local  officials 
step  in  to  monitor  implementation  of  those  policies  and,  in  soue 
cases,  courts  are  asked  by  progr2un  beneficiaries  and  others  to 
enforce  the  rules. 

In  the  development  of  federal  housing  policies,  attention 
must  be  paid  to  these  concerns.     Regulatory  powers  must  be 
conferred  upon  agencies  which  have  the  knowledge,   skills  and 
capacity  to  implement  and  enforce  the  new  programs.    One  of  the 
major  deficiencies  with  the  new  low-incomo  housing  tax  credit  is 
that  implementation  and  enforcement  responsibilities  are  focused 
upon  the  Internal  Revenue  Service,  on  the  federal  level,  and  on 
diverse  entities  on  the  state  level,  few  of  which  have  either 
housing  knowledge  or  housing  concerns.    The  power  to  implement, 
regulate,  and  enforce  must  be  conferred  upon  housing  agencies 
like  HUD  and  the  Farmers  Home  Administration. 

Even  that  is  not  enough,  however.     The  agencies  must  be 
given  sufficient  resources  to  develop  the  implementing  policies 
as  well  as  be  specifically  obliged  under  tight  deadlines  to  do 
so.    We  are  still  waiting  for  HUD  to  issue  regulations  on  the 
admissions  priority  for  residents  of  substandard  housing  and 
involuntarily  displaced  applicants  which  were  enacted  in  1979  and 
the   nondiscrimination  requirements   that  were  established  by 
Section  504  of  the  Rehabilitation  Act  of  1973.     Congress  must 
impose  regulatory  deadlines  on  the  federal  housing  agencies  in 
order  to  make  the  new  policies  effective  expeditiously.     It  is 
also  necessary  to  be  much  more  realistic  than  Congress  has  been 
in  the  past  in  appropriating  funds  to  the  federal  agencies  to 
carry  out  their  enforcement  powers.     As  the  Supreme  Court 
recognized  just  this  year,  HUD  monitors  the  activities  of  housing 
authorities  on  a  once  every  six  year  cycle  and  cannot  do  what  is 
necessary  to  create  even  a  semblance  of  reality  for  newly  formu-* 
lated  housing  policies. 

Given  the  widn  gap  between  the  federal  agencies'  monitoring 
and  enforcement  capacities  and  the  needs  for  such  activities. 
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Congress  should  also  confer  upon  state  and  local  government 
agencies  the  power  to  ensure  compliance  by  landlords  with  federal 
housing  policies.    That  is  not  to  suggest  that  state  and  local 
government  enforcement  should  be  viewed  as  a  substitute  for 
federal  agency  enforcement.    The  need  is  too  great  to  relieve  the 
federal  agencies  o*i  any  monitoring  and  enforcement  responsibili- 
ties.   Instead,  the  state  and  local  government  efforts  should  be 
structured  as  complements  to  the  federal  efforts. 

Even  more  important  is  the  need  to  allow  program  beneficia-* 
ries  —  applicants/  tenants,  homebuyers/  neighborhood  residents 
etc.  —  to  enforce  the  federal  housing  policies  in  court  and 
through  effective  administrative  processes*    Too  many  times  over 
the  past  ten  years  courts  have  refused  to  allow  tenants  and  other 
intended  beneficiaries  of  the  federal  housing  programs  to  enforce 
the  federal  housing  statutes  and  regulations.    They  have  done  so, 
primarily,  with  the  notion  that  Congress  did  not  expressly 
indicate  that  it  intended  such  private  parties  to  be  able  to 
enforce  the  federal  statutes  and  regulations.    Given  this  reluc- 
tance of  the  courts  to  »llow  private  enforcement.  Congress  must 
make  it  clear  not  only  that  it  intends  to  create  housing  rights 
for  poor  people,  but  alt;o  that  it;  expects  them  to  be  able  to 
enforce  those  ri^ghts  in  federal  court. 

XII.  CONCLUSION 

The  present  federal  housing  programs  must  be  modified  and 
expanded  and  new  ones  created  to  make  dectnt  affordable  housing 
an  entitlement  for  everyone  in  this  country  whose  income  is  too 
low  to  afford  such  housing*    Wiiile  we  move  to  acc<»2plish  that 
goal/  we  must  give  the  highest  preference  to  those  with  the 
lowest  incomes  and  those  encounter  the  highest  barriers  in  the 
private  market*    In  all  the  present  programs  and  any  new  pro- 
grams, the  rents  or  housing  payments  must  be  set  at  the  level  the 
residents  can  afford,  given  their  individual  circumstances.  Some 
reliance  can  still  be  placed  upon  private-market  programs,  like 
Section  8  Existing  Housing,  but  a  much  greater  shift  must  be  made 
to  project-based  programs.     With  such  programs,  the  greatest 
reliance  must  be  placed  upon'  public  housing  author it^les  and 
nonprofit  sponsors,  and  lit^^'*^,  if  any,  share  should  be  allocated 
to  for-profit,  private  d^s.^^opers*     The  subsidies  should  be 
structured  as  capital  grants  Accompanied  by  on-going  operating 
s  tbsidies.     Any  limited   capital  subsidy  programs,  including 
tax-shelter  schemes,   should  be  replaced  with  true  low-income 
housing  programs*    The  government  should  be  coimiitted  to  provide 
the  subsidies  for  as  long  as  the  housing  is  needed  and  useable 
and  the  owners  should  be  committed  to  sue    long-tena  ssa  restric- 
tions as  well.    The  rights  of  the  tenants  ^ust  be  made  clear  from 
the  beginning  and  sufficient  'egulatory  and  enforcement  powers, 
including  private  enforcement  rights  of  program  beneficiaries. 
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must  be  created  so  that  cho  renewed  national  commitment  to 
housing  can  become  a  reality. 

The  viev*«  that  we  express  are  not  shared  by  all  and  some  are 
not  likely  to  be  accepted.  Nonetheless,  it  is  only  through  the 
expression  and  consideration  of  diverse  and  often  opposing  views 
that  a  workable  set  of  programs  can  be  developed  and  implemented. 
To  do  that  will  bp  a  great  challenge  for  you,  as  leaders  of  the 
Senate  Housing  Subcommittee,  for  the  other  members  of  the  Subcom- 
mittee and  eventually  for  the  Congress  and  the  nation  as  a  whole. 
The  plight  of  the  homeless  and  the  poor  people  whom  we  represent 
on  a  daily  basis  demands  that  that  challenge  be  met. 


Respectfully  submitted, 


David  B.  Bryson 

James  R.  Grow 

Roberta  Youmans 

NATIONAL  HOUSING  LAW  PROJECT 


Acting  Director 
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October  5,  1987 


The  Honorable  Alan  Cranston 
Chairman 

Subcomaittee  on  Housing  and  Urban  A££airs 
SDOB  535 

Washington,  D.C.  20510 

Dear  Senators  Cranston  and  D'Amato: 

The  National  League  of  Cities  thanks  you  and  all  the  menbers  of 
the  Senate  Housing  and  Urban  Affairs  subcooaittee  for  inviting  us 
to  participate  in  the  development  of  a  new  framework  for  national 
housing  policy.    Indeed,  housing  is  one  of  the  top  three 
legislative  priorities  adopted  this  year  by  the  Board  of 
Directors  for  the  National  League  of  Cities. 

We  view  this  response  as  em  initial  step  as  your  coBaaittee  along 
with  interested  parties  like  NLC  begin  a  process  expected  to  take 
c'-2r  a  year  and  one  half.    We  anticipate  future  opportunities 
curing  this  process  to  share  our  views  and  reactions  to  policy 
proposals  v^ich  arise  from  this  process. 

The  League's  Community  and  Economic  Development  Steering 
Committee,  currently  chaired  by  Council  President,  Ruth  Scott  of 
Rochester,  New  York  is  the  group  which  primarily  develops  and 
proposes  housing  policies  for  the  organization  and  it  is  my 
understanding  that  this  committee  will  be  meeting  with  members  of 
your  committee  staff  on  October  16  to  continue  this  process. 

Our  members  believe  two  overarching  concerns  should  guide 
national  housing  policy. 

First,  federal  housing  assistance  should  be  directed  to  assist 
low-  and  moderate-income  households.    The  provision  of  safe, 
decent  housing  to  individuals  and  families  ^o  would  otherwise  be 
precluded  from  any  acceptable  shelter  must  be  the  foundation  of 
the  federal  housing  role. 

Second,  it  has  been  the  contention  of  NLC  for  the  past  several 
years  that  the  mechanisms  used  to  provide  such  assistance  should 
be  viewed  as  a  package.    Congressional  procedures  should  ensure 
that  tax  e:cpenditures,  direct  spending  and  credit  programs  all  be 
part  of  housing  policy  decisions. 


ERIC 


673 


The  Honorable  Alan  Cranston 
October  5/  1987 
Page  Two 


Priority  in  federal  housing  assistance — whether  provided  directly 
or  through  provisions  in  the  tax  code — should  be  given  to  meeting 
the  housing  needs  of  people  who  could  not  otherwise  obtain 
decent,  affordable  housing*    The  balance  between  monies  devoted 
to  low-income  housing  assistance  and  the  homeownership  provisions 
of  the  tax  code  should  be  reviewed* 

League  policies  as  adopted  by  the  membership  emphasize  the 
following  federal  roles  in  housing  provision  for  low-  and 
moderate-income  households: 

1*    The  provision  of  rental  assistance  in  the  form  of  cash 

subsidies,  to  help  low-income  renters  afford  decent  housing* 
We  believe  it  would  be  desirable  to  have  an  expanded  unified 
program  that  uses  Section  8  as  the  basic  framework  and  serves 
all  of  the  eligible  households* 

2«    Federal  programs  should  seek  rehabilitation  of  single  and 

multi  family  housing  units  and  additionally  continue  programs 
of  rehabilitating  public  housing  and  providing  for  special 
housing  needs  such  as  shelters  for  the  homeless*  Programs 
for  new  housing  construction  and  homeownership  should  also  be 
continued* 

3«    Continued  availability  of  a  mix  of  federal  housing  programs 
in  recognition  of  the  fact  that  no  single  programatic  focus, 
regardless  of  its  level  of  funding,  can  adequately  address 
the  diverse  housing  needs  of  low-  and  moderate-incwe 
Americans* 

Thank  you  again  for  this  initial  chance  to  participate  in  this 
most  important  process*  We  eagerly  anticipate  future 
opportunities*    Enclosed  are  two  NLC  housing  studies  and  a  copy 
of  the  League's  existing  housing  policies  and  resolutions* 

Sincerly, 


Cathy  Reynolds' 
Councilmember-at-Large 
Denver,  Colorado  and 
President  of  NLC 
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RBSOLUTZOH  #9 


WHEREAS, 
WHEREAS, 

WHEREAS, 
WHEREA3, 


C0KTZHUA7Z0N  07  FEDSRAXi  XORTGAGE 
ZKTERESV  StJBSZDY  PROORMI 


the  Federal  govemnent  has,  for  the  past  (juarter 
century,  provided  dovelopers  of  low*  zmd  moderate- 
incoae  housing  projects  with  aortgage-related 
subsidies;  and 

these  housing  projects  have  been  identified  according 
to  the  subsidy  progran  attached,  namely  HUD  Section 
236,  HUD  Section  «21(d)  (3)  and  FaHA  Section  515;  and 

as  an  inducement  to   for-profit  developers,    the  HUD 
Section    236    zmd    221(d)  (3)    progreuas    offer  mortgage 
prepayment  options  at  the  end  of  the  20th  year  and 
40-year  mortgages;  and 

as  a  similzu:  inducement,  the  FmHA  Section  515  places  no 
restrictions  on  mortgage  prepayments;  zmd 

the  U.S.  General  Accounting  Office  estimates  that,  as  a 
result  of  these  mortgage  prepayment  options,  as  many  as 
173,000  units  (50%  o£  total)  of  HUD  Sections  236  and 
221(d)(3)  housing  and  275,000  units  (100%  of  total)  of 
FmHA  Section  515  housing  may  be  lost  by  the  year  2005; 


IFORE,  BE  IT  RESOLVED  that  the  National  League  of  Cities 
urges: 

c  local  elected  officials  to  examine  the  potential 
impact  of  the  loss  of  low-  and  moderate-income 
housing  units  in  .projects  receiving  Federal 
mortgage  interest  sttbsidios; 

•  Congress  and  the  Federal  government  to  identify 
and,  where  nacesseury,  develop  incentives  to 
prevent  the  prepayment  of  Federally  subsidized 
mortgages  and,  in  so  doing,  retain  the  nation's 
stock  of  privately  owned.  Federally  subsidized 
low-  and  moderate-income  housing;  tmd 

•  state  and  local  governments  to  identify  and 
develop  similar  incentives  as  an  added  means  of 
preserving  this  segment  of  our  nation's  low-  and 
moderate-income  housing  stock. 


AnnadBusintssMtetxni  •  DeeembtrS,  i986  •  Sw  Antonio 
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RSSOLUTXON  #10 


WHEREAS, 

WHEREAS, 

WHEREAS, 
WHEREAS, 

WHEREAS, 
WHEREAS, 
WHEREAS, 


RENEWAL  OF  8BCTZ0H  8  REHTAL  SOBSZDZES 


Section  8  of  the  Housing  smd  Cozsmunity  Development  Act 
of  1974  provides  for  rental  subsidies  which  enable 
eligible  lov*-incoBe  families  to  afford  decent  quality 
housing;  and 

the  Section  8 .  rental  subsidy  program  has  been  a 
critical  and  effective  mechanism  for  achieving  the  goal 
of  a  decent  home  in  a  suitable  living  environment  for 
every  Americzm;  and 

the  demand  for  Section  8  subsidies  continues  to  exceed 
the  available  supply  as  housing  costs  escalate  and 
affordable  units  diminish;  and 

Section  8  certificates  are  used  in  two  ways:  (1)  to 
sttbsidize  unit  rents  in  "new  construction"  and  "sub- 
stantial rehabilitation"  projects  (project-based),  and 
(2)  to  subsidize  tenants*  rent  in  "existing**  private 
housing  (tenant-based) ;  and 

the  U.S.  General  Accounting  office  estimates  that 
betveen  880,000  and  l.l  million  "project-based** 
certificates  will  expire  between  the  years  1985  and 
2005  unless  renewed/  emd 

the  failure  to  renew  such  certificates  will  reduce  the 
already  low  supply  of  decent,  affordeible  housing  for 
low-  and  moderate-income  families  emd  threaten  the 
financial  viability  of  existing  housing  projects;  and 

Section  8  "existing"  certificates  are  increasingly 
being  converted  to  Iiousing  vouchers  with  5-year  rather 
than  15-year  contract  periods; 

:F0RE,  be  it  RESOLVED  that  the  National  League  of  Cities 
strongly  urges  the  Congress  and  the  President,  through 
the  Department  of  Housing  ai.U  Urban  Development,  to 
renew  Section  8  rental  subsidy  certificates  attached  to 
"new  construction"  and  •'substantial  rehabilitation" 
projects. 

liER  RESOLVED  that  the  National  League  of  cities  opposes 
the  conversion  of  Section  8  "existing"  certificates  to 
housing  vouchers  and,  instead,  urges  their  extension 
for  full  15-year  additional  period. 

Approved  by  the  Membmktp  of  the  Nadonal  League  ofCitus 
Annual  Business  Meedftg  •  Dectmhtr3fl9B6  •  Sen  Antonio 
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3.03  Housing  And  Keic^iborhood  Oonservation 

A.    Hoising  and  Keic^Uborhood  Ocnservation  Ndods  and  Gods 

Niels  gozd  is  a  decent  hcoB  in  &  suitable  living  envdrcnaent  for  every  Aioerican.  But 
between  this  goztl  and  «3cisting  ocnditions,  thore  lies  a  significant  gap:  too  sazv 
Asericans  live  in  inadac^iiate  dhMllingps  in  dstariarated  noighboxhoods  and,  for  too 
fisany,  the  ooct  of  deoent  housing  is  beyond  their  noans, 

Tb  close  this  qsp,  KIC  advoates  the  fbllouing  goUnien  with  regard  to  housing: 

Hcusing  Oonservaticn  and  Koducticn 

o      inczeased  ciirhasis  on  ocnservation  of  tha  esdsting  housing  stocJc 

o     an  adeqisate  level  of  nsv  housing  ocnstruotioi,  especially  for  lov  and 
ficderate  incaaa  people,  the  elderly,  and  the  handicapped 

^)ecial  Housing  Kaeds 

o     effective  and  sufficient  assistance  to  seet  the  housing  needs  of  those  \Aio 
cannot  otherwise  afford  decent  housing 

lha  locational  Dioensicn  of  Housing 

o     strengthened  efforts  to  ensure  a  range  of  housing  opportunitiGs  to  all 
Americans  without  regard  to  inocraa,  race,  sex,   or  age 

o     effective  incentives  for  city  housing  investiaent  and  an  end  to  **"suburban 
sprawl' ' 

Ihe  liocal  Govemsent  Rsle 

o     a  strayj  role  and  adaguate  resources  for  local  govoncents  in  solving 
housing  probleGS 

m  the  latter  half  of  the  1980'S;  the  housing  needs  and  problcDS  of  lov-  and 
Eoderate-inocoa  Azooricans  represent  a  crisis  of  national  proportions.  Oontributing  to 
the  cr^ticn  of  this  crisis  is  a  occbinaticn  of  forces  in  tha  general  eocnco/, 
specific  trends  in  private  housing  Bsarkets  and  changes  in  p-ftilic  poli^. 

Together,  these  crisis-ccntributing  factors  threaten  the  ocntiiued  availability  of 
decent  goality  housing  for  lo^  and  nsderate-inccne  persons  and  gkiso  the  cost  of 
available  units  to  inonease  significantly.  As  a  consequence,  local  gwaiinamits  today 
face  severe  prcbleaas  azaong  Xcw-incctse  renters,  the  nest  severe  being  the  growing 
problem  of  hcraslessness. 

De^ite  a  wide  array  of  innovative  efforts  and  initiatives  by  states  and  l^jcsi\ 
govem:2?jtts,  there  roaains  today  an  irrpplacnhle  role  for  the  Fodoral  GoverrBoent  in 
addressing  the  mition's  housing  needs.  The  prij&ary  esphases  in  Federal  housing  policy 
should  be: 
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1.  Iha  provision  of  rental  assistant,  in  tha  fora  of  cash  subsidies,  to  help 
Icw-inocna  zwtsri  afford  dftcaKit  haiadng; 

2.  ihe  rahabilitatloi  of  «ingU-fteily  and  aultl-ftoily  housing  units; 

3.  lha  ooitinLiatljcn  of  porograns  for  nov  housing  ccRstructicn,  haaounBrshipr 
r^ubilitaticn  of  piblic  housii^  and  qpocial  housing  needs  tucb  as  ibtltsrs 
for  tha  hcnslMi;  and 

A.  Ihe  (xrtimtd  atvailabiHty  of  a  aix  of  f«3«ral  housing  program,  in 
recognition  of  tfas  tact  tbat  no  singls  yniMji^niiti^tl'''  fbcus,  ragardlsss  of  its 
levri  of  funding,  can  adagostsly  addriss  ths  divvrss  hoiing  nMds  of  low- 
and  scderats-inocQS  Jtearlcems. 

NIC  wants  this  nation  to  haw  a  vigorous  privRts  sector  housing  indurtry  that  will 
ooitrihutA  to  achlsving  tfasse  housing  goals,  FUrthszsss,  mc  smorts  f«dml  sfforts 
to  inplfenient  thess  housing  p61iciM.  'Ukm  togathnr,  tbs  totality  of  f*d«ral  prograsa- 
-if  apprc^jrlately  strwiLjUjiHttJ  and  aifplmt*!,  if  adKjtaatsly  funded  and  sffsctivsly 
ijzplesaented,  and  if  aoocB|3eniad  hy  ad«|jats  jcb  cnxutunity  and  inocna  ndntmn» 
procprass  for  thoss  in  naad-vould  givs  proniss  of  rtaching  our  housing  goals.  OhiSft 
prograas  sust  bs  sff activsly  ooordlnBtsd  vith  ocmitmity  and  oocnaic  dcvslcooaxt 
progrzuas  to  achievs  an  intsgratsd  ^iproacb  to  neifjhboifaood  ocmervatlcn. 

B.    Housing  Oonssrvaticn  and  £%oduction 

1.    Balanoo  of  Knrtirf5.cn  and  oovsrvaticn 

A  bdanoa  of  product  icn  and  oonMrvatlcn— gearad  to  tfas  naed  of  local  hOMim 
narkets— is  naoassaxy  in  fsderal  pbliciss  end  pxograss.  An  adegoats  level  of  nov 
ocnstructicn  is  reqiiwd,  eqsedally  fdr  low  and  soderata  inoaaa  people,  tha 
elderly,  and  tbs  handloesped,  and  to  saet  tfas  needs  of  a  growii^  population. 
Along  with  effdrts  to  naet  these  needs,  conservation  and  better  \»e  of  the 
existii^  stock  of  udaan  housing  ihould  be  a  tcp  iidarity. 

There  is  an  urgent  need  to  conserve  rental  units  and,  in  »my  hoxdng  MrSoats,  to 
increase  the  sucply  of  affdrdable  rental  units,  m  would  8C|:cnrt  a  careful 
strategy,  invdlving  several  epgrcedOM,  that  would  assist  low,  uderate,  and 
middle  inocoe  fmi^.^es  to  deal  witii  this  psxbl«n.  Such  a  strategy  itoOd  include 
tax  policy  and  e:;p«)diture  programs  that  will  (a)  enoourage  vdnbmnoe  of 
existing  rental  housing  resouroes  and  rehabilitation  of  sUbetaxvSard  and  abcodcned 
units,  (b)  provide  Incwitives  and  rsaove  dlsinoantives  fbr  production  of 
affordzkble  rental -units  in  dtios,  and  (c)  ensure  that  rental  units  assisted 
under  eudi  progncns  can  be  nalntainad  and  will  reaain  viable  over  the  icngsr  run. 
Middle  inoona  aspects  of  this  strategy  should  not  involve  direct  gi^i^ios  but 
rather  should  provide  changes  in  allocaticne  vlthin  tl»  padvate  long-term  czedit 
Fiurkets  to  assure  greater  Bvailabllity  of  peraanant  financing  for  naw 
oonstruction  in  dties. 

NLC  supports  locally  adsainistered  pxograi&B  to  provide  inoentives  for  housi:^  tar 
codcrata  and  lew  inocoa  people  such  as  zmjLjsge  revenue  bends  to  provide 
rehabllltat<jon  and  new  oonstruction  loans  for  such  ])eople. 
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2*     credit  FxogrBZDS 

NLC  si^:ports  ocntiiuatixxi  of  ax±i  credit  ptrxnnnr*  as  those  carried  cn  by  tlM 
Federal  Haislug  AdministratlGn,  thus  fsrasrs  Hcoa  Adninistraticn,  tha  Veterans 
Mainistzaticn,  the  Federal  and  Govezment  Haticnal  VarteqsQd  Associatlcns,  and 
the  Federal  Hcce  Loan  Mortgage  OorporatiGn.  ^Ihese  yiujiam  are  an  integral  pert 
oi  the  natixn's  housing  finance  syvten,  ihey  nist,  thetrefore,  be  oriented  to 
serve  better  the  needs  of  older  city  areas  and  of  persons  vho  wish  to  live  in 
older  <^«llings.  We  urge  flexibility  in  ccc»5fteration  of  m  and  VA  guidelines 
that  will  address  local  needs. 

High  interest  rates  and  deregulation  of  the  nation's  financial  institutions  have 
cccbined  to  undezaine  the  structura  of  housing  credit  SEudcets.  ffe  are  oonoermd 
that  fiortgage  credit  be  available  to  oonsuners  and  d9Vcao|)ers  of  housing  at 
affordable  rates*  We  therefore  sifport  the  establishment  of  neans  to  direct 
capital  into  mortgage  funding  and  to  ensure  affordable  rates  for  rat  constructed 
units,  najilsition  and  rehabilitation/  and  hone  ifiprovetaents.  These  affordable 
rortgages  should  be  used  for  units  that  are  not  pribed  significantly  above  area 
nodians* 


3.  Rehabilitation 

Federal  housing  r^iabilitaticn  pi-ogi-aas  should  be  es^anded  and  strengthensd.  Thay 
shculd  be  sufpleoented,  as  needed,  by  social  services  and  by  hsae  ounership  and 
bona  maintenance  counseling.  Housing  rehabilitation  ia  a  critical  cunxjiKiiiL  of 
local  ocBaounity  revltallzatlcn  efforts.  NIC  strongly  msppcact*  uajor  (ss^sanslon  of 
the  Section  312  program  and  urges  that  its  adi&inistration  reEBsdn  fleadble  and 
avoid  burdenscoe  eamarking  for  special  categories  of  need*  Any  bcsusing 
rehabilitation  prugian  should  serve  th9  full  range  of  rehabllltatlcn  meds— 
single  family  and  wlti-family  units,  as  veil  as  buslnaes  properties— and  Miould 
be  recognized  as  one  Vdhicfa  addresses  itself  to  preservation  and  rehabilitation  of 
the  housing  stock  as  pert  of  a  broader  neighborhood  rsvltallzatlon  effdrt,  rather 
than  as  a  ptograa  to  subsidize  individuals. 

Wa  siQ^port  federal  incentives  for  ir£zeasing  the  energy  efficiency  of  bousing. 

4.  Abandonzsent 

Additional  effort  Is  needed  also  to  elisinate  the  large  noabers  of  abandoned 
housing  units  vjhich  eooert  a  retarding  influence  on  coBcunity  isfaxr^emtt  efforts 
and  to  caiveit  those  liabllltlee  into  ocpartunitles  to  fbetsr  hcBBounBrship 
through  hoaestsadlng  progrtcas.  In  sone  cities,  the  federal  gcvenvsnt  Is  the 
bic^est  slum  landlord.  It  Is  urgent,  therefore,  that  the  federal  govemnent 
rev'lse  and  sizzplify  its  rules  with  xecpect  to  all  federally-owned  abendonad 
housing  to  persnit  appropriate  and  quick  reoedial  actlcn  by  local  goverments.  It 
should  incDdase  funds  available  for  hcmesteadlng  projiarw  and  should  nOoa 
fiunicipally-ouned  and  VA  units  eligible. 


Finally,  ccctpr^tensive  housing  ocneervatlon  and  vobabUitatlon  regoires:  the 
occsdtzent  and  support  of  the  nation's  leading  industry,  vhlch  nist  devote 
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greater  rgscuroos  to  t:»  hcusJbg  nrads  qf  deoyi*^  nBlfjhborfaoola?  tax  Inoontivee 
for  oonservaticn  and  whabilitation  that  ef f>7tlvtly  occpcta  vitii  IncOTtivos  for 
the  ocnstrvctlcn  of  new  housing?  ani  ccntlnued  eavalc^rorrt  of  tha 
zt^iabilit/iticn  inl»tEy  thorough  8uch  tActml?^  as  noxkat  a^gregaticn  anS  gsall 
busin^sa  and  xinorlty  iet*«^id^. 

C.    Spocied  Housing  Kaads 


1*    Assistod  Housing 

Ihe  hcusi2^  aarkM:  is  in  a  crisis  cituaticn  ani  particularly  it  does  not  met  tte 
needs  of  certain  gco^c.  ohe  poxblMi  is  •^)ecially  acuto  for  those  -^ftxx^  inoooe 
is  not  adegoate  for  tbn  to  purciiase  decent  bocsing  at  »ar]7>t  prioas.  ihese 
hous^lds  shculd  bs  vttitled  to  bousing  assistanoe  tlax^  jTeder&l  i*2A  state 
prograaoB* 

Of  particular  ioportanos  are  federal  subsidy  ptograss  ^AkLdtx  aid  in  the 
oonstruction  of  bousing  for  peccOe  with  low  ani  saocSerate  inocnB,  the  elcArly,  ani 
the  haniicapped.  Ibese  progrsne— particularly  IXJD*s  Section  8  bousing  asei^^anoe 
prograns,  fublic  bousing,  Famars*  Haat  Adminlstraticn  progrsDS,  ani  tbe  Ijutt:lng 
for  the  elderly  prDgra&--pQRvide  tb9  only  sources  of  new  bousing  for  ti»ee  Wx) 
are  unabls  to  obtain  bousing  vitbout  federal  assistanoe.  VIC  'U^^ortB 
substantially  higher  Icnrels  of  fUnSing  for  these  critical  housit^  ptodboticn 
progra&s  and  urges  the  Oongrass  to  provide  aalti-year  funding  to  assure 
continuity  ani  to  facilitate  public  and  private  planning  and  camtEUctioi 
efforts.  Hare  qpecifically,  \m  urge  the  fedaral  oovernDent  to  provide  ttSeqpate 
yiu^aia  levelst  400,000  BOD  uni^  armally,  eq;porticmd  anong  rm,  reb&bilitation 
and  esdsting  unit  siit»1dies  acocording  to  the  aggregated  Houting  Assistanoe  Plaxm, 
ani  200,000  units  amually.  m  aMitlon,  boneounership  abould  be  enuAiraged 
thrc;igpti  low  interest  loans  and  other  siiboidy  programs  to  vOoa  bne  ouMrvhip 
possible  for  thoss  lew  irccne  groups  nov  r&i^egated  totally  to  living  in  mtal 
units. 

Ihe  Section  8  prograa— incliding  its  new,  nbabilitated  and  existing  bousing 
eloQcnts—vill  main  lapoitant  foe  cities.  A  aoca  accurate  assesaaent  of  fair 
narket  rents  abould  be  mde  fbr  ipecifio  areas  rather  than  for  lulti-county 
areas,  and  fair  aarSoat  renta  abould  be  freqiiontly  &s  a  ntter  of  course 

during  tines  of  inflaticn  in  ocder  to  oaqpmsate  for  and  take  into  aooount 
increased  costs  of  bouiing  production  and  qperatiai. 

Ihe  lew-rent  public  housing  progreot  provides  decant  bousing  fbr  alUiom  of 
Icv-inccne  peo^.  Much  of  this  bousing^  however,  is  not  energy  effldwit  ani  has 
beccraa  seriously  detsriorabed  after  aary  years  of  intensive  use.  Highast  priority 
abould  be  given  to  federal  sn^lAiec  «bicb  are  nested  on  a  continuity  basis  for 
operating  subsidies,  sndemiratico  of  units,  aeSdng  the  units  energy  efficient, 
and  tha  proviaicn  of  social  services  (including  oounscllng  and  financial 
Danagaaont}  if  the  nation's  iiwestaent  in  this  iipoitant  source  of  bousing  is  to 
be  protected.  Ocngress  ebould  fulfill  its  oooAitnent  to  provide  funis  to  replace 
inccD»  lost  as  a  result  of  tbe  Brooks  aaendnant  to  P.L.  93-383.  in  new 
construction,  design  of  pidalio  bousing  projects  should  nore  closely  correspond  to 
the  needs  of  the  irbabitanta.  Finally,  public  bousing  sust  not  be  considered  tba 
housing  of  last  resort.  It  xaust  be  tttalnlstered  in  such  a  way  as  to  avoid 
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oonoentratlcn  of  fiaillM  with  pcdOw  ralatlnj  to  otben  andln  «xh  a  es 
to  rft-assign  such  itei  motMixy* 

fttlli**  vithout  adaqixattt  inooDa  haw  not  r«3aiv9d 
cuff  Iciffxt  attoTtiai*  aha  fcdaral  gcvacTMnt  ahould  asesnlna  existing  promm^ 
3^)aciAUy  Sactioi  8  anA  oMic  bcualng  and  Maxal  aaslatanca  to  proKyba 
omership  for  lew  inocna  CDodliaa-to  flnl  Jaattar  usya  of  Mstitn  tfacM  naada.  If 
exiatlng  prcqaatm  (So  »3t  xiat  tfaa  ntadbi  of  lazga  famlHas,  va  sii^part 
is{}lenentatlon  of  progpm  Xavals  and  pcograa  BOdificaticro  that  vill  Mot  thooa 
needs. 

prograi  of  bEualn?  "•^oucharm*  •  to  halp  pooc:  paqpla  aftotd  daoant  bocMlng  wy 
ba  a  uaaful  adiitlon  to  tba  axzay  of  aaoistad  houiln?  pioaxw.  Bub  a 
dcnand-aixJto  apiaroach  wlU  iwt  li|?8xwa  althar  tha  quantity  or  quality  of  MOinj 
units  awailabla  to  poor  paqpla;  it  mist  ba  ix^'aMRtad  alongaida  maceam  for 
prodii^tiGn,  nhabilitaticn,  and  aalntmxsa  of  availing  units  for  pocr  paGpla  as 
wall  as  anfGoroMnt  of  antiodlscriainaticn  laws*  itm  ocBbination  of  tfataa 
diffcrant  approactMS  abould  vazy  aooceding  to  tba  naads  of  Irr^  baming 


Oba  federal  qovaznunt  now  bas,  in  affact,  tuo  (tend-slda  sidasldy  laogiaM  fdr 
lcv>inocna  bauacholds:  Section  8  oartifioatas  and  "•^oKben.**  Vfe  baliava  it 
vculd  be  prafaxabia  to  have  an  expanded,  unifivl  pivx^iaa  that  vmm  SecAion  8  as 
tha  basis  fraasuozk  and  that  aecves  all  of  tba  aligibla  hcxMtxOds.  A  peyaant 
atandlazd  can  ba  sqpptopriata  but  only  if  it  is  aat  realistically  at  adeqiate 
levels,  m  order  to  aaeura  that  aaaistanoa  isptovas  the  quality  of  hawing  for 
the  roc^iant  faally,  tba  Section  8  Housing  Cuality  Stazdazds  or  ^iIT^1r»,^>^^♦  local 
standai^  if  they  ara  hl^mv,  wist  ba  aiyllcabla  to  the  units*  PUrtber*  slnoe  tba 
puzpooe  of  tba  siibsiESy  is  to  assist  in  tba  af fordability  of  housing,  tba  aocnaaio 
dynamics  of  each  hcuslx^  aaz)cat  neoacsitata  tfaat  adjustants  in  tha  z«cipi«it*s 
level  of  aaaistanoa  and  tha  juriidictim*a  peysant  standard  ba  »da  on  an  anual 
basis*  Asaistanoa  peyaMRta  on  bihalf  of  a  tarant  family  ahould  ba  »da  dizacay 
to  the  landlord  the  HA.  Proper  and  efficient:  atftiinlstration  is  a  Jcay  to  tba 
cuoocss  of  eny  bcuaing  progranj  it  is  ijiperaUva  that  adequaU  adklnistxaUva 
fees  be  given  tba  Rsblic  Housing  Authority  to  insure  suoo«isful  piu^aa 
cperatlcn.  To  ba  Mooasaful,  tba  pioiy.att  also  requires  affectiva  outzaadi, 
cGunseling,  and  fair  housing  suqppcft* 

Vte  support  onactaent  of  an  ad^auataly  furried  rental  housix^  production  and 
rehabilitation  px-ogiaa  that  is  hic|bly  tarcfeted  to  low  and  nodarata  inoons 
bcusdio]ds  and  that  provides  xuodajai  authority  to  local  ^ovemaenta  in  meting 
tho  needs  of  these  houstbblda*  Section  8  oartificatea  or  other  voxtieni  should  be 
act  aside  for  xisa  in  these  asslsbid  xmlts* 

Me  oculd  flifport  a  full-acala  housing  block  grant  that  would  provide  Modnm 
flexibility  to  local  ^pvamaents  in  LtpUBtentlng  bousing  aaaistanoa*  Until  an 
appropriately  structured  and  adequately  funded  hoiking  block  grant  is 
established,  howsvar,  all  other  ptmiaum  njst  ba  ratalnad*  Urxin:  aiiy 
clrcis3stanoQS,  p(±lic  housing  ahould  zoaaui  a  cqiarata  prograa* 

2«    Middle  moaae  Housing 

Ihe  increasing  ooata  of  housing  hove  created  prcblaai  for  even  mlddla-lnoceaa 
persons*  l^ille  those  prcblaas  deaeiva  and  require  public  attention  and  actions. 
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funds  and  cnargy  itculd  not  h%  <livtzt«l  to  tiMM  prchUEs  fixn  tha  funte  ml 
energy  rwtjilrad  to  aolvt  lofc^-  and  Kdntt-incxaaa  houilng  prchLn.  Nco-«Ub«iiJ/ 
approadiM  chould  ba  nsnlntd.  Qp«dal  «tt«iticn  itoOd  oivm  to  th«  nMd  to 
OGntxol  bcuslng  csorts  through  g1n>Mf1nBl-1m  of  hxaii^  telgn  r^galtuBWiti 
other  chancpM  In  ragulatim  that  vat  incur  iimic—iMy  coats  ml  tfaroi^ 
alterr^tivt  financing  SMdianlju  that  bsv*  adaquata  cxxwMr  safaguaxtlto.  Sinca 
substantial  housii^  stimirttss  ars  tlzsady  availahls  to  aiddls  inoons  boiMiteldi, 
further  subsidiss  should  bs  dirscttti  at  thaoft  housihslds  only  to  adOsv*  othir 
goals  besixies  hcusin?  affonSabilityt  snocuragl/v^  then  to  livo  in  citias  cr  to  um 
existing  hcusing  that  would  othtivdss  ba  vostsd. 

Housing--r«l3t«l  Ssrvioss 

Bricks  and  uctar,  by  ttemlvss,  are  not  suf ficiant  to  iqpgcads  tha  qoaUty  of 
urban  lifs  for  city  rasidants.  Busin?  \ii\j^tm  sust  induda  pravislcra  for 
Icng-teta  w^partiva  ssrvioM  fdr  Joh-  and  sxSacrata^incaia  oonyanU  and 
nsfloc.iatad  si^pportiva  saxvioas  to  craota  and  aaintain  a  baaltliy  physical  and 
social  neighboxhood  anviromsnt.  Particular  attantioi  should  ba  diractad  touard 
the  piGblaas  of  aocnaically-dopcndant  singl^-parsnt  fsailiss,  tha  aldarly,  enl 
largo  faaillas. 

"♦•Ca3hij^-0ut» » 

}!cusing  proy.aDS  ha^>  achievs  otbar  goals  budjdas  inccns  tramfer.  Ftqpcsals  to 
••"cash-<Mt» »  hcusing  prograao  for  walCara,  without  tha  addition  of  a  vast  mw 
ascunt  of  scnias  to  tha  walfara  systaa,  would  how  a  nagativa  affact  on  tha 
of  forr  to  provida  dacont  bousing  fdr  averyona  and  wa  tharafora  ci^nss  th». 

Housing  and  tha  Tex  codo 

Priority  in  fadaral  housing  ascistanoa-^wbathar  provldad  dirrctly  or  throus/ti 
pxuvisions  in  tha  tax  cods— should  bs  given  to  Mating  tha  housing  naadta  of 
people  \to  Gould  not  otharvlss  cbtain  docmt,  affordabla  bousii^.  lbs  balanoa 
between  aonias  davctad  to  loh^-inocna  bousing  asaistanoa  and  tha  taMountzihip 
pxuvisicns  of  tha  tax  coda  i^hould  ba  rsvlauad. 

All  federal  housing  assistanoe,  including  that  i&ich  results  frcn  pxcvlslm  in 
the  tax  code,  should  ba  considered  in  a  bousing  policy  ocntaxt.  As  a  stap  in  that 
direction,  t«  leojiugil  that  tha  I^msi^nt  include  in  bis  budget  xeq^cMwt  and  the 
Congress  include  in  its  first  budget  reeolution,  en  analysis  of  tha  distribution 
of  all  housii^  aasistanoe  ansng  inoaae  classes. 

Revenues  realized  frca  changes  in  housing-related  tax  provisions  and  taa  housii^ 
expenditure  pn^yTuiB  ehould  be  usad  for  prodDction,  xehabilitation,  anl  housing 
allouancQS  for  low-inocno  housshdlds. 

Until  effective  altematlva  bousing  mj^y  and  f inancd:^  aech&ni&as  era  put  in 
place,  the  prcoont  tax  incentives  for  the  prodjction,  rohsbilitatlon,  and 
naintcnanos  of  Icvincooe  hcusing  ahculd  be  retained.  As  a  priority,  we  urge 
oontinuation  of  revarue  bonds  far  Mdti-faaily  rental  bousing.  Kith  regr^  to  all 
such  tax  inoentives,  ws  wppcat  isprovlng  thair  officisncy  and  ^  support 
isprcving  thoir  targeting  to  lower  inooae  households. 
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6.     Statos*  RalM  in  MMting  Bp^cial  Boiain?  MMds 

10  varying  d^jrmm,  ststw  hsv*  bMn  involvtd  in  pccvidii^  afwlitam  to  BMt 
spocial  tiMcte.  7bax«  ihciuM  not,  boMVwr,  b*  ary  gmxal  tnnsftr  of  xdlm  in 
foderal  bcuaing  piogr—  ftcn  Xooal  govszTMnts  to  statM.  Irmorar  as  vtots  rdlm 
(So  incTMM,  tha  stata  ahould  pcGvida  additional  mias,  itoOd  petTdda  £cr  its 
adainlstntive  ooeta,  and  ahould  ocnault  vitfa  and  obtain  agiaiuant  of  local 
gcvomoonts  thro^  tlsalr  stats  Iso^riss  in  dasigning  and  ijplMRting  tha 
progress. 

7*  Hcrelcasnass 

High  ujMBfiXoyBNnt  ratss,  poUdss  tOBC  da-irvtitLZticzvUixatlcn,  hjAjtfc  cuts  in 
social  ssrvios  p:t3graas,  and  othsr  fhrtnrs  h.^^  ccsbinsd  to  inonaass  t2M  njatxr 
of  Asjoricans  who  nasd  food,  clothing,  ibaltsr  and  toilst  facdlitias.  Ihrn  psopls 
ton  to  local  govstiMnt  for  assistanos,  supsdaUy  in  sMzgmciss,  and  thm 
prcbloas  baooos  wm  aoxs  aoits  in  tha  vintsr  acnths.  Tkmm  naads  awt  bs  wt  but 
local  TQVsnBsnts  ara  \nabXs  to  oaxzy  tbs  icowi^ing  burdm.  Tha  fadcial 
9='VQmamt  bsazs  xwponsibUlty  tat  seas  c2  tha  o>usas  of  this  incraasa  in  tha 
ru±er  of  hmsry  and  bcntlsss  Amrlcans.  Ha  urgo  tha  fadazsl  TMriMnt  to 
Bda)CMl«^  this  xsipcnslbiUty  and  to  ositinus  to  piwida  assistants  to  Iccal 
97^«maants  and  Xooal  partnarchlps  to  oddrass  tha  noeds  of  all  parscra  affactod 
^  hocaolaasnass. 

D.     Tha  Locaticnal  DlAmsicn  of  Hsusing 

Iho  National  Zsagus  of  dtiss  is  vary  ccexxmsd  with  tha  locsatlcnal  dijMntlcn  of 
hnising— tha  izpact  of  tha  plaoioant  and  availability  of  (MJii^  cn  tha  notuta  of 
Aaorican  ocmautiaa. 

1*     Growth  Pattaxns 

This  locaticnal  diMnaicn  has  two  aapacts.  rltst,  theza  is  tha  quastixan  of 
physical  growth  patbtms.  mc  mjuata  »*'s±uxben  mpasA**  and  disinvwtert  tnm 
cities  and  parts  of  dtias  bacsusa  thsy  undsxoxt  tha  vitality  of  axlsting  titben 
places,  lazTB  and  Mall,  and  bacsusa  thay  isnaoaasarlly  cqcwsh  valuabla  cpan 
^paoa  and  agricultural  land,  mc  ainjocts  ths  intalligvit  semTsMnt  of  cpxMtiti, 
including  housing  davalopDint,  fee  tha  puipoaa  of  sustaining  an!  i^pravli^  tha 
vitality  anl  quality  of  Ufa  in  our  nation's  dtiss. 

Fodaral  and  atata  pnlicias  not  dlzactly  or  indiractly  provida  inoKTtivaa  for 
qpr&vl  or  for  disinvastMRt  trm  citiaa  should  ravazsad.  radaral  airi  stats 
piYxjicaa  ahould  fovcr  tha  yilfi^asant  of  nsv  ocnstzuctJjon  in  alrattV^tevalopad 
uroas.  Tax  inoantivas  ahould  also  ba  vmd  to  anooucsgs  housing  invostasnt  in  nstf 
and  existing  buildinQi  in  distxaasad  azaas  of  cities,  Asgulation  and  othar 
ocntzols  of  bonSdng  and  tha  various  aTiwntts  of  tha  housing  induitxy 
coitinua  to  aova  toward  rwcval  of  barrlsrs  to  city  rainvaataant  and  iicntivaa 
should  ba  provided  that  fsvor  city  housing.  DlacriAination  against  city  lioosticm 
should  ba  raacvad  ftoa  all  typsa  of  inauranoa, 

nlddla  and  tfptr  class  zainvsstMnt  in  nais(hboehoods  cocurs,  pzoTisicns  wst 
be  Bada,  thztsugh  ths  isaa  of  hawing  peogtm,  for  low  and  Bodsrata  inocne  and 
aged  perscns       aza  potentially  dinplanad  by  rainveotaent. 
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2.    Hoosln?  CFpartxnltlts 

mocrS  mpkH  of  tb«  XocKtlcral  diMwlGn  of  hewing  1b  aocUl  andb&s  to&> 
vlth  4;pc^38  of  r«cplA  can  liv*  In  «£iich  plaoM  vlth  )dnte  of  citim 
Mult,  qppoM*  aU  toMln?  dlac3:lBi2v::tiGn  th&t  OmiIm  paopU  «7ua  iccm  to 
hcmlr?  cffcalmitL— ,  KXC  wnncts  «iactsv:t  anl  vigcxaM  cnfcccwit  of 
policlM  that  eavS  nqolrt  m  vldt  tsnga  of  housing  qppoetodtlM  fcr  all 
pcTKm  in  tha  cnaiity  or  mi^^tahood  of  tivlr  chcxlos.  Ma  htliaw  that 
oGoamitlM  hav«  >m  Aff  irvtlv*  rhll^Ktlco  to  ptravite  hcx»ing  cnxxtunltiM  fdr 
poqpl«  cf  Ul  s?x)a«,  «9Mi,  mdom,  «nd  Inocw*  Ha  Kypoort  anfccoMnt  of 
^.oascn&bU  ""taix  ihara**  tt^^Mvi—if.g,  including  teiUls  of  fateal  gaxgiaa 
runcU  to  casuUtlM  that  raflsM  to  pccNiOm  vtequata  hcusli^  f^  loif  and  sotenta 
incxaao  pacpla*  l«i  alao  anoouraif^  tha  fadaral  gcvanwrt  to  pcGvida  flwxzlLl 
inocntivaa  fco:  iayTmtatkn  of  aucti  «"£alr  wbaim^ *   jijMMiiti. 

sutvoita  a  noticnal  policy  fitvcorlj^  tha  prtnotlcn  and  pr«aarvaticn  of  houalng 
sariwts— and  nal5ftehccda---that  aqually  attract  hrriimJcaia  ftaa  all  j:fciol 
Sfrcups  and  do  ao     Mona  that  axpend,  net  Halt,  qi^lcna  for  lniivli3^7«. 

IOC  B^ycarba  attangthKwd  fadcral  law  and  anTaztanant  ptroaduzaa  against  ixxMiixj 
dlacrlainatlcn.  :iba  standard  of  pcoof  tar  dlacrlalnatloi  aixuld  ha  affact  (rvthtr 
than  Intant) .  KandlcBspad  pazvona  and  famlliaa  vlth  chlOdm  ahould  ha  pzotactad 
catogoriaa.  An  adalnlstratlva  law  judga  pnxailuii  ibauld  ha  tht  psrijxtry  MChanln 
for  adjudlntij^  .^Jidivld^  Cfxplftlnta  of  hsualng  diacrislnatlcn.  2h  «adltlai, 
tho  &c8cutlva  ^unA  should  ha  authorlzad  to  puraua  thrcus^  tha  oourta 
hcuslng  dlaa±idnatiQn  ccsplalnt.  In  csdtr  to  ha  f^l^M  aa  rr^twnM^  ^nd  thM 
to  njpeztvido  fadertd  loua,  atata  and  Icxal  lavs  aSxxOd  guarsntaa  "  zi^xts 

and  prosdda  algHnr  mdlaa  to  tha  fadcral  lev. 

t,     Iho  Tncgl  Goveznasit  Mm 

City  q^ixixxsAM  hava  a  aajcr  and  candal  itOa  to  play  in  actilavlng  tha  ratlm^a 
hcusirg  q^'ala.  IhU  ^  ho«i  Incxeealngly  txua  ainaa  tha  HGUsing  anl  Oocnaiity 
Dovalc^xaent  Act  of  1974  gractly  ati«<jUi«>sd  local  gov«im;ts*  involvmnt  in 
carrying  cur  fadaral  houalng  aaalatanoa  yaoyiaja  In  thr  ocntcxt  of  tha  localitioa* 
overall  occrunlty  davalcpaont  affects,  lb  cany  out  this  rola,  local  gcvaiiiMLiU  r> 
ha^>«  odoq^ta  rasouroaa  and  autharltlas  within  thoaa  fadaral  pzxsgma. 

Ihe  locally-preparad  Hsuslng  Assistanoa  Plan  (EAF)  providas  citias  vlth 
qportunlty  to  aaJca  such  >sy  houalng  dadsicna  as  tha  &lx  batuaan  xmt,  xahahilitat«jt 
and  existing  housing  to  ha  asslstad;  tha  typa  of  houoing  to  ha  huUt  or  utUizadj  anl 
tha  locaticn  of  asslstad  housing  units,  mc  balirvas  that,  vithln  hn»i  fadnal 
guldalinos,  thasa  dadsiona  mst  reoaln  at  tha  local  laval,  aaeoapt  for  ovar^xidlng 
roascra  cf  national  ii^xartanoa.  redaral  suggmt  is  nsadad,  houvvar,  to  halp  vJoa 
availahla  tha  datallad  InforBsticn  nsadkS  ^  InralltiiM  to  >e}ca  such  dadsicni, 
Infinaatlon  %tiidi  la  o£t«>  iittteiaata. 

nirther  fbdoral  and  loc^l  c^aarienoa  with  HAI^  avolva  Into  en  avan  broader  aM 
Boro  axtcnsivo  xtsla  for  local  graxmnts  In  carzyiig  out  reusing  assistanoa  i'" 
through  tha  davalciBent  of  a  housing  hlocSc  grant  progrea.  v>idar  such  n  hlodc  grant, 
local  Tavamasnts  ahould  pcovida  tha  full  zanga  of  housing  \>olst&noa  anl  aifpcrtii^ 
social  cervices  in  oonjiffctlon  with  tha  davalcpaent  activitxw  they  rcu  carry  out 
under  tha  OsccuUty  Davalcpaant  Blodc  Grant  progrsa.  KZC  10900  that  tha  fadsral 
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govomient  cxplorft  tte  f sasibility  of  a  housing  blodc  grant  piujiam  ttaoifx 
dooonstraticn  yiuyxaaa  in  mlmAmX  txcfaetn  arafts. 

Local  ^cvemnants  thnMlvM  oon  do  vxh  to  facilitate  housing  ocr»tn)cticn,  vmSooe 
housii^  ooots,  and  oonsazva  tha  cxiatin?  bcuaing  ctodc  tfarcugih  parioAic  v^xSating  of 
relevant  codes,  m  addition,  tonii^  Imm  iteuld  ba  carafUlly  aczutinixad  to  paxsdt 
oorjtruc±icn  of  hcusing  fdr  a  vide  range  of  inocoa  and  aga  groi^.  State  govemaents 
sbculd  receive  restrlcticni  that  pravont  local  goverments  tnxx  nsOdng  theee  and 
r^ated  iirpicvGBDents* 
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National 
teased 


HOUSING  POLICY  STATEMENT  OF  THE 
NATIONAL  LEASED  HOUSING  ASSOCIATION 


Preamble 


Al»'.ough  the  vast  majority  of  Americans  are  well-housed, 
severe  housing  problems  nonetheless  exist  as  evidenced  by  the 
following: 

-  The  ever-increasing  homeless  population,  estimated  at  from 
300,000  (HUD  estimate)  to  3,000,000  (estimate  of  housing 
advocates) • 

-  Large  public  housing  waiting  lists,  such  as  44,000  in 
Chicago,  60,000  in  Miami,  and  200,000  in  New  York  City. 

-  Low  income  .people  spending  too  much  of  their  income  on 
housing:    for  example,  one-thi^d  of  single  mothers  utilize 
75  percent  of  their  income  for  housing. 

-  There  is  a  large  gap  in  the  number  of  the  low-income 
families  and  the  housing  ava.'labl''^  for  them;  the 
Neighborhood  Reinvestment  Corporation  estimates  that  by 
1993  that  gap  will  equal  3.7  million  units  and  by  2003 
there  will  be  a  7.3  million  ^ap  between  the  number  of  low 
income  families  and  the  units  available  to  house  them* 

Thesp  housing  needs  are  familiar.    The  goal  of  the  Senate 
Banking,  Housing  and  Urban  Affairs  Committee  is  to  determine  the 
best  ways  to  meet  them.    We  understand  that  the  Committee,  and 
its  special  task  force,  will  be  re-evaluating  from  ground  zero 
all  existing  programs  as  well  as  exploring  all  new  alternatives. 
The  National  Leased  Housing  Association  also  utilized  this 
approach  in  preparing  this  paper. 

To  formulate  NLHA  policy,  our  president  appointed  a  special 
task  ^force  with  the  charge  of  taking  a  fresh  look  at  all  of 
today's  housing  issues.    We  established  the  following  procedure. 
First,  we  determined  the  various  categories  of  the  housing  needy 
in  that  different  approaches  must  be  utilized  for  varying  housing 
needs.    We  then  examined  what  programs  should  be  utilized  to  meet 
each  of  the  needs.    This  analysis  allowed  us  to  determine  the 
optimum  contours  of  any  new  housing  production  program,  as  well 
as  helping  us  determine  which  present  programs  should  continue. 

I.     Categories  of  HnngjnQ  NftPd 


We  identified  seven  broad  categories  of  housing  need  as 
follows: 

A.    Handicapped,  Frail,  Elderly,  and  Others  with 

Special  Service  Requirements 
B*    Other  Special  Needs  Categories: 
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1.  Farm  Workers 

2,  Indians 

3*    The  homeless 
4.    Very  large  families 
C.    The  rural  poor 

Very  low  income  urban  poor 
£•    The  elderly  poor 
The  working  poor 
G.    Moderate  income  groups 

II •    Tools  to  Meet  the  Needs 

Upon  analyzing  the  needs,  we  concluded  that  the 
te'Jezal  government  should  provide  four  basic  tools  to 
meet  them  -  the  present  Section  8  existing  certificate 
program;  continuation  of  such  categorical  programs  as 
rural  assistance  under  Title  V  of  Housing  Act  of  1949, 
Section  202,  Section  8  moderate  rehabilitation  and 
public  housing  on  a  limited  basis;  a  new  block 
grant  program  funded  off  budget  from  a  federal  housing 
trust  fund,  and  tax  incentives. 

Section  of  Existino  Prooram 

The  Section  8  existing  program  has  proven  highly 
successful.      Currently,  this  program  is  administered 
through  either  Section  8  certificates  or  vouchers. 
Although  there  are  significant  differences  between 
certificates  and  vouchers,  basically  they  are  very 
similar  programs  in  concept.    The  major  difference 
between  certificates  and  vouchers  are  that  under  the 
voucher  program,  a  tenant  can  *      higher  than  30 
percent  of  family  income  for  rent  if  the  family  so 
chooses  and  the  landlord  can  receive  more  than  the 
BUD-approved  fair  market  rent.    The  concepts  of  rent 
reasonableness  and  af fordability  are  included  in  the 
workings  of  the  certificate  program  and  not  the 
voucher  program.    However,  both  variations  rest  on  the 
sound  concept  of  utilizing  existing  housing  stock, 
when  available,  to  meet  low-income  housing  needs. 
Certainly  in  an  era  of  escalating  building  costs, 
preservation  of  our  existing  housing  stock  is  a  most 
sensible  and  necessary  approach. 

How  can  certificates  or  vouchers  be  utilized  to  meet 
the  seven  categories  of  need  outlined  above? 
Utilization  of  the  existing  stock  is  especially  useful 
for  meeting  the  needs  of  very  large  families  when 
rentals  are  available,  the  very  low  income  urban  poor 
again  assuming  the  availability  of  units  that  meet 
housing  quality  standards,  as  well  as  the  elderly  and 
working  poor.    If  decent  existing  stock  is  available, 
it  should  be  utilized  rather  than  building  new  housing 
for  verj  low  income  people. 


This  includes  rural  poor  whc  own  land  but  have  no  other 
liquid  assets*    These  *'land  rich**  families  should  qualify 
for  housing  assistance. 
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Other  CatgQorical  Proorams 

There  are  some  areas  where  there  just  is  not  a  supply 
of  existing  housing  available  for  low  income  renters* 
In  rural  areas,  this  is  especially  true.    For  that 
reason,  ve  favor  the  continuance  of  the  Section  515 
rural  rental  program  ao  well  as  the  Section  514  and 
516  program  for  migrant  workers.    Likewise,  in  many 
areas  there  is  not  a  sufficient  stock  of  apartments 
suitable  for  elderly  tenants.    Accordingly,  the 
Section  202  elderly  housing  program,  with  its  proven 
trach  record,  should  also  be  continued  and  targeted 
more  carefully.    The  Section  8  moderate  rehab  program 
effectively  helps  to  preserve  low  income  housing  and 
prevent  abandonment  in  urban  neighborhoods.  Finally, 
there  also  may  be  instances  in  urban  areas  where 
public  housing  is  the  only  feasible  method  to  increase 
the  stock  and  for  that  reason,  the  public  housing 
program  should  always  be  kept  on  the  books  and 
utilized  on  a  limited  basis. 

Housing  Block  Grant  Program 

We  have  stres'jed  the  need  for  the  continuation  of  the 
Section  8  existing  program  and  certain  categorical 
federal  programs.    However,  to  meet  the  diverse 
requirements  of  the  seven  categories  of  housing  needy 
described  above,  we  believe  that  a  program  that  could 
result  in  housing  production  is  a  necessity.  The 
problem  in  determining  the  proper  production  vehicle 
is  that  housing  needs  vary  locality  by  locality,  and 
that  it  is  impossible  to  state  on  a  national  basis  how 
scarce  housing  production  funds  should  be  utilized. 
Accordingly,  Congress  should  institute  a  Housing  Block 
Grant  program  (HBG)  to  provide  funds  to  localities  who 
in  turn  would  determine  how  production  dollats  could 
best  be  utilized  in  their  community.    On  a  macro 
basis,  production  funds  are  necessary  to  meet  the 
housing  needs  of  those  in  special  categories  such  as 
the  handicapped  and  frail  elderly,  especially  those 
neediiig  health  services,    selective  new  construction 
in  tight  markets  for  the  very  low  income  urban  poor, 
the  elderly  poor,  and  to  house  the  working  poor  in 
mixed  income  projects  receiving  a  shallow  subsidy. 
Block  grant  funds  could  also  benefit  moderate  income 
families  living  in  newly  constructed  mixed  income 
projects.    Also,  block  grant  funds  could  be  utilized 
to  assist  moderate  income  first  time  home  buyer  loans. 
Indeed,  localities  might  want  to  experiment  with 
convertible  certificates  that  can  either  be  utilized 
for  rental  subsidies  or  for  mortgage  payments. 

The  HBG  program  would  be  analogous  to  the  community 
development  (CDBG)  program,  setting  forth  standards 
and  requirements  to  be  met  before  any  funding 
allocation  was  m^de,  including  the  establishment  of 
state  and  local  housing  plan  requireaents,  fair 
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housing  requirements r  urban-rural  fair  share  criteria r 
and  a  criteria  of  eligible  use  which  should  be  very 
broad. 

The  Housing  Trust  Fund  could  be  funded  off-budget  from 
a  number  of  sources:    first,  the  present  housing 
development  action  grant  (HODAG)  and  rental 
rehabilitation  programs  under  Section  17  of  the  United 
States  Housing  Act  could  be  rolled  into  the  block 
grant.    Other  funding  sources  for  a  housing  trust  fund 
could  be  a  transfer  tax  on  real  estate  transactions,  a 
tax  on  the  interest  from  escrow  accounts  that  would  be 
earmarked  directly  for  the  fund,  or  a  portion  of  the 
tax  on  capital  gains  on  cne  sale  of  real  estate.  The 
fund  would  be  an  ideal  vehicle  for  private  donations 
from  corporations,  civic  groups  and  individuals 
desiring  to  help  low  income  housing. 


III.      ptiliz^hion  of  Tax  Incentives 

History  has  shown  that  no  matter  what  type  of  housing 
program  is  developed,  it  does  not  contain  enough 
incentives  to  attract  private  capital  on  its  own.  The 
Section  8,  Section  236,  and  Section  221(d) (3)BMIR 
program  would  not  have  worked  without  the  incentives 
of  the  tax  code.    As  an  illustration,  at  this  time, 
the  Section  515  rural  rental  program  would  not  be 
successful  but  for  its  combination  with  the  Low  Income 
Housing  Tax  Credit. 

Today  the  only  tax  incentive  for  low  income  housing  is 
the  Low  Income  Housing  Tax  Credit  contained  in  Section 
42  of  the  Internal  Revenue  Code.    We  believe  that  the 
credit  has  gotten  off  to  a  very  successful  start,  and 
has  all  the  earmarks  of  a  workable  program.    The  tax 
credit  program  sunsets  on  December  31,  1989.    If  in 
the  next  year  the  program  turns  out  to  be  as 
successful  as  we  expect,  a  strong  argument  can  be 
forwarded  for  making  the  tax  credit  a  permanent 
program  to  be  used  in  conjunction  with  the  Section  8 
certificate  program.  Section  515,  and  programs  funded 
under  the  HBG  program.    If  on  the  other  hand,  it  turns 
out  that  the  tax  credit  is  not  a  successful  program, 
then  the  amount  of  tax  expenditure  involved  in  the 
credit  (up  to  $3  bullion  annually)  should  be  utilized 
to  help  fund  the  housing  trust  fund. 

Another  innovative  approach  utilizing  the  tax  laws 
without  returning  to  the  prior  tax  shelter  mechanism 
would  be  to  allow  tenants  to  deduct  the  portion  of 
their  rent  attributable  to  the  owner's  interest 
payments  and  property  taxes.    This  change  would  treat 
tenants  equally  with  homeowners,  who  are  allowed  to 
make  such  deductions.    The  result  would  be  far  greater 
ability  of  middle-income  renters  to  pay  the  necessary 
rent  for  the  unit  and  would  encourage  the  construction 
of  additional  rental  housing  without  the  institution 
of  an  elaborate  program  mechanism. 
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SuBonarv 

Our  housing  approach  described  above  is  set  forth  in 
outline  and  matrix  forms  in  Appendix  A  and  B.  within 
this  framework,  let  us  now  summarize  the  roles  of  the 
federal,  state  and  local  governments  in  providing 
housing. 

The  federal  government:!    The  federal  government  must 
always  have  a  programmatic  and  financial  role  in  the 
subsidization  of  housing,  and  must  establish  national 
policies  and  goals  needed  to  insure  decent,  safe  and 
sanitary  housing  for  every  American.    Through  Section 
8  certificates,  the  continuation  of  the  rural  Title  V, 
Section  202  and  public  housing  programs,  zs  well  as 
the  new  HBG  program,  the  federal  government  should 
financially  assist  the  development  of  new  housing  and 
the  ability  of  tenants  to  pay  for  decent  existing 
housing.    Although  not  addressed  in  this  paper  on  low 
income  housing,  the  federal  government  should  maintain 
a  credit  support  system  through  the  Federal  Housing 
Administration,  the  Government  National  Mortgage 
Association  (including  its  tandem  plans  when 
necessary),  as  well  as  providing  tax  incentives 
through  the  Low  Income  Housing  Tax  Credit  to  stimulate 
housing. 

State  governments!    We  strongly  encourage  the  recent 
trend  towards  greater  housing  concern  and  innovative 
housing  assistance  programs  by  the  states*    We  would 
envision  that  as  state  governments  now  administer  the 
CDBG  in  small  cities  and  rural  areas,  that  it  likewise 
administers  the  housing  block  grant  for  such 
communities.     Also,  the  state  governrents  should 
continue  their  very  useful  role  in  the  financing  of 
housing  through  the  state  housing  finance  agencies. 
Finally,  state  governments  are  in  a  particularly 
unique  provision  to  provide  technical  assistance  to 
localities  and  non-profits  through  training, 
consulting  services,  social  service  coordination  and 
housing  planning. 

Local  governments  and  Public  Housing  Authorities!  We 
believe  that  the  public  housing  authority  generally 
should  administer  the  Section  8  certificate  program. 
The  city,  or  if  delegated  by  the  city,  the  local 
housing  authority  should  administer  the  new  housing 
block  grant  program.    (Some  cities  may  wish  to 
delegate  this  authority  to  a  housing  development 
corporation  or  community  development  corporation.) 
Local  governments  should  exercise  its  control  over 
zoning  permits  in  such  a  manner  to  increase  affordable 
housing  opportunities.    Local  government  should 
allocate  a  part  of  their  local  revenue  to  augment  the 
HBG  program,  along  with  providing  technical  assistance 
to  private  and  non-profit  organizations. 
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In  this  report,  ve  attempted  to  outline  today's  housing  needs  and 
the  tools  to  meet  them.    We  have  purposefully  dealt  with  broad 
concepts  instead  of  program  specifics.    Once  a  broad  approach  has 
been  accepted,  we  stand  ready  to  work  with  the  Committee  and  its 
staff  as  we  have  done  for  the  past  fifteen  years  to  translate 
these  broad  concepts  into  a  new  housing  legislation  which  will 
allow  us  to  reach  the  illusive  goal  of  a  decent  home  and  a 
suitable  living  environment  for  every  American. 


NLilA 

Appendix  A 


PROGRAMS  REQUIRED  TO  MEET  HOUSING  NEED 


Section  8  Certificates 


A,  Spodal  Housing/ 

Service  Needy 
Handicapped  and 
Elderly 

B,  Spodal  Housing 

Needy 

1  •  Fanaworkers 

2,  Indians 

3.  Hoiadless 

4*  Very  Large 
Fanllles 

C,  Rural  Poor 


Very  Low  Income 
Urban  Poor 


E.  Elderly  Poor 
P,  Working  Poor 

G*  Moderate  Income 


If  Stock 
Available 


If  Stock 
Available 


If  Stock 
Available 


Cateqorlal  Program 


Section  202 


Section  514/516 

Public  Housing 

Public  Houslng/SRO 
and  Rehab 

Public  Housing 
Section  515 


Public  Housing/ 
Section  8  Hod  Rehab 


Section  202/Publlc 
Housing 

Section  8  Mod  Rehab/ 
Public  Housing 


7  6 


Housing  Block  Grant 


New  Construction/ 
Scattered  Sices 


Funding  to  Non-Profits 


New  Construction 
When  Necessary 

Selective  New 
Construction  In  Tight 
Markets  -  Dispersed 

Spot  New  Construction 

Now  Construction  - 
Mixed  Income 
Development 

New  Construction  * 
Mixed  Income 
Development 

First-Time  Homobuyer 
Loans 

Convertible 
Certificates  -  Rental 
Subsidy /Mortgage 
Payment 


CO 
t>9 
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NLHA  Appendix  B 


NcrtkxKil 
leased 
Housing 
Assoclcmon 


I.    Method/Programs  Required  to  Meet  Housing  Needs  i  i  M 

A.  Special  Housing/Service  Needy  (Handicapped/ 

Frail  Elderly) 

1.  Section  8  Existing  and  Section  202. 

2.  New  Construction  (scattered  sites) 

through  Housing  Bloc)c  Grant 

B.  Special  Housing  Needy 

1.  Farmworkers;  Sections  514/516  through  FmHA 

2.  Indians;  Public  Housing  Program 

3.  Homeless;  Non-Profit/Public  Housing  emphas**  on 

Single  Room  Occupany  (SRO)  and  Rehab 

4.  Very  Large  Families;  Section  8  Existing  and  Public 

Housing 

C.  Rural  Poor 

1.  Section  515  Projects 

2.  New  Construction  through  Housing  Bloc)c  Grant 

3.  Section  8  Certificates,  if  stoc)c  available 

p.    Very  Low  Income  Urban  Poor 

1.  Section  8  Certificates  and  Moderate  Rehab 

2.  Selective  New  Construction  through  Housing 

Bloc)c  Grant  in  Tight  Mar)cets  -  Dispersed 

3.  Public  Housing 

E.  Elderly  Poor 

1.  Section  202 

2.  Section  8  Certificates 

3.  Spot  New  Construction  funded  by  Housing  Block  Grant 

4.  Public  Housing 

F.  Wor)cing  Poor 

1.  Section  8  Certificates  and  Moderate  Rehab 

2.  New  Construction  -  In  Mixed  Income  Development 

funded  by  Housing  Bloc)c  Grant 

3.  Public  Housing 

G.  Moderate  Income 

1.  New  Construction  -  In  Mixed  Income  Development 

funded  by  Housing  Bloc)c  Grant 

2.  Section  8  Certificates 

3.  First-time  Hoioebuyer  Loans  through  Housing  Bloc)c 

Grant 

4.  Convertible  Certificate  funded  by  Housing  Bloc)c 

Grant  -  Rental  Subsidy /Mortgage  Payment 

5.  Tax  Deduction  for  Rent 
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National 

Low  Income  Housing  Coalition 

1012  Fourteenth  Street,  N.W.,  Suite  1006,  Washington,  D.C.  20005  •  (202)  662-1530 
Hon,Edw«fdW.Brooke.«ono«/yCA#//pt«on  Oct^i^'^'f"!^^ 


Hon*  Alan  Cranston 
Chairman 

subcosuaittee  on  Housing  and  Urban  Affairs 
U«s«  senate 

Washington,    o.C.  20510 


Dear  sen*  Cranston: 

On  behalf  of  the  Board  of  Directors  of  the  National  Low 
incoBie  Housing  Coalition,  it  is  my  pleasure  to  submit  to  you  the 
enclosed  materials  as  you  requested  in  your  letter  to  ae* 
Enclosed  you  will  find  a  copy  of  the  Basic  Principles  adopted  by 
our  organization  to  guide  the  development  of  a  decent  national 
housing  policy.    These  Basic  Principles  were  adopted  after  a 
lengthy  process  of  consult:ation  and  review  by  grass-roots  housing 
consumers,  advocates,  nonprofit  agencies  providing  housing 
services  to  low  income  consumers «  and-  others  who  are  members  of 
the  National  Low  Income  Housing  coalition*    They  represent  our 
best  attempt  to  provide  a  framework  around  which  a  national 
housing  policy  can  be  constructed.    These  principles  are 
currently  being  reviewed  by  our  Board  and  membership,  and  there 
may  be  changes  adopted  in  the  next  several  months  as  our  process 
continues,    if  there  are,  I  will  forward  a  revised  copy  to  you 
immediately.    In  the  meantime,  I  recommend  these  principles  to 
you  strongly. 

The  NLIHC  is  also  in  the  midst  of  a  policy  development 
process  which  we  hope  will  lead  to  draft  legislation  for  your 
consideration  to  create  a  Community-Based  Housing  supply  program. 
Such  a  program  also  grew  ouf  of  our  grass-roots  policy  making 
process  and  would  provide  direct  funding  for  housing  preservation 
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and  development. activities  carried  out  by  community-based 
nonprofit  organizations*    Such  organizations  have  in  recent  years 
grown  substantially  in  capacity  and  sophistication*    In  many 
communities,  such  groups  are  ti)e  only  ones  carrying  out  effective 
programs  to  create  and  preserve  affordable  housing  for  low  and 
very  low  income  persons*    He  had  hoped  to  have  a  finished  draft 
of  this  legislation  prepared  in  time  for  today's  deadline*  We 
were  not  able  to  do  so*    But  I  will  forward  the  results  of  this 
lengthy  process  to  you  as  soon  as  it  is  finished  later  this 
month* 


Thank  you  for  the  opportunity  to  offer  our  views  for  your 
consideration*    As  your  worK  progresses,  we  look  forward  to 
working  clonely  with  you  to  craft  legislation  which  will  fulfill 
the  principles  outlined  in  the  attached  materials*    Thank  you  for 
your  consideration* 


Sincerely, 


President 


end* 
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LOW  INCOME  HQtlfilNQ  POUCV  8TATFMP^^■1 

Decent,  safe  and  sanhary  shofter  Is  one  of  the  bare  necessities  of  Dfe.  AM  peoole 
share  tt>e  baste  human  right  to  live  In  dignity,  safaty,  and  security.  The  faJwaT 
Qovemment  bears  the  fundamental  responsWlty  for  enswba  that  the  opportunltv  to 
obtain  decent,  affordable  housing  with  a  choice  of  location  b  avalable  toal  In 
our  sodeiy  -  regardtess  of  race,  creed,  age,  famly  composMon,  or  Income  level. 
AB  hooslnfl  proorams  should  be  responsive  to  consumer,  tenant,  neighborhood  and 
community  needs  and  preferences,  and  accessWe  to  al  without  regard  to  race  aeed 
gender,  tamJy  composition  or  handicap.  '  ' 

The  federal  goverrwnent  has  the  responsWIty  and  the  resources  to  ensure  that 
adeqiwte  housing  fw  low  Income  people  Is  provided  throughout  the  United  States:  In 
Inner  dties.  In  suburbs,  In  smal  towns  and  ritfal  areas.  Oriy  the  federal  govwnment 
can  mount  programs  which  provide  uniform  standards  end  protections,  wh>e  leavina 
flextolfty  to  states,  local  govemments,  and  other  Institutions,  hdudhg  the 
private  sector,  to  adapt  them  \c  the  range  of  housbg  needs  which  exist  In  our 
country. 

Federal  housing  expenditures  should  give  highest  pfiorlty  to  those  wfth  the  most 
critical  housing  needs:  people  IMng  in  Inadequate  housing;  people  displaced  or 
threatened  by  disptecement.  from  whatever  cause;  and  people  whose  Incomes  are  too  low 
to  bear  the  high  cost  of  decent  shelter. 

These  baste  principles  are  funda'nental  and  shoukl  undergird  al  houshg  poficy  and 
program  development  Moreover,  there  Is  no  single  approach  whfch.  In  and  of  Itself 
wM  deal  with  our  low  Income  housing  problems.  Makklg  decent  housing  a  reality  \^« 
require  a  range  ol  pollcJes  and  programs,  in  our  view,  the  eight  elements  of  this 
policy  (set  forth  below)  are  al  essential.  They  are  not  ahematlves,  and  none  can 
be  oinmed.  We  recognize  that  there  are.  In  addition,  special  housk>g  needs  which 
must  be  addressed:  housing  for  homeless  people,  for  elderly  people,  for  people  wfth 
disabliiies,  for  special  groups  such  as  farmworkers  and  Indians,  We  believe  that 
spedfic  approaches  to  assure  that  those  people's  needs  ere  met  should  be  developed 
within  the  framework  ol  our  policy, 

Ma^t'O^  After  dose  to  half  a  century  of  houskig  arv«!ance  there 
are  stfl  mfitons  of  people  who  need  h.  For  every  very^lOi*.  income  renter 
househoW  Uv>ng  In  subsidized  housing,  there  are  three  others  who  need  h. 
who  probably  want  K  and  who  can't  get  It  -  7.5  mTkx)  ^vxc^holds  In 
as.  There  ere  nnother  10  mHion  owner  households  In  the  very.C^r*' ^come 
category:  households  with  Incomes  below  50%  of  medfan.  Furthermo-e.  we 
have  barely  begun  to  root  out  housing  dbcrtninatioa 

Moreover,  despite  the  accompHshnwrts  of  federal  housing  programs  whteh 
now  provide  shelter  to  one  renter  househoW  In  10,  there  Is  ajKowi^w  tow 
Income  housing  crisis.  Homelessness  Is  Increasing  dramattealy.  Houskxi 
quallv,  after  decades  of  hipfOvemer;t  has  begun  to  dedino.  Between  1970 


1  This  statement  was  adopted  by  the  Nattonal  ixyn  Income  Housbg  CoalWon 
after  a  long  process  of  review  and  comment  beghning  with  distrftxjtfon  of  a 
draft  to  our  membership  In  August  1983.  with  requests  for  additional  Ideas  and 
comments.  The  statement  was  revised  several  times  to  re«ect  the  views  of  our 
members  arid  txwrd  and.  finaBy.  was  amended  and  adopted  by  the  dekyates  to  the 
Se«)nd  National  Low  income  Hoff.iog  Conferefir:^  In  June  1984.  it  was  annotated 
wAh  more  recent  ilgures  by  Cus^- j  N.  OoTbGnr.  in  December  1986 
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end  1060.  low  rent  unhs  (under  $125  per  nxKith)  were  disappeark)g  from  the 
inventory  at  the  rata  of  almost  500.000  units  annual/,  t>ec8t»e  of  rent 
increases,  converjJons,  and  demolitions, 

Meanwhie.  the  (ederat  government  has  al  but  abandoned  Rs  historic 
commiunent  to  *a  decent  home  and  a  si^blo  IMog  environment  for  every 
Anoerican  famiy  «»  lew  Income  housino  programs  have  been  slashed  more 
deeply  than  ar^  other  major  federal  ac^Ay.  The  num^r  of  oddltk>na] 
subsidized  un^  provtied  imder  al  HUO  and  Farmers  Home  Administration 
programs  has  dropped  from  321,000  in  1061  to  fewer  than  154.0CO  in  1963.^ 

It  has  long  been  recognized  that  there  it  simply  no  way  the  prtvate  sector, 
unaided  and  on  Its  own,  can  provide  affordable  touslng  for  \wy  low  incor  <e 
poopla.  Kor  do  state  and  local  governments,  wthout  federal  aid.  have  the 
resources  to  meet  the  housing  needs  of  their  low  Sncome  residents. 
Therefore,  the  primary  responsblity  for  assuring  adequate  low  Inconie 
housing  must  rest  with  the  federal  government  This  responsK>l)iy  shoUU 
be  carried  out  in  ways  that  are  appropriete  to  the  dhmrslty  of  housing 
needs  and  housing  maricets,  and  which  efldt  the  involvement  end  support  of 
state  and  local  government  and  a  tKoad  range  of  actors  in  the  private 
sector. 


1.  MAKg  HOUSING  ASSISTANCF  AN  FMTntgMEm-  FOR  ALL  WHQ  NEgP  IT 

An  adeouat^K/  funded  ftnlWem«nt.  hcQfl)ft'based_hQuslrxi_asslstaQQg_PfOQfgm  H 
essenttel  to  enable  tow  iocQnv*  oftople  to  obtain  decent  hombn  al  rmts  thw  can 
atlQfd.  yVfl  propose  hotninQ  eiowancOT  recognbino  that  ttwv  miwl  b«  CQOol«>d  both  wtil^ 
lncrMs»<  In  tt>^  housb?  suppIv  and  wttti  chanQ#^  In  housiog  Qwrv^mhlo  and  rMnftnpm^r^t 
wtiteh  we  address  in  otrwr  portlonft  of  XhH  statwngnt 

No  one  should  have  to  go  hungry  or  do  wbhout  other  essentials  because  their  housing 
costs  too  much.  No  one  should  have  to  l^/e  in  a  rural  shack  or  rundown  urt>an  unit 
because  decent  housing  costs  more  than  they  can  afford. 

The  federal  go/emment  should  provide  housing  assistance  to  al  households  wtK)  cannot 
otheoMise  afford  decent  housing.  The  assistance  should  be  avaKable  to  both  renters 
and  owners,  in  oornparable  amounts  based  oo  need. 

The  amount  should  be  sufficient  to  cover  the  difference  between  what  the  household 
can  afford  and  the  cost«  induding  miltles  end  other  houslng^elated  expenses,  of 
decent  housing  of  the  tat  they  need  in  their  chosen  housing  msricet  area.  The  program 
shotid  be  designed  both  to  provide  adequate  subsidies  and  to  avoid  wlndtaSs  to 
landlords.  Ocoipled  housing  must  meet  mhlrnum  quality  standards. 

Fxplanatlon.  Housing  afiowances,  in  and  of  themselves,  have  neglig%)le 
Impact  on  the  aupply  of  decent  housing.  Therefore,  a  housing  eiowiince 
program  avalable  to  al  ellgUe  households  wV  heighten  the  need  for  low 
kycomt  ttoissUn^  supply  programs.  Nevertfieless,  housing  alowinces  must  be  a 
major  element  in  any  comprehensKre  approach  to  dealing  V(th  low  income 


2     Tho  HUO  appropriation  for  FY  1967  wll  subsidize  an  additional  81.500 
households,  most  of  them  wfth  vouchers:  another  58.000  households  wfl  be 
subsidized  through  Farmer's  Home  Administration  rural  housing  programs,  foe  a 
total  of  139500. 
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^ouslno  ne^s.  Where  the  probt^m  Is  bcome  al^oe.  as  with  households 
occupying  standard  un!ts  at  unaffordable  rents,  alowances  are  dearfy  the 
artswer. 

One  problem  that  has  plaQued  previous  efforts  to  tubsldtze  houshg  for  low 
Income  people  h  that  often  their  hcomes  are  so  low  that  they  can*t  even  afford 
operating  cos^  (rrvtlntenanca.  uUities.  taxes,  etc),  so  sutetiies  for 
construction  or  finandng  have  been  inadequate.  By  assuring  that  al  househdkfs 
have  sufTident  funds  at  least  to  cover  operating  costs,  a  housing  alowance 
program  wO  make  It  far  easier  to  mount  successful  approaches  to  preserving, 
buiding.  or  rehabiit8VV)g  housing  for  low  income  peopit. 

ITie  basic  problem  of  very  low  income  householos  Is  that  they  cani  pay  what 
decent  housing  costs.  The  vast  majority  ot  households  paying  more  than  haK 
their  Incomes  for  shelter  can  afford  less  thiui  $125  per  rrxxith! 

In  1981  the  Annual  Housing  Survey  reported  5.4  mKon  renter  households 
and  2.4  mlUon  owners  who  psid  more  than  half  their  incomes  for  sheher; 
thftk  median  incomes  were  below  $6,000.  Most  of  these  households  IN^  in 
standard  housing  but  had  to  forego  other  basic  necessities  in  order  to  pay 
for 

Another  9.0  mSlon  render  households  and  8.1  mlion  owners  pa!d  between 
one  quarter  and  one  half  their  incomes  for  shefter.  Except  for  owners  with 
mortgages,  their  median  incomes  were  less  than  $12,000.^ 

Rough  estimates  of  the  cost  of  a  housing  alowance  program  such  as  we 
propose  range  from  $10  to  $20  b&ion  annualy.  Thb  is  about  haH  the  cost 
of  housing  subsidies  pfovfdod  to  the  wealthy  ttvough  the  tax  code, 
prlmariy  through  the  deductlblity  of  moctgago  interest  and  property  taxes 
froin  federal  income  tax.  (See  Tax  Reform,  below) 

7ht  National  Ijow  Income  Housing  Coalition  b  now  developing  spodTic 
proposals  fbi'  a  housing  eSowance  program,  reoogntiing  that  there  are 
problems  in  both  asswlng  decent  quality  end  avoiding  wfnofals  to  owners. 


7  PRQVlDg  AN  AbgQUATg  AKP  AFFQRDABLg  SUPPLY  OF  HOUStNQ 

PfKjeralJ>Quslng  proorarm  fJvMid  st^yort  the  ryesftrvatioa  oon^tnjctlon  or 
ri»hab?ita1ion  of  an  adeotjate  and  etfoftfaWe  tuo^Ajl  hoo^  te  nrmt  the  n<jKy1s  o' 
low-ir)come  peoolg  and  1q  malntflln  the  quaK,  end  vfebl^  of  n«»fahbochQQds.  Unll 
low  jryyvne  howlno  n9^%  are  rriet.  at  te«M  7S0.(XX)  addSfonal  units  of  ass^K^ 
hotKlfvi  fof  tow  moome  pooolq  shQt<d  be  added  to  the  jfTventory  each  vear 

Our  housing  stock  must  be  adequate  overd  to  meet  the  growing  and  changir>g  needs  ot 
our  people.  Housing  for  low  income  people  must  be  supplied  In  ways  ttiat  mir^nlza 


3     The  1963  AHS  f^es  show  a  dramatic  Increase  in  these  figures. 
By  1963.  6^  mfiion  renters  and  3.6  mXIon  owners  were  paying  more  than  half 
their  Incom*.  for  shelter.  Moreover,  the  medten  Income  of  households  in  thts 
group  had  not  risen  slgnrcantfy  since  1961. 

^  By  1963.  these  numbers  t)^^  inaeased  to  8.7  mToo  renter  househoWs 
and  8.7  mBion  owners. 
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construction,  financing,  ar^l  occupancy  costs,  wtile  enhancing  neighborhood  vlablity 
and  enlerglng  housing  choice.  Supply  needs  Include  rehablltating  substandard  units 
and  buWlng  new  ones,  as  weB  as  presen*)g  the  existing  low  Income  housing  stock. 
Adequate  attention  must  be  paid  to  changing  needs  and  preferences.  Provisions  should 
be  tnade  for  the  use  of  shared  housing,  single-room  occupancy  and  other  nontradWonal 
types  of  housing,  such  as- manufactured  honnes  and  other  nonconventlonal  construction, 
on  the'same  basis  as  other  housing  provided  it  rneets  heafth  and  safety  standards. 

No  one  housing  program  or  approach  can  adequately  deal  with  the  range  and  diversity 
of  our  housing  needs.  Current  federal  housing  supply  eff'ls  -  Including  public 
housing.  Section  8.  Fanner's  Home  Administration  rural-p.ograms  and  the  rental 
development  grant  program  enacted  In  1963  -  should  .be  continued.  Improved  and 
expanded,  whie  exploration  continues  for.aoproaches  that  wl  te  better  targeted, 
less  costly  and  more  responshw  to  neighborhood  and  resident  needs.  The  direct  and 
Irdiiect  costs  of  providing  lower-Income  housing  should  be  reduced  by  ellmlnatSng 
excess  profits,  simplifying  dellveiy.  placing  greater  reliance  on  grants  rather  than 
reducing  Interest  costs  of  long-temi  loans,  and  offering  credit  selectively  to 
provide  lower  Interest  rates  for  housing  finartce. 

The  specific  need-j  to  be  met  and'the  mbc  betwwi  presen/e^.  rehabWatfon.  and 
new  construction  should  be  determined  at  the       or  state  level,  subject  to  federal 
guidelines  and  review  to.  assure  that  the  ful  range  of  housing  needs  Is  considered 
and  adequate^opportunity  for  moMity  Is  provided. 

To  minimize  costs  and  create  greater  responsiveness,  federal  Incentives  should  bo 
provided  for  reviews  of'local  constnJClion»  fire,  housing,  zoning  and  subdivision 
requirements.  Manufactured  homes  and  other  forms  of  nontradilional  housing  that  meet 
basic  health  and  safety  ^standards  should  not  be  discriminated  against  by  land  use 
regulations  or-tax  policy  and<»hodd  J>e  eligible  for 'federal  assfetanoe.  Traditional 
buiding  materials,  such  as  adobe,  and  new  materials  that  promba  lower  costs  or 
greater,  durablity  without  compromising  health  and  safety  standards  should  be 


gxptenation.  AliDost  half  a  centirry  of  providing  subsidized  housing  has 
produced  fewer  than  four  mHlon  new  or  rehablteted  units  of  housing 
restricted  to  lower  Income  occupancy  under  all  urban  and  rural  housing 
programs. 

The  long-mn  costs  of  low  Income  housing  can  best  be  kept  down  by  providing 
an  Increasing  stock  of  units  under  puWte.-  nonprofit,  or  occupant  ownership 
and  t^us  decreasing  the  adverse  Impact  of  specutatk)n  and  inflation  on 
housing.  .Thus,  tow  Income  housing  supply  programs  are  an  essential 
component  of  an  overaH  policy. 

The  proposal  that  at  least  750.000  affordabte  units  be  provided  each  year 
for  low  hcome  people  sets  a  specific  goal  that  wB  enable  taw  Income 
p©<^e  to  catch  up..Thls  would,  over  a  lO-year  pertod,  provide  housing  for 
the  7.5  mllion  very-tow-income  renter  househoWc  for  whom  subsidized 
housing  is  now  unavalable. 


a     RFTAIM  AND  IMPRfWF  THE  PRESFKfT  HOUSING  STOCK  TO  PROVIPg  PECENT  HOUSINg  FO 
If^nOMP  PEOPLE. 


pennltted. 
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Preserving  and  nrwWng  best  use  of  our  stock  of  existing  houfJha  Is  kev  boiti  to  thA 
SSr^^  ^  ^  '^•^  hotSS^c^  alSt  decent 

wmersh^)^  of  housing  carries  wrth  »  a  pubCc  trust  vSdh^wSd  tT^fle^  h 
public  pdfcy  and  tews.  The  responsW^Tto  keep  ho^  fc?d^ ^Jfon  fe 

2S L^i^f^"*^  ^  ^         resPonsWity  to  keep'housing  occufS^Tp^ed 
ti^re  are  those  who  ere  reedy  and  wfiing  to  »V8  h  IL  Thb  ^wUWbe  ate^ooal 
of  puWc  polKy  at  the  federal,  state  and  k)cal  levels.  Where  tfSTpoCcL^  ^ 
we  support  organized,  responsible  squatting  efforts  to  r^Mft^vaortarS 
abandoned  properties  and  return  them  to  use.  vacant  ana 

The  current  stock  of  feJeraUy  assisted  and  Insured  houshg  now  occupied  bv  tow  and 
TSX^  ^"Hm^  ^  retained  for  their  use.  vrth  the  nec^ry^p^g 

modernization  or  improvement  funds  provided  to  keep  It  h  vlatta 
wnditfon  Br*J  fuSy  occupied.  (This  includes  aa  present  pubTc  hoi^ 

?«rSls^^"iSL^^    ^^^'^  unite,  as  wen  as  units  asifeted  by  the 
Fanners  Home  Administration  or  repossessed  by  the  Veterans  Administratioa) 

So  long  as  the  need  Is  there,  every  housing  unit  that  the  federal  government 
subsidcec  or  taJces  possession  of  through  delinquency  or  forectosure  shouid  be  made 
avaEaWe  wrth  adequate  si'bsidies.  for  tow  Inco^Ie  peSple.  The  federal 
shoukJ  also  enawrage  stete  and  local  governments  to  do  the  same  with  housina  that 
comes  into  their  possessfon  or  control.  ^ 

Exiftnation,  Over  the  past  several  years,  we  have  had  a  cteady  toss  of  tow 
rent  units  from  the  housing  stock.  Much  of  this  toss  has  been  the  direct  or 
Wject  result  of  federal  polfcies.  Including  the  proviskxis  of  the  tax 
code  that  prcMde  strong  incentives  for  sale  or  conversfon  of  rental 
housing  to  higher  lna>me  use.  In  addltfen  to  these  private  sector  units,  we 
arejireatenod  v^ttf)  the  toss  of  thousanJs  of  units  from  the  subsidized 
stock  through  demolition,  sale,  conversion  or  other  disposition  of 
prelects.  Thrs  must  be  halted. 

The  least  expensive  way  to  provide  decent,  affordable  housing  Is  to 
maintain  our  present  housing  stock  in  good  conditton.  and.  where  It  Is 
already  subsidized  to  retain  it  for  tow  Incom-  use.  It  b  penny-wise  and 
pound-foolish  to  sVknp  on  needed  subsidies  or  assistance  for  operatfons. 
maintenance  and  modernlzatfon.  or  to  pennit  tow  income  units  to  be 
demolished  or  converted  to  higher  hcome  use. 

Too  often,  tow  Income  housing  programs  have  been  administered  with  more 
emphasis  on  restrahfrig  spending  than  on  providing  decent  homes  and  living 
environments.  Too  often,  the  federal  assistance  provided  has  been 
tfiadequate  to  operate  or  maintcin  tft©  dnlts.  Too  often,  tenante  have  been 
blamed  for  this  state  of  affairs.  Too  oftbn,  subsWized  housing  develop- 
ments have  been  regarded  as  problems,  not  as  the  resource  needed  to  meet 
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oltlcal  housing  needs.  In  these  tknes  of  low  income  housing  crisis,  no 
unit  that  can  be  used  by  low  income  people  sliouid  be  abandoned. 


4  PROVIDE  RESiDEm-  CONTROL  OF  HmiSINR  THROUGH  A  STRONG  ROLE  POR  Tt 

ORGANIZATIONS.  UMITED  EQUITY  COOPERATIVES  COMMUNITY-BASED  HQUSINf 
HOME  OWNERSHIP. 

HQUSln<;t  b  an  essentiai  part  of  the  basic  tahrfc  of  our  commwiittes  and 
nelohbofhQQds.  To  a  iaroe  degree,  our  housing  affects  tiie  nature  of  our  famgy  and 
communitv  Irfe.  Control  of  one's  housing  provides  a  stake  and  a  sense  of  secority 
that  can  be  provided  in  no  other  wav.  Thfifefore.  federal  houslno  programs  should 
foster  a  variety  of  approaches  to  resident  control  over  housing,  indudinq  genuine 
tenant  partidoatlon  in  dedslon«making.  ownershfo  of  housing  bv  communRy-based. 
nonprofit  nroanizalions.  Med  eouitv  cooPtefRthAes.  and  indh/idual  home  ownershfo. 

Community  based,  nonprofit  organizations  and  limited  equity  cooperatives  shouki  have 
a  major  role  in  the  provish>n  of  housing.  Federal  assistance  shoukJ  be  provided  to 
these  organlzattons  to  enable  them  to  meet  the  broad  range  of  housing  needs  at  the 
neighborhood  and  community  level. 

Federal  housing  programs  shouU  be  structured  to  directly  support  and  assist 
community* based  nonprofit  organizations  and  limited  equity  cooperatives  to  become 
major  housing  providers.  This  requires  access  to  financtng.  including  subsUies  where 
necessary,  and  technical  assistance  and  outreach,  particularly  to  minority 
communities,  and  organizstSona)  suppo;t  and  funding.  This  wil  requve  a  long-range 
approach  with  strong  emphasis  on  capadt/*buiding,  partkxilarly  in  rural  areas  and 
for  organlzattons  in  low  income  communities  without  prior  experience  in  produdng  or 
managing  housing. 

Tenant  partk>'patk)n  }n  dBCisk)n'ri;aking  on  management  and  operations  shouki  be 
required  in  all  assisted  housing  programs.  This  k)c{udes  funding  for  tenant 
organizbtbns  and  tenant-elected,  voting  representatives  on  boards  of  housing 
authorities  and  other  instituttons  ovming  or  uperatkig  subsidized  housing. 

AH  tenants  In  federally  assisted  houskig  shouki  have  at  least  the  following  minimum 
protecttons  against  unfair  treatment:  (a)  prohibitkm  of  unconscfonable  lease  terms 
and  utZity  shut-offs;  (b)  evk:tk)n  only  for  Jusi  cause;  (c)  infomrtatkm  on  their 
rights  and  access  to  fair  procedures  for  settling  grievances;  (d)  reasonable  landk>rd 
rules  and  requirements;  and  (e)  warranty  of  habltablity  and  remedies  of 
tepair*and-deduct,  rent  withhokltng,  and  rent  abatement  upon  breach  of  the  warranty. 
State  and  local  governments  shouM  adopt  comparable  standards  for  private, 
nonassisted  housing. 

Low  income  househokfs  shouU  not  be  confined  solely  to  the  rental  housing  stock.  New 
home  ownership  programs,  in  both  rural  and  urban  areas,  are  needed  to  provUe  this 
optton.  Housing  subsidies  covering  utilities,  taxes,  and  maintenance,  as  wen  as 
assistance  in  downpayments,  dosing  costs  and  k>w  interest  or  deferred  payment 
mortgages,  shoukJ  be  extended  to  home  owners.  Adequate  counseling  servk^s  shouki  be 
avaSable. 

Low  income  famlies  who  now  own  or  are  buying  their  homes  shouki  receive  affirmative 
government  assistance  to  maintain  themselves  in  their  homes.  Such  assistance  shouki 
indude  biingual  hformatton  on  programs  and  assistance  avalable  from  lenders  and 
the  government,  emergency  mortgage  and  foredosure  relief,  property  tax  relief  based 
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on  income;  assistance  wfth  mirty  costs,  repairs,  and  maintenance;  weattwrization 
and  retrofitt^g. 

Bcpla  nation.  A  niajor  thrust  of  our  policy  Is  to  create  more  responsive 
institutions  and  to  transform  the  production  and  management  of  iow  Income 
housing,  so  that  control  Is  In  the  hands  of  residents.  This  cannot  t)e  done 
overnight  and  is  best  approached  tiy  enabling  limited'«quity  cooperatives 
and  nonprofit  organizations  to  buid  their  capacity  to  the  point  where  they 
become  the  major  providers  and  managers  of  housing  ocojpled  by  low  income 
people^  as  weB  as  by  supporting  more  traditional  forms  of  home  ownership. 

This  emphasis  Is  to  put  control  where  we  believe  it  belongs,  to  provide 
mechanisms  for  accountabiity,  and  to  keep  long-run  costs  down. 

The  recommendations  on  tenant  participation  are  to  assure  control  and 
accountabllty.  They  are  phrased  to  giv^j  tenants  tbemscives  the  choce  of 
how  deeply  they  wish  to  be  Invotved  In  day-toKJay  management  decisions. 


S.   END  DISPtJ^CEMENT  OF  LOW  rNCQME  PEOPLE 

Disptecement  of  low-jncome  people  bv  aWwr  public  or  private  action  or  inaction 
shouid  be  anded.  Under  no  drcuntstances  should  people  be  forced  to  tey/ri  a 
neiohbofhood  where  thev  wish  to  mmaln  When  dbptecsment  from  a  oarticuiar  unit 
cannot  be  avoided,  aitemative  housinQ  shotid  be  provided  nearby,  in  the  same  block 
whenever  possible.  Until  this  objective  Is  achieved,  federal  PoTides  and  programs 
shouM  provide  immediate  and  adBouate  protection  ior  people  threatened  bv 
displacement. 

Natbnal  policy  should  focus  on  the  prevention  of  displacement  by  private  as  wen  as 
public  actions.  Housing  and  community  and  economic  devetopment  programs  shoukJ  be 
designed  and  carried  out  so  as  to  benefit  low*incon)e  people  and  their  neighboriKXxJs. 
Federal  programs  shouid.  as  a  condition  of  partic4)atiDn,  require  k)cat  public 
offidais  to  carry  out  the  policy  and.  If  displacement  nevertheless  occurs,  to 
replace  any  kw  income  units  k>st  on  s  one-for-one  basis  and  cover  afl  costs  of 
moving.  EffectivB  means  must  be  devatoped  for  carrying  out  this  responsiblity. 

The  amidisplacement  efforts  of  neighborhood  organizations,  such  as  comnrumity 
development  corporations,  community  credit  unk}ns,  neighborhood  pfenning,  and 
neighboriiood  counselling  shoukj  be  aggre^ively  supported  by     levels  <^  govemn>ent 
and  the  private  sector. 

Condominium  conv9rsk>ns  shouki  not  be  alowod  to  displace  tenants  or  reduce  the  stock 
of  tow*  or  moderate-kicome  housing.  AA  converstons  shoukJ  require  the  approval  of  a 
majority  of  the  bulding's  tenants,  and  tenants  In  units  subject  to  converskm  shoukl 
have  the  chok:e  of  life  tenancy  at  limited  rents  or  tho  first  option  to  buy  their 
unit  and  180  days  to  decUe.  This  wll  require  the  devek)pment  of  new  programs  of 
housUtg  assistance  for  continued  rental  or  purchase  wtiere  tenants  have  limited  means. 
The  special  problems  of  dlsplacenrent  from  moble  home  paries,  through  conversk>ns  or 
for  other  reasons,  must  be  addressed. 

Low  kwome  converston  options,  such  as  limited  equity  cooperatives  or  sabskJies  for 
condominium  ownership,  shouki  be  devetoped.  and  adequate  technkxil  assistance  and 
funds  for  kM  income  purchase  and  rehablitation  provUed. 
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ExDtenatfon.  Displacement  Is  a  malor  threat  to  tow  Income  people.  Some 
dtsplacement  occurs  through  direct  public  taking.  More  occurs  t>ecause  of 
pih/s^te  actMty.  generaOy  stimulated  by  public  efforts  such  as  tax 
ificemives  or  publicly  supported  revitalization  actMties.  In  other 
neighborhoods,  displacement  Is  caused  by  neglect  and  govemment  inaction, 
or  tfie  wr!tVig  off  of  neighborhoods  as  no  longer  viable  and  the  withdrawal 
of  services  from  them.  A  particular,  often-unrecognized  problem  b 
displacement  from  moble  home  parks,  whose  owners  wish  to  convert  to  other 
use;  frequently,  because  of  exdustonary  polk^,  there  are  no  alternative 
moble  home  sites  in  the  communities  where  these  parks  are  located. 

It  has  been  estimated  that  each  year  h  thb  country,  displacement  afflicts 
some  2.5  mUton  people  and  500,000  tow  rent  units  are  lost 

In  additton  to  conditioning  federc.  assistance  on  adequate  state  and  local 
efforts  to  prevent  displacement  the  federal  govemment  can  do  three  things 
to  deal  With  this  situation:  (1)  n  can  assure  that  Its  own  funds  and 
programs  are  not  contributing  to  displacement;  (2)  h  can  see  that  people 
are  not  displaced  from  federally  owned  or  controlled  housing;  and  (3)  K 
can  assure  that  replacement  housing  Is  provided  for  people  displaced  by 
other  causes  on  a  one-for-one  basis  at  comparable  rents. 


fi  STBENGTHEN  AND  ENFORCF  FAIR  HOUSIMr;  LAWS  AND  EQUAL  OPPORTUNITY. 
REQUIREMENTS 

To  crotftct  analn^rt  discrimination  in  hointtnn  the  [>fesftnt  fedflml  fair  housing  law 
must  be  doqresslvelv  enforced  and  strennthflnnri  to  provide  for  effective 
administrative  finforrftmnnt  procedures,  and  expanded  to  protect  Persons  Wtttl 
dr<abaitiflR  and  jamtmn  with  chadren.  Housing  chotees  for  low  Income  famiies  must 
be  peooraphtoany  expanded,  ftspedaiy  In  relattonsh'ip  to  job  optx)rttjnfties. 

Enforcement  of  the  existing  law  (TWe  VI  of  the  CM  Rights  Act  of  1964  and  Title 
VIII  of  the  1968  CIvJ  Rights  Act)  by  HUD.  FmHA,  VA  arKJ  the  federal  finsndal 
regulatory  agencies  shouM  be  strengthened.  HUD  should  issue  and  enforce  substantive 
regulations  Implementing  Tide  VIII. 

FmHA  and  HUD  shouW  adopt  affimiative  policies  to  prevent  any  dbcriminatton  against 
famiies  with  chldren  In  federally  assisted  housing.  Federal  policies  and  programs 
shouW  provide  an  adequate  support  of  housing  for  large,  low  Income  famiies. 

Low  Income  househotos  must  be  provided  with  a  wide  range  of  geographto  choice  for 
decent  and  affordable  housing.  This  Is  partk:uiarty  true  v.^re  the  decentralizatton 
of  jobs  has  made  nwny  employment  opportunities  inaccesstole  to  low  lnconr>e  persons. 
Communities  shoukJ  be  responsible  for  seeing  that  housing  opportunities  are  provided 
for  the  people  who  work  there.  To  help  keep  older  areas  viable,  there  Is  a  concurrent 
responslblity  to  pro/xfe  job  opportunities  where  people  now  live. 

A  condKton  for  provlston  of  housing  or  community  development  funds  to  state  or  local 
governments  shoukJ  be  a  fair  housing  plan  with  the  following  federally  approved 
minimum  elements:  (1)  a  plan  for  enforcing  a  fair  housing  law  at  least  equivalent  to 
the  federal  law;  (2)  a  plan  for  the  tientlficatton  and  continued  review  of  barriers 
to  fair  housing,  including  a  review  of  zoning  and  land  use  regulattons;  (3)  a 
strategy  for  meeting  fair  housing  needs,  Induding  a  review  of  the  human  rights 
impact  of  all  major  development  activities;  (4)  a  means  for  outreach,  educatton  and 
Involvement  of  all  relevant  sectors  of  the  community  in  pronwtlng  fair  housing 
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policy,  and  (5)  a  olan  for  inter-]urisdk:tk>nal  coordination  of  fair  housing 
activities. 

ExDtonation.  Despite  passage  of  the  fair  housing  law  almost  a  generation 
ago,  discrimination  is  stiD  a  fact  of  life  in  housing  martcets.  In  large 
pail  this  is  because  of  the  absence  of  efifttCtKre  enforcement  provisions  in 
uid  federal  fair  housing  law.  In  addition,  the  lew  does  not  now  cover 
discrimination  against  famlies  with  chldren  or  persons  with  disabSities. 
We  therefore  Join  in  suppoiting  a  stronger  federal  fair  housing  law,  as 
proposed  by  the  Mathias-Kennedy  bB.  ^ 

This  Is  an  important  first  step,  but  additional  measures  wM  be  needed  to 
root  out  housing  discrimination.  Positive  action  is  necessary  to  link 
r6sponsft>iity  to  provUe  low  income  housing  with  the  loca^  of  Jobs  and 
opportunities  for  employnDent  and  education.  State,  local,  and  regional 
planning  must  include  consideration  of  fair  housing  impact  and  measures  to 
overconie  discrimination  and  widen  housing  opportunities. 


7.     REFORM  FFHFRAL  TAX  LAWS  TO  REPl  FCT  PRIORrfY  FOR  AIDING  PEOPLE 
WITH  THE  GREATEST  HOUSING  NEEDS 

ThB  enormously  costlv  and  ini^ffictent  housin?  subsidies  tha^  are  now  provided  through 
the  tax  code  should  be  chan9ed  to  direct  them  where  thev  are  needtxi  and  productive. 
Mortgage  interest  and  property  tax  deductions  should  be  converted  to  tax  credits,  and 
the  amount  of  these  ryedlts  should  be  capped  at  a  level  which  wW  protect  low  and 
middift  income  home  owners  whie  curtaling  subsidies  to  people  who  do  not  need  them 
to  obtain  affordable  housinp.  The  eddHional  revenue  obtained  bv  0Qing  this  shoukl  be 
used  to  meet  tow  and  middie  income  houslno  needs. 

As  soon  as  adequate  supply  and  financing  programs  are  put  in  plaoe.  the  special  tax 
subsidies  and  preferences  provided  to  investors  through  the  tax  code  should  be  ended. 
UntI  then,  they  are  needed  to  supplement  the  pitifully  low  level  of  federal,  state 
and  local  housing  assistance  programs  and  to  make  most  of  these  programs  viable,  but 
they  should  be  as  tightly  targeted  as  possible,  and  the  targeting  provisions  should 
be  rigorously  enforced.  Cooperatives  should  be  eligbte  for  tax  subsidies  on  the  same 
basis  as  rental  housing.  The  tax  subsidies  that  are  now  provided  for  syndication  of 
rental  housing  developmunts  should  be  made  refundable  (payable  direcUy  in  cash  where 
no  taxes  are  owed  to  offset  the  deductions),  so  that  nonprofit  and  community  based 
housing  groups  can  get  tiie  fuH  amount  of  the  federal  subsidy,  without  having  to 
split  it  with  investors  who  cthenvise  have  no  interest  in  the  project 

Federal  tax  laws,  which  now  force  many  investors  in  rental  housing  to  seQ  or 
convert,  should  be  amended  to  remove  tiiese  incentives  and  discourage  displacement. 
Pending  such  change,  sales  to  tenants  or  tenant  organizations  should  not  be  subject 
to  disaiminatory,  dinercntial  tax  provisions.  Where  housing  wSl  be  sold  to  tenants 
or  nonprofls  approved  tiy  tenants,  prenegotiated  prices  should  be  permitted. 

Explanation.  Each  tax  dollar  tnat  the  federal  government  does  not  receive 
because  of  deductions  or  preferences  in  the  tax  code  has  Just  as  much 
impact  on  tiie  deficit  as  each  dollar  of  direct  spending.  Viewed  in  this 
context,  most  federal  housing  expenditures  are  tax  expenditures.  Most 
middle  Income  home  owners  count  on  these  subsidies.  But  these  owners 


^     Tnls  bil  wHI  need  to  be  reintroduced  in  the  100th  Congress. 
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recoh/e  less  than  one-thW  of  the  total  subsldtes.  MeanwhSe.  tow  Income 
ovmers  and  renters  are  excluded  from  housing  assistance,  and  the  bulk  of 
our  tax  expef.jftures  for  housing  goes  to  pec^  at  the  top  of  the  kicome 
distribution.  (The  cost  of  these  subsidies  is  more  than  four  ^am  the 
amount  appropriated  for  low  Income  housing  for  fiscal  1984.)  ^ 

1984  housing-related  tax  ©cpendltures  are  estimated  by  the  Congressional 
Budget  Office  at  about  $50  bKioa  About  75%  of  this  amount  goes  to  the 
top  15%  of  the  Income  distribution.  Cutting  In  haH  the  anxxint  received  by 
the  rich,  and  having  the  rest  unchanged,  would  Inaease  federal  revenues 
by  enough  to  cover  the  cost  of  al  our  other  proposals. 

There  are  dear  indications  that  overhaul  of  federal  tax  laws  wfl  be  a 
major  ccrwem  In  coming  years,  Bwu^e  of  this,  and  because  of  the  great 
current  Importance  of  tax  provisions  to  tha  production  and  management  of 
housing,  it  is  critica]  that  housing  advocates  participate  \n  the  process 
and  that  tax  reforms  be  adopted  whfch  protect  the  needs  of  low  and  middle 
Income  people,  whie  avoiding  windfans  and  Inefficient  subsidies, 

a  PROVIDE  Tl.g  FINAi^CING  NEEDED  TO  PRgSERVE.  BUILD  AND  REHABILITATE  HOUSING 

MonetflfV  and  credrt  OO^Icies  should  be  shaped  to  nmvirifl  reasonahte  finandno  nosts 
for  housino  and  limit  credft-reteted  fluctuations  which  incfM<ta  ^  costs,  nricfts 
and  rents  of  aH  housing.  Affordatjle  protytrtv  insurannfl  and  afforrtahtft  fxiandng  for 
the  purchase,  renovation  and  jmpfcnmrnftnt  of  houslny  shm  'ri  ha  ftvf^labte  In  an 
neighborhoods,  wfthout  discflmlnation  of  anv  kind. 

Our  nation's  housing  needs  cannot  be  met  if  financing  Is  unavalabfe  or  unaffordable. 
The  needed  flow  of  credit  Into  housing  must  be  maintained,  as  must  institutions 
capable  of  providing  It  at  the  community  and  neighborhood  level.  Housing  should  be 
protected,  through  national  credit  allocation  or  other  mechanisms,  from  the  Impact  of 
federal  monetary  and  credit  polictes.  Credit  Institutions,  such  as  savings  and  loan 
associations,  established  primarty  to  provide  financing  for  housing,  should  not  be 
permitted  to  abandon  this  special  purpose.  We  support  the  establrshment  of  an 
expllcft  housing  finance  mandate  for  thrift  hstitutions  to  help  assure  the  flow  of 
housing  credit 

Federal  policy  should  encourage  a  continued  supply  of  housing  loans  that  do  not 
expose  homeowners  to  excessive  interest  rate  rfek  or  refinancing  uncertainty. 
Consumer  prote<<,ions  for  borrowers  who  obtain  adjustable  rate  mortgages  and  continued 
avaSabllty  of  standard  fixed  rate  mortgages  lot  those  borrowers  who  desire  them 
should  be  guaranteed  by  legislation. 

Federal  oversight  of  the  obligation  of  aB  depository  institutions  (savings  and 
loans,  savings  banks,  and  commercial  banks)  to  serve  the  housing  credit  needs  of 
their  entire  community,  Indudlng  low  and  moderate  Income  areus,  oWer  urban 
neighborhoods,  rural  areas,  and  minority  and  feniale-headed  househoWs,  shouW  be 
strengthened,  and  the  Community  Reinvestment  Act  should  be  vigorousf/  enforced. 


6     By  FY  1987,  the  cost  of  housing- related  tax  subskJIes  was  estimated 
by  0MB  at  $481  bUlion.  while  assisted  housing  outlays  of  $12.2  bllion  were 
proposed  in  the  Administratton's  budget. 
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Beyond  these  gerarel  approaches,  aimed  at  creating  a  ctimate  for  steady  pitxluction  of 
unsubsldtzed  housing,  a  variety  of  speda!  mechanisms  are  r)eeded  to  support  the 
p-oduction  and  rehabiitation  of  housirg  for  low  Income  people.  We  believe  new 
Institutions  are  needed,  such  as  housing  tusx  funds  or  a  national  housing  banlc,  to 
provide  comrr^nlty  bas3d  groups  and  limited  equity  cooperatives  with  financing  for  low 
income  housing,  Induding,  as  appropriate,  grants.  Interest-free  or  low  hterest 
loans,  graduated  Interest  loans  or  whatever  financing  is  required  to  produce  the 
housing  needed.  These  funds  could  be  used  to  supplement  or  leverage  funds  from  other 
sources,  including  state,  local,  and  priv&re  funds. 

Foreclosure  relief  should  be  provided  to  owners  threatened  loss  of  theV  homes 
for  reasons  beyond  their  control  as  wea  as  for  tenants  threatened  with  displacement 
because  of  foreclosures  on  owners. 

Exotenation.  Housing  has  long  been  pecuiiatfy  vUnGrable  to  monetary  policy 
and  fluctuations  in  the  cost  of  credit  The  problem  of  obtaining  adequate 
credit  affects  much  of  the  housing  maricet,  but  Is  perticulatty  crttical  to 
efforts  to  provide  low  Income  housing.  Federal  deregulation  has  undermined 
the  role  of  savings  and  loan  Institutions,  long  the  major  source  of  housbg 
credit,  as  a  prirnary  source  of  funds  for  housing.  Whie  these  institutions 
may  need  added  asset  floxiblity  ber^auss  of  decontrol  of  interest  rates  or. 
deposits,  there  Is  no  ;uason  to  permit  them  to  abandon  their  role  as 
housing  specialists.  A  federal  housing  mandate  Is  required  to  enable  thrift 
institutions  to  resist  pressures  to  expand  Into  commercial  and  other  short 
term  lending. 

curing  the  credit  crunch  of  the  past  s&veral  :^rs,  the  mortgage  maritet 
shifted  rapidfy  to  adjustable  rate  and  short  term  baSoon  iriortgages  that 
shift  considerable  rislcs  of  highor  interest  rates  and  refinancbg 
uncertainty  to  home  purchasers.  Legislation  Is  needed  to  assure  a 
continuing  supply  of  fixed-rate  mortgages  and  to  minimize  the  risics  to  the 
consumer  of  adjustable  rate  or  baSoon  mortgages.  Corrtinued  oversight  Is 
also  needed  to  assure  that  the  mandate  to  serve  con^nuntty  needs  Is  foQowed 
In  the  face  of  pressures  on  financial  Institutions  to  orient  f  leir  sen/ices 
toward  upper  ^  come  and  large  depositor. 

Our  housing  needs  are  too  Importam  to  leave  the  avalablity  of  funds  to 
the  whim  of  the  mari(etplace.  We  need  a  oornmued,  positive  commltmem  by 
the  federal  govemmem  to  do  what  is  necessary  to  see  that  credit  for 
housing    Lva!ablo  on  reasonable  terms. 

Even  where  programs  are  In  place,  financing  is  often  an  almost-impossible 
barrier,  particularly  to  community-based  groups.  For  this  reason,  the 
Coalition  is  activdy  exploring  new  fin&ncing  mechani;^,  which  can  provide 
needed  funds  on  an  affordab^j  basis. 
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The  Honorable  Alan  Cranston 
Chairoan 

Subcoanittee  on  H^jsine  and 

Urban  Affairs 
United  States  Senate 
112  SHOB 

Washington,  D.C.  20510 
Dear  Senator  Cranstom 

I  wanted  to  respond  to  your  letter  requestine  ideas  for 
views  on  the  nation's  housing  policy  by  October  S,  on 
behalf  of  the  National  Low  Incone  Housing  Preservation 
Comnission. 

The  Coamission's  work  involves  extensive  original  field 
data  collection  and  the  construction  of  a  coaputer  aodel 
containing  the  descriptions  of  the  physical,  financial  and 
aarket  characteristics  of  a  representative  saaple  of 
individual  221  (d)  (3)  and  236  projects.  Our  analytical 
work  seeks  to  deteraine  th3  present  aarket  value  of 
projects  against  which  to  evaluate  the  options  which 
owners  have  to  dispose  of  the  property  when  their  use 
restrictions  expire,  continue  the  project  as  low  incoae, 
or  perait  slow  deterioration.  Once  the  likely  range  of 
options  is  asseabled.  various  interventions  can  be 
evaluated  based  on  their  ability  to  influence  the 
project continued  viability  as  low  incoae  housing.  The 
^oaaission  intends  to  use  this  data  to  deteraine  the  cost 
of  various  approaches  and  to  recoaaend  those  it  believes 
to  be  aost  effective  in  preserving  this  stock  in  the  aost 
cost  effective  aanner  for  the  greatest  nuaber  of  low 
incoae  people.  The  Coaaission  expects  that  its  findings 
will  be  presented  to  the  House  and  Senate  Housing 
SubcoRBittees  in  early  1988. 

For  inclusion  in  your  October  5  report.  1  would  like  to 
present  the  CoM&ission's  draft  outline  for  the  contents  of 
Its  final  report.    It  is  as  follows: 

I.      Chapter  One:  Bi«lS^L.t2S£ 

-  An  overview,  with  a  section  on  estiaated  total 
costs  for  physical  iaproveaents. 
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II.  Chapter  Two:  P£§§§£vation_Analifsis_of_the_Older 
Assisted_Housing]lltock 

~"Feitures"*236T  22l'Td)   (3)  BMIR  projects 

III.  Chapter  Three:  Preservation^Remedies 

-  Problen  definition 

-  Leading  options  . 

-  Matching  remedies  with  conversion  values 

IV.  Chapter  Four:  Iraglementation^Stegs 

-  Federal  leadership  role,  development  of  a 
preservation  policy 

-  HUD  or  ^ther  negotiating  entity 

-  State  and  local  role 

-  Moratorium 

-  Development  of  non-profit  capacity 

-  Tax  legislation 

-  Budget  sources 

V.    Technical  Appendix 


The  Conmisflon  looks  forward  to  presenting  its  findings  to  the 
House  and  Senate  Housing  Subcommittees  and  to  the  opportunity  to 
discuss  ways  to  continue  federal  policies  which  help  provide 
needed  housing  for  millions  of  low  income  citizens. 

Sincerely , 


Executive  Director 
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October  5,  1987 


Senator  Alan  Cranston 
Ohited  StatttB  Senate 

Banlcingr  Housing  &  Urban  Affairs  Cosuoittee 
Subcoaalttee  on  Housing  &  Orban  Affairs 
Senate  Hart  Office  Building 
RooQ  112 

Washington,  d.C.  205X0 

Senator  Alphonso  D'Amato 
Onlted  -States  Senate 

Banlcing,  Housing  &  Urban  Affairs  Coaaittee 
Subcoanittee  on  Housing  &  Urban  Affairs 
Senate  Hart  Office  Building 
RooQ  520 

Washington,  D.C.  20510 

Dear  Senator  Cranston  and  Senator  D'Aciato: 

On  behalf  of  the  National  Multi  Housing  Council,  I  wish  to 
respond  to  your  letter  of  July  22,  requesting  coaaent  on  the 
foraation  of  a  new  and  ^such-needed  national  housing  policy.  The 
National  Hulti  Housing  Council  ("NKHC")  shares  your  interest  in 
developing  a  responsible  and  effective  housing  policy  and 
appreciates  this  opportunity  to  provide  its  views  on  the  content 
of  such  a  policy. 

Based  in  Washington,  D.C,  NKHC  represents  the  interests  of 
the  largest  and  nost  prestigious  organizations  in  the  country 
participating  in  the  nultifaaily  renttl  housing  industry.  NMHC's 
aeabers  are  engaged  in  all  aspects  of  the  developaent  ai  1 
operation  of  rental  housing,  including  the  building,  ownership, 
financing,  manageaent  ard  conversion  to  condoainiua  of  such 
properties.    Together,  its  meabers  are  responsible  for  hundreds 
of  thousan(!^  ^f  rental  units.    Accordingly,  the  following 
coaaents  focus  principally  on  proposed  policy  for  the  rental 
housing  aarket. 

The  central  and  critical  problea  facing  the  U.S.  housing 
xutrket  today  —  and,  in  particular,  the  rental  housing  market  — 
is,  in  certain  areis,  the  inadequacy  of  housing  supply  and  the 
inability  of  the  free  aarket  to  respond  to  demand.    In  NKHC's 
view,  there  is  no  aore  serious  and  perverse  barrier  to  an 
expanded  supply  of  rental  housing  in  areas  of  shortage  than  local 
rent  control  laws.    As  described  below,  these  laws,  which  vary 
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from  jurisdiction  to  jurisdiction,  impair  the  operation  of  both 
the  narketploce  and  the  numerous  existing  Federally-sponsored 
housing  programs* 

NMHC  therefore  believes  that  Federal  preemption  of  local 
rent  control  lavs  must  be  an  essential  and  central  component  of 
any  new  housing  policy..   The  very  real  and  important  goal  of 
enfturing  adequate^  housing  for  low-income  tenants  should  be 
accomplished  directly  through  various  of  the  proven  income 
transfer  and  like  subsidy  programs*    At  the  ^Kcc?  tiitj,  a  new 
housing  policy  must  ensure  the  ability  of  the  pilvate  market  to 
meet  general  market  demand.    Paradoxically,  rent  controls 
generally  are  imposed  in  the  very  circumstances  in  which  the  need 
for  free  market  activity  to  alleviate  housing  shortages  is  most 
urgent* 


A*      The  Economics  of  Rent  Control 

A  recent  editorial  in  the  New  York  Times  calling  for  an  end 
to  rent  control  in  New  York  succinctly  describes  its  failures  as 
a  housing  policy: 

There* 8  probably  nothing  that  distorts  a  city 
worse  than  rent  regulation*    It  accelerates 
the  abandonment  of  marginal  buildings,  deters 
the  improvement  of  good  ones  and  creates 
wondcrous  windfalls  for  the  middle  class 
all  the  while  harming  those  it  was  meant  to 
help,  the  poor*^/ 

That  rent  control  is  an  ineffective  and  often  counter- 
productive housing  policy  no  longer  is  open  to  serious  question* 
Economists  who  have  researched  ,the  effects  of  rent  control  are 
virtually  unanimous  in  their  condemnation  of  it  as  bad  housing 
policy*i/    They  have  found  that  rent  control,  irrespective  of  the 


1/      H*Y*  Times,  May  12,  1987,  at  A30  ("End  Rent  Controls")* 

2/      See  Frey,  "Consensus  and  Dissension  Among  Economists,"  74 
Am*  Econ*  Rev*  986,  987-91  (1984) j  Rent  Control,  Myths  and 
Realities?    International  Evidence  of  the  Effects  of  Rent 
Control  in  six  Countries  (hereinaf ter#  "Rent  Control*  Myths 
and  Realities")   (w*  Block  &  e*  07i.sen  ed*  1981);  Resolving 
the  Housing  Crisis:    Governmental  Policy./  DecontroVg,  and  the 
Public  Interest  (M**  Johnson  ed*  1982) !  C*  Balrd*  "Rent 

[Footnote  Continued  on  Next  Page] 
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criteria  used  to  restrict  rents,  Iceds  to  undermaintenance  and 
abandonment  of  existing  rental  housing  and  a  reduction  in 
investment  in  and  construction  o£  new  rental  housing*  Moreover, 
these  effects  arc  most  detrimental  to  the  very  low-income 
tenants,  the  very  population  rent  controls  ostenpxbly  are 
intended  to  benefit* 

Criticism  of  rent  control  has  not  been  limited  to  economic 
conservatives  such  as  Preidrich  Hayek  and  Milton  Friedman,  both 
Kobel  Laureates  in  economics,^/  but  also  has  come  from  prominent 
liberal  economists  such  as  the  recently  deceased  Gunnar  Myrdal, 
also  a  Kobel  Laureate.    Dr*  Myrdal,  who  has  been  described  as  "an 
important  architect  of  the  Swedish  Labor  Party's  welfare  state," 
had  argued  that  "frjent  control  has  in  certain  western  countries 
constituted^  maybe y  the  worst  example  of  poor  plan  .ing  by 
governments  lacking  courage  and  vision* "A/ 

The  criticism  of  rent  control  is  so  universally  shared  by 
economists  that  rent  control  often  is  cited  by  textbook  writers 
as  a  paradigm  of  the  harm  governmental  interference  can  have  on 
the  operation  of  a  competitive  narket*5/    jn  a  competitive 
market,  rent  will  represent  the  price  at  which  the  supply  of 
hoiking  that  property  owners  are  able  and  willing  to  provide 
equals  the  amount  tenantc  are  able  and  willing  to  purchase* 
Fluctuations  in  demand  or  supply  will  be  met  by  changes  in  rents 
which,  over  time,  induce  the  market  changes  necessary  to  return 
to  equilibrium*    If  rents  in  an  undersupplicd  market  rise  and 
housing  rer.«:als  yield  profits  greater  than  in  other  markets. 


Control:    The  Perennial  Folly"  (Cato  Public  Policy  Research 
Monograph  No*  2,  1980);  p*  Salins,  The  Ecology  of  Housing 
Destruction  (1980);  J*  Moorhouse,  "Optional  Housing 
Maintenance  Under  Rent  Control,"  39  Southern  Econ*  J*  104 
(1972);  G*  Sternlieb,  The  Urban  Housing  Dilemma  (City  of  New 
Vork  Housing  and  Development  Admin*  1972)* 

3/     See  Rent  Control,  riyths  and  Roalitiea,  supra  note  2  pp*  87, 


4/  s*  Rydenfelt,  "The  Rise,  Fall,  and  Revival  of  Swedish  Rent 
Control,"  Rent  Control,  Myths  and  Realities,  supra  note  2, 
at  201/  224  (emphasis  added). 

1/     See,  e.g.,  W.  Baumol  6  A*  Blinder,  Economics;  Prin-riples 
arid  Policy  64-69  (2d  ed.  1982);  c.  McConnell,  EconomicaT" 
Prlnciplesf^  Problems  and  Policies  715-16  (8th  ed*  l^di) ; 
P.  SamueXson,  Economics  396-97  (11th  ed*  1980). 
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investnent  capital  will  flow  Into  residential  construction  and 
the  supply  of  rental  housing  will  gradually  Increase  through  new 
construction,  rehabilitation  and  conversion,  until  the  shortage 
of  bousing  (and  any  "excess"  rents)  have  been  eliminated* 
Conversely,  relatively  low  rents       or  rents  artlflcally  reduced 
by  local  governments  —  will  diminish  production  of  rental 
hous.ing  and  Induce  disinvestment  by  existing  suppliers* 

Comaunitles  that  enact  rent  control  laws  generally  do  so  In 
response  to  a  perceived  undersupply  of  rental  housing  and 
"excessive"  rents*    However,  by  disturbing  the  operation  of  the 
market,  rent  control  merely  exacerbates  the  problem  of  housing 
shortages*    By  forcing  rents  below  the  level  established  in  an 
unregulated  market,  rent  control  reduces  the  profitability  of 
rental  housing,  directing  investment  capital  out  of  the  rental 
market  and  into  other  more  profitable  markets*    Communities  that 
Impose  rent  controls  suffer  often  crippling  declines  in  new 
rental  housing  construction;  they  lose  existing  housing  to 
condominium  and  cooperative  conversions  and,  in  some  cases,  to 
abandonment;  and  the  quality  of  the  remaining  housing  stock 
deteriorates  as  owners  forego  unnecesirary  maintenance* 

Studies  have  shown,  for  example,  that  privately-financed 
housing  construction  dropped  by  67  percent  between  1971  and  1973 
in  Boston,  Hassachusetts  in  response  to  rent  control,  while 
cities  without  rent  control  registered  a  significant  increase  in 
ouch  construction.^/    A  study  of  the  impact  on  rent  control  in 
Kashington,  D*C*  by  the  Urban  Land  Institute  similarly  found  that 
multifamily  housing  construction  declined  by  92*4  percent  in 
response  to  the  imposition  of  rent  control*!/    Similarly,  a  1983 
survey  of  major  f 1  lancial  institutions,  accounting  for  several 
hundrefi  billion  dollars  in  investment  funds,  found  that  rent 
controi  —  and  eve»  the  threat  of  rent  control  —  was  the  major 
disincentive  ^o  investnient  in  rental  housing  in  California  and 
that  fully  56  percent-  :>f  the  survey  respondents  who  had  invested 
in  California  withit.  tho  preceding  five  years  were  unlikely  to 
consider  lending  funds  in  any  community  with  rent  controls *£/ 


G*  Sternlieb,  The  Realities  of  Rent  Control  in  the  Grey^"»r 
Boston  Area,  Center  for  Urban  Policy  Research  ^Rutgers  unTv* 

7/     Urban  Land  Institute,  Projects  for  Rental  Housing  Production 
Under  Rent  Control;    A  Case  Study  of  Washington,  d*C* , 
Research  Report  (No*  240}* 

B/     Bay  Area  Council  Nationwide  Survey  of  Leaders  on 

California's  Rental  Housing  Climate  (April  6,  1983). 
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The  evidence  of  disinvestment  in  response  to  rent  controls 
—  often  resulting  in  dramatic  declines  in  the  quality  of 
existing  rental  housing  supply  —  also  is  substantial*    As  one 
author  noted,  based  on  a  series  of  case  studies  and  the 
Accumulation  of  extensiva  empirical  evidence: 


!^en  it  is  not  feasible  or  possible  to  raise 
rents  in  proportion  to  cost  increments,  the 
only  op'cion  open  to  owners  is  an  internal 
reallocation  of  the  rent  dollar*  This 
usually  results  in  the  reduction  or  deferral 
of  maintenance  expenses*^/ 


The  response  of  rental  property  owners  to  more  than  40  years  of 
rent  controls  can  be  seen  in  New  York  City's  dilapidated  and 
deteriorated  housing  stock*    Between  1960  and  1968,  the 
dilapidated  housing  inventory  increased  in  Hew  York  City  by  44 
percent  and  the  deteriorated  stock  by  37  percent *!£/    By  1968, 
fully  29  percent  of  all  rent  controlled  units  were  dilapidated; 
this  was  true  of  only  8  percent  of  the  uncontrolled  rental 
housing  stock* 

Further,  although  the  decline  in  quality  and  quantity  of 
rental  housing  is  felt  by^all  existing  and  potential  tenants, 
low-income  tenants  bear  "the  brunt*    To  the  extent  owners  are 
unable  to  discriminate  among  potential  tenants  by  price,  rent 
controls  place  a  premium  on  non-price  factors  such  is 
creditworthiness,  which  tends  to  bias  the  tenant  selection 
process  against  low-income  tenant  groups* 

The  only  beneficiaries  of  rent  control  —  aside  from  owners 
of  uncontrolled  rental  units  whose  nnits  bacome  s^ie  valuable  as 
the  supply  of  rental  stock  drops  —  are  those  tenants  lucky 
enough  to  find  themselves  in  a  rent  controlled  unit*  However, 
even  these  tenant  benefitc  do  not  come  without  a  price,  for  the 
mobility  of  these  tenants  is  substantially  reduced  by  their 
reluctance  to  part  with  the  rent  control  subsidy*    For  those  in 
search  of  rental  housina,  the  entry  costs  —  or  barriers  in  the 
case  of  many  low-income  tenants  —  such  as  finder's  fees  also 
significantly  diminish  the  net  benefits  of  a  controlled  rent* 


9/     M»  Lett,  Rent  Control  151  (1976), 

10/    E*  Achtenberg,  "The  Social  Utility  of  Rent  Control,"  Housing 
Urban  America  445  (J»  Pynoos  ed*  1973)* 
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B«      Broad-Based  Federal  and  State  Opposition  to  Rent 
Control  Laws 

Confronted  by  overwhelming  evidence  tii&t  rent  control  does 
not  work,  most  state  and  federal  government  officials  long  Ago 
rejected  rent  control  as  fatally  flawed  housing  policy.  For 
example,  after  initial  flirtations  with  rent  control,  both 
Massachusetts  aud  Florida  sharply  limited  the  power  of  local 
governments  to  enact  rent  control  laws*    In  the  District  of 
Columbia,  then-Senator  Eagleton,  an  early  proponent  of  rent 
control  and  chairman  of  the  Senate  District  of  Columbia  Committee 
(which  initially  approved  rent  control  for  the  District) , 
subsequently  reported  that  "[tjhe  sad  truth  is  that  rent  controls 
—  enacted  for  the  best  of  motives  to  protect  middle-  and  low- 
income  tenants  —  actually  work  against  the  very  people  they  were 
designed  to  aid. "11/ 

And  in  California,  then-Governor  Brown  reported  that: 

Although  the  present  amount  of  rent 
regulation  in  effect  in  the  California 
housing  market  is  relatively  small,  the 
spectre  of  future  controls  is  already  having 
an  impact*    Many  builders  are  shying  away 
from  multiple  unit  construction  because  of 
the  potential  of  regulation*  «  •  ,  Some 
existing  owners  of  rental  units  are 
converting  the  units  into  condominiums  for 
sale,  partly  to  avoid  the  rent  regulation 
problem*    Thus,  rent  controls  are  not  only 
having  a  direct  impact  in  a  few  California 
communities,  but  an  indirect  effect  on 
statewide  construction  and  operation  of 
rental  housing*^/ 

As  early  as  1976,  the  Senate  Committee  on  Banking,  Housing 
and  Urban  Affairs  issued  a  report  stating  that: 

there  is  no  evidence  to  show  that  rent 
control  benefits  the  poor*    Quite  to  the 


11/    T*  Eagleton,  "Why  Rent  Controls  Don't  Work,"  Readers  Digest 
(Aug*  1977)* 

12/    Economic  Report  of  the  Governor,  1979,  prepared  by 

R*  Silberman,  Director  of  Finance,  state  of  California  at  75 
(March  26,  1979)    (emphasis  added). 
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contrary,  it  helps  a  snail,  privileged  group 
of  long<-time  residents,  largely  middle  class, 
while  driving  up  rents  in  uncontrolled  units. 


"Report  on  the  New  York  City  Loan  Program,"  Committee  on  Banking, 
Housing  and  Urban  Affairs,  S«  Kep«  No«  900,  94th  Cong*,  2d  Sess* 
(1976). 

riore  recently,  in  1982  the  President's  Commission  on  Housing 
recommended  an  end  to  all  rent  control,  if  necessary  through 
Federal  and  state  preemptive  legislation*    The  Commission  — 
which  consisted  of  economists,  housing  activists,  bankers, 
builders,  realtors,  and  others  from  across  the  political  spectrum 
—  conclucively  found  "that  rent  control  causes  a  reduction  in 
the  quality  of  the  existing  rental  stock  and  discourages 
investment  in  new  rental  property"  and  is  "[t]he  most  evident 
interference  in  the  ability  of  the  private  market  to  supply 
rental  housing  *  •  *  [in]  a  substantial  percentage  of  the 
nation's  multi<-family  housing  stock*" 


C*      Federal  Preemption  of  Local  Rent  Control  Laws 

That  rent  control  is  An  ineffective  and  counterproductive 
housing  policy  no  longer  can  be  open  to  serious  question* 
Nonetheless,  local  rent  controls  continue  to  proliferate  around 
the  country,  severely  restricting  the  quantity  and  quality  of 
rental  housing*    More  than  200  communites  currently  impose  some 
form  of  rent  controls*    Virtually  all  are  located  on  the  East  and 
West  coasts,  where  rental  units  make  up  an  important  part  of  the 
market* 

It  has  become  all  too  obvious  that  no  amount  cf  evidence 
demonstrating  the  inefficacy  of  rent  controls       and  indeed  the 
very  substantial  harm  to  the  poor  —    will  convince  local 
officials  in  these  communities  to  abandon  uneconomic  and 
irresponsible  rent  control  laws*    HHHC  therefore  believes  that 
the  time  has  come  for  federal  intervention  to  prevent  the 
continued  impairment  of  the  rental  housing  market*    Preemption  of 
all  such  local  laws  should  be  an  essential  and  central  component 
of  any  new  housing  policy* 

This  result  can  be  accomplished  by  specifying  in  any  new 
legislation  adopted  pursuant  to  a  new  Federal  housing  policy  that 
no  state  or  local  government  shall  adopt  any  rent  control  law 
that  interferes  with  or  impedes  the  goals  of  Federal  housing 
policy*    This  fundamental  principle  of  Federal-state  relations  is 
implicit  in  existing  law  and  already  has  been  relied  on  by  the 
Department  of  Housing  and  Drban  Development  ("HDD")  in 
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identifying  the  circumstances  in  which  the  Department  will 
preempt  local  rent  controls,!!/    Further,  the  Federal  Home  Loan 
Bank  Board  has  recently  considered  preemption  of  local  rent 
control  by  its  rule  making  source* 

Alternatively,  to  the  extent  local  communities  wish  to 
reduce  rents  to  needy  tenants  (rather  than  to  directly  subsidize 
such  tenants,  as  described  below) ,  they  should  be  required  as  a 
matter  of  Federal  law  and  housing  policy  to  compensate  affected 
rental  property  owners.    Only  by  providing  rental  property  owners 
with  a  return  on  their  investment  that  approximates  the  market 
value  of  their  investment  can  Federal  housing  policy  hope  to 
expand  the  depleted  supply  of  rental  housing. 


D.      Subsidization  of  Low-Income  Renters 

Preemption  of  local  rent  control  laws  will  improve  both  the 
quantity  and  quality  of  rental  housing  available  to  the  poor.  At 
the  same  time,  a  new  Federal  housing  policy  should  provide  —  as 
it  already  does  in  limited  form  —  for  direct  financial 
assistance  to  low-income  tenants  unable  to  afford  available 
housing  (both  in  the  current  controlled  market  and  in  a  future 
uncontrolled  market) . 

Ths  crafting  of  a  new  housing  policy  will  require  a  careful 
blending  of  mechanisms  (including  the  preemption  of  rent 
controls)  to  stimulate  the  supply  of  housing  in  areas  of  shortage 
with  direct  financial  assistance  to  needy  renters.    Over  time, 
the  expansion  o£  the  rental  housing  supply  in  such  areas  will 
lead  to  a  decline  in  rent  levels.     In  the  i'-terim,  financial 


^3/    In  preempting  local  rent  controls,  HUD  has  recognized  that 
limiting  the  "upside**  to  investing  in  rental  property 
enhances  the  possibility  that  such  rental  income  will  not  be 
sufficient  to  cover  the  costs  of  operating  and  maintaining  a 
rental  property  and,  consequently,  that  mortgage  loans  to 
owner/mortgagers  will  be  "bad  mortgages."    HUD  regulations 
specify  that: 

HUD  will  preempt  the  regulation  of  rents  .  .  .  when 
the  Department  determines  that  the  delay  or  decision  of 
a  board  prevenics  the  mortgagor  from  achieving  a  level 
of  residential  income  necessary  to  maintain  and  operate 
adequately  the  project,  which  includes  sufficient  funds 
to  meet  the  financial  obligations  under  the  mortgage. 

24  C.F.R.  Part  246.5  (1986). 
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assistance  to  tlie  needy  can  most  efficiently  and  economically  be 
provided  through  direct  subsidy  programs/  including  income 
transfers  under  existing  lav* 

It  bsars  noting,  however,  that  financial  assistance  to  the 
needy  —  whether  in  the  form  of  direct  subsidies  or 
counterproductive  rent  controls  —  cannot  alone  resolve  the 
fundamental  problem  facing  the  rental  housing  market  —  that  of 
inadequate  supply  in  areas  of  shortage*    Only  a  policy  that 
combines  financial  assistance  with  direct  stimulation  of  supply 
factors  in  the  marlcet  can  hope  to  resolve  this  problem* 

We  thank  you  for  this  opportunity  to  comment  on  the  form  of 
a  new  Federal  housing  policy  and  look  forward  to  the  opportunity 
of  working  with  you  and  your  staffs  in  future  months  to  develop 
an  effective  and  fair  housing  policy  that  satisfies  the  needs  of 
both  consumers  and  producers  of  housing* 


Respectfully  submitted. 


Jonathan  It*  Kempner  ^ 
President 

National  Multi  Housing  Council 
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INlHODUCriON:  THE  NATIONAL  BtOOW^ENT  FOR  A»€RICA*S  r€16W0FK00DS 


This  proposal  v8s  generated  by  lanbers  of  1tie  National  Neighborhood 
Coalition,  a  manbershlp  association  of  rational  and  regional  organizations 
which  are  In:^€rested  In  the  progress  of  oominunlty-based  organizations  In 
urban  neighborhoods  and  rural  areas;  the  Coalition  prlnariiy  includes 
national  ^  uups  headquartered  In  Washington.    In  Identify  I  ng  the 
priorities  of  Its  neighborhood  constituency  groups,  the  Coalition  singled 
out  financial  support  and  direct  federal  grants  as  one  of  the  highest 
concerns  of  ccmmunlty-based  organizations.    Real  Izing  the  limitations  of 
earlier  federal  programs  and  conscious  of  the  rational  commitment  to 
reduce  the  federal  deficit^  the  CoallYi^n  sought  a  new  approach  to  federal 
participation  that  would  not  require  an  annual  approrrlatlon  from  the 
federal  budget.  The  proposal  for  the  National  Endowment  for  Aaerlca^s 
Neighborhoods  Is  the  result. 


The  Coalition  Identified  so/eral  goals  which  a  proposal  for  a  nar  rrogram 
shoul  d  Incorporate: 

1.  Direct  federal  f  Iranclal  support; 

2.  Hatching  of  f federal  funds  with  private  money  at  the  rational  lesrel  as 
well  as  at  the  local  project  level ; 

3.  FIrancIal  support  fcr  a  wide  variety  of  activities; 

Ac   Responsiveness  to  the  Initiatives  and  needs  of  neighborhood  groups 
(In  contrast  to  programs  which  dictate  categories  o^  activity  or 
specific  approaches); 

5.  Insulation  from  change  of  A(*nlnl  strati  on  cr  partisan  pol  Itlcs  at  the 
federal  level  or  direct  Intervention  by  Individual  leglsfatcrs;  and 

6.  Structure  so  that  decisions  can  be  Influenced  by  the  constituency 
which  benefits  fron  the  program. 


A.  That  the  legislation  be  Introduced  In  Congress;  and 

B.  That  a  broad  scale  and  del  Iberate  progroR  of  publ  Ic  education  be 
organized  about  the  proposed  leglj^latlon. 


ORIGIN  OF  PROPOS/i 


GOALS  FOR  A  HBi  PROGRAM 


WE  FT^OPDSE  NCW 
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THE  nation;!  BiDOW^NT  FOR  AFRICA'S  ICIGreOWOOOSj   A  SUMMWY 

Tho  National  N«Ij^borhood  Coalition  has  drafted  a  froposal  for  tl^e  tstabi I »h»ent 
of  •  raw  ftderally-sponKTtd  orgahlzatlon  call«d  National  Endcwewnt  fcr  America's 
Ntlflhbcrhoods,   This  Endorawnt  would  to  flwarmd  by  «  Board  of  DIrtctors  cppolntad  by 

frtsldtnt  tnd  the  Cbnsre»»«    It  would  prcvldt  financial  support  fcr  quellf  lad 
canunlty  crgantzatlons  In  urban  neighborhoods  and  rural  conunltles  for  a  wide  range 
of  •ctlvltles.   The  fedtral  firanclal  cowaltlment  would  to  a  one  tl»e  financial 
contribution  which  would  to  Mtched  by  private  and  local  funds. 

The  FYoposaMs  "Premble"  and  "Findings*'  set  forlt  tte  tockjround  and  rationale 
fcr  this  Ufllslatloiv.   These  are  philosophical  sections  which  prwido  a  froawork  for 
•^erythlng  else  In  the  proposal.   These  sections  attaapt  to  cane  as  close  as  possible 
to  fictufii  legislative  language* 

The  •^'urpose"  section  of  the  proposal  outi  Ines  the  goal  s  of  the  Eniwment  to 
pro/lde  financial  support  for  a  wide  variety  of  ccTwunlty-Inltlated  activities  under 
the  direction  of  an  Independent  governing  board  which  actolnlsters  the  Endowment* 

The  "Structure"  section  proposes  that  the  Endowment  to  gwerned  by  a  nineteen 
■■ntor  Board  with  six-year  terms;  these  terns  would  to  staggered  so  that  there  Is 
continuity  on  the  Board.    The  Board  will  bo  appointed  by  the  Resident?  one  third  of 
each  set  of  appointments  oust  to  drawn  f ran  a  1 1st  proposed  by  the  Senate  frasldent 
pro  tflfiporo  and  minority  leader,  and  one  third  froa  a  list  proposid  by  the  House 
speaker  and  minor :ty  leader.    Nine  mmators  of  the  Board  must  to  selected  from  the 
staff  OP  monbershlp  of  conraunlty  organizations  that  are  eligible  for  assistance  frcr 
the  Endowment.   The  renal ning  Board  mentors  moy  to  selected  froa  a  broad  range  of 
people  Interested  In  neighborhoods*    The  Board  Is  mapcwered  to  fill  vacancies  whl  ch 
occir  on  the  board  totveen  appolm^  »7S,  and  will  elect  Its  own  of f  leers*   The  Board 
Is  authorized  to  hire  a  Rresldent  who  will  direct  the  staff,  and  to  proaulgate 
regulations  and  procedures  for  the  operation  of  the  Endowment*   Board  Meotors  will 
serve  without  salary  but  will  to  compensated  for  expenses  and  for  time  spent  at  Board 
oeetlngs  In  tha  same  manner  as  mentors  of  othr*  corporate  boards  estabi  Ished  by 
Coog-ess*    After  private  matching  funds  ho/e  toen  received,  a  "doners  forun"  wll  I 
elect  an  additional  five  people  to  the  Boord* 

TH  "Act'  ^  »es"  section  gives  the  Endowment  full  corporate  powers  so  that  It 
can  carry  out  ift  authorized  prosram.   These  Include  estabi  Ishing  regjiatlons  for  the 
Endowment  and  the  grant  program;  making  grants  to  nelshbcrbood  organizations;  and 
using  up  to  10^  of  Its  fuids  for  research,  technical  assistance  and  training. 

The  ncrant  PTogrm"  section  <JescrItos  a  flexible  program  with  broad  ellglbllty. 
The  criteria  for  activities  which  will  to  el  tglble  Is  established  to  Include  all 
activities  except  those  specifically  eliminated.   The  organizations  which  ere 
el  Iglble  to  apply  indar  the  prosram  are  also  descrltod  very  broadly,  but  I  Imited  to 
coraunlty-tosed  organizations  which  he»/e  a  geographic  focus  and  are  representative  of 
and  accountable  to  the  people  of  that  gaographtc  area.    A  competitive  criteria  Is 
suggestec*  for  selecting  grantees  from  anong  tt»dse  which  are  eligible  and  which  ho/e 
planned  to  undertake  el  Iglble  activities.    The  seventeen  criteria  I  nted  In  the 
proposal  would  guide  the  Endowswnt  In  f onauletlng  more  spceclfic  grant  selection 
rati  ng  criteria. 

Unllk©  other  niatlonal  Endc;wments,"  the  ilatlonal  Endowment  for  America's 
Nel^bcr hoods  would  to  an  actual  trust  fund  with  a  "corpus".    The  one  time  federal 
contrlbutlco  woul  d  to  drawn  down  qver  several  years  tosed  on  the  contribution  of 
matching  funds.    After  that  on^-tlme  contribution,  the  Endowment  would  not  receive  a 
federal  appropriation  but  would  operate  on  the  earnings  of  the  trust  fi^d. 
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PROPOSM.  FDR  THE  MATION^L  EHDOW^HT  FDR  AI€RICA»S  MEI6(B0f«00OS 

!.   ¥t)«rtas  Ifie  quol  Ily  and  vital  lly  of  Merlon  »clety  Is  ditenalmd  ly 
■the  condition  of  Its  nelj^borhoods,  1t.e  nol j/ibcrhood  co»^stltut«s  o  key 
to  tfio  social*  cultural*  •oonoolc,  and  poM.lcal  fabric  of  tfit  oointry. 

2.  Whereas  »any  nelj^borhoods  ere  confronted  with  «ejcr  problMS  such  as 
lock  of  enplcycent,  dooont  housing,  and  I  ln}ted  services,  the  residents 
are  faced  vlth  social  eooncnic  and  political  probless  resulting  fron 
events  and  actions  beyond  their  control. 

3*  Whereas  irban  neighborhoods  and  rural  coanunltlec  ere  basic  units  for 
self-governance  and  citizen  participation,  neighborhoods  and  riral 
coBxaunltles  and  their  organizations  seek  t*  ie  seif-sustalning  and 
Independent  ftechanlsas  that  work  In  concert  with  federal,  state, 
and  local  go/erriDent  actors» 

4.  Whereas  the  irbon  wlghborhood  and  rural  oocewlty  level  provides  the 
nost  appropriate  scale  for  the  of^ratlon  of  nan/  public  services  and 
progrcns,  neighborhood  and  cocwu.ity  crgonlzatlons  can  effectively 
serve  the  varying  social,  cultural  and  economic  needs  of  their 
residents. 

5.  Whereas  nany  federal  prograns  and  f  uids  are  poorly  targeted  to  tntended 
beneficiaries  In  loir-lncaae  neighborhoods,  the  In/olvoaent  of 
neljhborhood  organizations  «akes  It  easier  to  focus  socIC  service, 
housing,  econcralc  doveloptaent  and  other  resoirces  to  Intended 

benef  Iclar.'es. 

6.  Whcrefts  neighborhood  people  and  organizations  are  fully  capable  of 
planning  and  Iftpl  enentatlon,  neighborhoods  with  Malted  resoiroes 
need  to  be  able  to  harness  outride  private  and  publ  Ic  resoirces  to 
econcnically  maintain  and  lapro/e  the  nelch^hood. 
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Vhortes  tht  det«-lcratlng  condition  of  rat^^bor hoods  U  •  retlonol 
problwv  tht  ftdtr&l  ao/«rmi5nt  hes  a  rasponslbll Ity  to  prcvtde 
rtsourcis  to  ttrtngthtn  n»t(^borhoodi« 

CbnsfMstonal  Findings  (propoMd) 
The  Cbngr«ss  f  tnds  that: 

1.   Urban  nalj^borhoods  and  rural  coaifiltlas  and  thtir  erflanlzatlons  are 
vital  to  tha  wtlfar©  of  rasldsnt*  by  prcvldlng  en  •n*/|rofmnt  to  meet 
tosic  huQ&n  retds  and  and  opportunity  fcr  parsonal  g'Ofth  and 
tnrlchnont* 

2#    »Mj^bor|K>o<J  and  ootfionnlty  organizations  prcvlde  avido  array  of 

activities  and  services  for  their  ccsasunlty  Including  crloo  prwentlon, 
he&Itti,  housing,  end  econonlc  aevelopnent^  vhlch  ultleately  benefit 
Aaerlcan  society. 

3*    Urban  nelQ^borhood  and  rural  oocwtmlty  organizations  ho/e  uidtrtaken 
Innwatlve  and  targeted  activities  to  benefit  lor-lnco«e  residents. 
These  activities  and  services  cxxapleaent  the  resources  of  governaent. 

4.  A  targeted  Mchenlsn  thet  con  harness  private  end  public  resources  to 
benefit  lot"  and  Boderate-lncooe  nelfiM>Dr  hoods  Is  ijedtd  to  help 
nelQ^Lorhoods  become  acre  self  sustaining  and  contribute  to  the 
overall  wealth  of  the  United  States. 

5.  Mart/  ccrporatlons,  foundations,  private  Individual  s  and  state  and  local 
governaent*  are  Interested  In  Joining  vlth  the  federal  governaent  In 
supper tl.\Q  nels^borhood  vMellty* 

6.  Several  federal  proyws  and  aany  local  privately  fin de d  effcrts  hove 
sha*n  the  effectiveness  of  nail  cnounts  of  direct,  national  financial 
support  to  locally  Initiated  nelj^bcrhood  revltal  Izs^Kon  effcrts. 
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a   Tht  ixrpoM  of  ttiU  Act  Is  to  •stabl  lili  •  KttlomI  EndovMnt  fer  /b«rlca«s 
K9lshborhoodt  tliatt 

1.  will  Mpfort  on  errey  of  Imiwotlve  ©ctlvltloi  dtslgi^d  to  I«proye 
tti«  toclel,  •conoalc  and  cultural  fabric  of  urban  end  rural 
GOKBtfiltlas; 

2.  vlli  be  flaxible  In  responding  to  nsls^borhood  ntecis  ondwtM  harmss 
private  sector  and  fedoraU  state  and  local  ao^efnoant  resources  In 
order  to  benefit  nals^borhoods; 

3.  will  ho/e  on  Inddpendent  gjyernlng  board  appointed  by  ttie  President  to 
serve  as  ttie  daclslorwaoking  unit  for  the  EndwDentj  end 

will  not  r«5ulre  en  ongoing  annual  appropriation  In  the  federal  budgot. 
0.   Structu-e  of  the  National  Endcraent  for  AterlceU  Nelghbcrhoodt 

1.  Tfte  Endcwiaent  shall  estabt  Ish  c  Trust  Fund,  the  earnings  froa  which 
shell  be  used  to  support  ihe  activities  of  the  Endovnont.  The 
federal  oontrlbotloo  to  thet  Trust  Fund  shell  be  aade  over  five  fiscal 
years*  each  year's  caount  conditional  on  the  Endarnent  having  binding 
oocualtlments  for  the  required  notch  of  private  and  local  tonoy, 

2.  Appolntsont 

e.    The  Board  of  Directors  of  the  Katlonsl  EndMoent  fcr  MorIca*s 
Neighborhoods  shall  be  coaposed  of  nineteen  (19)  embers  appointed 
by  the  President,  six  of  whoa  shall  be  appointed  frcn  oaong  the 
recosnendstlons  eado  by  the  Speaker  of  the  House  of  Representatives 
( In  consultation  with  the  nincrlty  loader  of  the  House  of 
Representatives),  and  six  of  whm  shell  be  appointed  fron  ooong 
th»>  reoocmendatlons  aade  by  the  President  pro  taapore  of  the 
Sensto,  In  consultation  with  the  najorlty  leader  end  ainorlty 
leader  of  the  Senate. 
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b.   Eoch  of  ttit  Individuals  Making  rocooMndatlons  io  ttit  (Vasldinr 
ragardlng  sppolntMnts  i^&II  sttk  to  achieve  a  balenoad  awborshlp 
raprasantlng  to  ttia  aexlBua  practlcabla^  tha  Nation  as  8  vhola* 

c*    fha  (Yasldint*s  Initial  and  subsaqu»nt  eppolnlaants  i^ouId  Insura 
t^8t  no  lass  ttian  nine  ■■abars  era  wlactad  Iron  ttia  staff  cr 
■enbarsMp  of  crganlzatlons  tftot  ara  alaglbla  for  asslst&nca  froa 
ttia  Notional  EndowMnt  for  ADarlcs^s  Ntlshborhoods. 

d«  Ot^a^  Bosrd  Menbars  ifial  1  ba  salactad  fran  tt>a  brood  rango  of 
paoplo  and  organizations  Intarastad  In  nalg^bcr hoods ,  Including 
but  not  1  Inltad  to  rap-aaantatlvas  of  national  crganlzatlons  with 
comaunlty-basad  affiliates  cr  Bcabars,  raglonal  and  local  technical 
essl stance  providers  to  nals^bcrhoods,  phllantroplc  and  voluntary 
crganlzatlons,  local  er.d  state  govarnsients,  envlronaantal 
crganlzatlons,  civil  rights  and  alnorlty  organizations  and 
organized  business  g-oups»    At  least  ttirea  nenbars  shall  reflect 
potential  doner  groups* 

a.    In  tht  third  year,  the  Endwnant  shall  creste  a  nechanlsa  bv  vhlch 
doners  to  the  Endckroant  o' <er  than  the  fe^rel  go/ermant  cay 
participate  In  the  elect k'xi  of  five  d)ncr  rapreaentatlves  to  be 
added  to  the  nineteen  mta\y  r  board. 
c<  Office 

a*   Khan  the  Board  Is  establ  tshed  «Mxasibers  shall  be  appolnted.f cr 
tvo  year  teres:,  slxseabers  shall  ^  appointed  for  four^yoar  terns 
and  seven  neabors  shall  be  appointed  for  slx<^eer  teres*  Two 
enbers  drarn  froa  the  reconnandottons  of  the  Speaker  o(  the  Kouse« 
as  veil  a'*  tvo  dk-wn  frcm  the  reoocuaendatlons  of  the  President  Pro 
ToEpori  of  the  Senate  shell  be  appointed  for  slx-^rear  tems,  and 
tvo  sha^l  be  appointed  for  four-yaar  tanas. 
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b.   Upon  •»7>IratIon  of  tnltlel  th«  Prtilwnt  rti^I  appoint 

ntv  Board  mmb^s.  for  .Ix-yw  ttnit,  wJ.ctrd  In  if^  tmt 
Bonner  Invhidi  th«  criglrol  appolntatnt  was  RBde, 

c   (rh«n»/or  e  boord  position  Is  t«ft  ve^nt  b«fcr«  Its  t»ni  has 
•>?lrad,  dje  to  tha  ra^Ignatlon,  Incapacity  or  Imctlvlty  of 
tfta  board  Hmbor,  or  for  any  othor  rtoson,  tha  Soard  Itself 
■ay  aalect  a  hm  board  aaabor  for  tht  r«aIndor  of  tha  U)a)q>Irad 


d,    A  Board  Baator  who  has  served  six  years  or  »ore  on  the  Board  shal  I 
not  bo  eligible  for  reappolntosnt  to  the  Board.    A  forver  Board 
■cnber  who  has  not  Mrved  on  the  Board  for  a  period  of  at  least 
one  year  ihall  be  eligible  for  appolntaont  to  the  Board, 

•.    Th%  doner  representatives  shell  also  »rve  staflgored,  six  year 
tenas* 

4.  Officers 

The  board  B»t«rs  shall,  froa  ocong  their  ranks,  select  a  Chairperson 
and  other  Board  officers  as  deemed  mcestory, 

5.  Ccapentatloo 

Merabers  of  the  Board  shal  1 1    l)  receive  coapensatlon  at  a  rata  «qual 
to  the  Jally  equivalent  of  the  rate  prescribed  for  grade  GS-18  under 
Section  5332  of  Title  5,  for  each  day  that  they  ere  engaged  In  the 
perfofuanco  of  their  duties  on  the  Boord,  and  2)  be  al tared  tro/ia 
•xpenses,  Including  per  dicn  In  I  l»u  of  subsUtance,  in  the  sne 
■anner  as  persons  enployed  Intenalttently  In  Go/ernaent  service  are 
Bllofod  e)9«naes  uider  Section  5703(b)  of  title  5,  fcr  each  day  that 
they  are  oray  froo  their  hoaes  or  regular  places  of  business  In  the 
perf  creance  of  their  dc/tles  on  the  Beard. 
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E.  Author tz«d  AtrMvttl^s  (Power «  of  iU9  Endo¥&snt)t 

1.  The  Endornent  Is  orgsntzed  to  nako  gnnts  to  local  votuntsry  orgEinlz&tlons  for  a 
varloty  of  stlf*hetp  activities  according  to  procedures  and  announoocaents  that 
the  Endornent  vlll  publish  In  the  Federal  Register  and  other  appropriate  public 
CHRainlcatlon  channsts; 

2.  The  Endownent  nay  estabi  Ish  a  calendar  of  grants  avail abit  Ity  whether  by  a 
regular  schedule,  or  by  periodic  deadlines; 

3.  The  Endownent  may  estaM  Ish  from  tloe  to  tlsa  categories  of  activities  cr  prosram 
areas  for  Individual  grant  cycles;  the  Endoroent  nay  enter  Into  contracts  or 
oooperativs  agreements  end  make  grants  for  technical  assistance^  training, 
research,  and  evaluation  activities  as  long  as  the  cuaulatlve  snount  so 
oorunltted  does  not  e>ceed  10^  of  the  annual  appropriation  for  the  progran; 

4.  The  Board  of  Directors  of  the  Endornent  ihall  hire  a  presldont  and  staff  to 
actnlnlster,  pronote  and  Inptment  the  pol  Iclos  for  the  program  that  ore 
established  by  the  board; 

5.  The  Endowment  Is  authorized  to  accept  gifts,  grants,  bequests^  endowinents,  and 
any  other  form  of  monetary  or  property  donation^  and  may  connlnglo  federal  funds 
vlth  those  received  from  olfier  sources; 

6.  The  Board  of  the  Endowment  may  authorize  the  Ftesldant  of  the  Endowment  to 
apprcve,  without  prior  Board  apprcval^  j^-ants  up  to  $25,000  which  fall  within 
guide!  I  nes  estabi  K  .^d  by  the  Board;  such  fifants  will  be  reported  to  the 
Board  at  Its  subsequent  meetings; 

7«  Grants  made  by  the  Endowment  shall  be  ej^mpt  fr^.t  Office  of  Manogoment  and  Budget 
(0W>,  Circular  A-95:    Sntergo/ernmental  Review,  and  0)6  Circular  1t2t  Unitary 
Audit; 

8.  The  Endowment  shal  t  report  to  Congress  every  two  years  even  though  the 
authorization  Is  for  five  years; 

9.  The  Endowment  shall  be  subject  to  suit  and  shall  have  the  power  to  bring  suit 
for  tort  and  contract  liability. 
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Grants  f^o^ui 

1.   Eligible  Actlvlttts 

e.  In  ordw  to  respond  to  local  Inltlatles  ty  voluntary  nor^- 
g<verr»entc!  organizations,  the  Endornni  Is  c/f^orlzed  to 
support  throofih  g-ants,  contracts,  and  cooporatWo  ^ants, 
a  vide  range  of  activities.    Froa  tiiaa  to  tlae  tt>e  Endansnt  »ay 
puM  Ish  In  the  Fedora!  Register  a  specific  range  of  activities  that 
V III  be  considered  for  a  specific  grant  offering  but  ot  no  tine 
shall  the  total  offerings  of  the  Endoiriaent  be  so  describe'^  w  to 
preck«de  an  organization  fron  proposing  and  having  considered  for 
fmdlng  an  activity  that  d>es  not  fall  Into  one  of  the  offered 
categories  or  one  of  the  prohibitions  belov. 
b.  Certain  activities  are  prohibited,  hmwert 

(1)  Public  works  In  urban  areas,  except  as  related  to  specific 
cocRsunlty  housing  and  eoononlc  davelopnent  projects  benefiting 
residents  of  the  local  comunlty  served  by  the  organization. 

(2)  Activities  directly  related  to  support  of  a  candidate  for 
public  office. 

(3)  Salaries  of  publ  Ic  officials  or  omployeos  of  units  of  gDvernnent 
or  their  sL'bsl  diaries  and  affiliated  organizations. 

€•  When  purchases  of  equipment  are  atrtbcrlzed  undar  the  terns  of 
a  particular  grant,  that  equlpraent  shall  be  exespt  froa  the  rules 
of  goverment  ownership  and  shall  be  the  full  and  permanent 
possession  of  the  grantee  organization. 
2.   El  Iglble  Applicants 

Any  voluntary,  noo-gover mental  organization  shal  I  be  el  Iglble  f or 
grants  under  this  program  provided  It  Beets  the  fdlorlng  requlrnents 
and  the  activities  It  proposes  also  meet  the  raqulreients  of  the  prograra: 
a*  The  applicant  organization  aust  ha/e  a  specific  geographic  focus 
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and  t net  ud9  cr  be  open  to  all  resi dents  who  I  tve  v tlh tn  the 

gfrogrophic  erea; 
b»  The  appi  leant  crgBnlzatlon  aust  heve  some  clear  sechanlsa  of 

accountability  to  Itie  residents  of  the  jwoj  aphic  erea; 

The  appl  leant  organizations  aust  J»  representative  of  slncrltles 

of  the  geosraphlc  area;  and 
d.  The  applicant  cr^^nlzatlon  »ust  be  not-fcr-prof  It  with  fiscal 

accountability  whether  cr  not  the  organization  Is  Inccrporated. 
Qrltcria  for  Selecting  Grantees 

a.  All  applicants  to  to  selected  nust  c^et  the  ellglbtllly 
requirements  I  Isted  above* 

b.  All  activities  proposed  under  the  prog-on  cuiJ^  neet  the 
requIrcDents  for  eligible  activities  described  abwe, 

c.  Appl  Icants  and  activ  Itles  oust  ceet  the  other  requlraaents 
described  b/  the  Endcwoent  In  the  Federal  Register  for  particular 
offerings  that  are  ctade  fran  tiao  to  tine. 

d.  In  addition  to  these  nlnlnal  requIrcDents,  gran-l-es  wll I  be 
selected  and  the  SDount  of  the  srant  evardwill  be  deterialned  on 
the  basis  of  a  caapetltlve  rating  scale  which  gives  equal  weight 
to  Ihe  fol lowing  factors: 

(1)  the  extent  to  which  the  federal  resources  are  uatched  b/  other 
resources  of  the  geographic  camunlty  sensed  by  the  organization; 

(2)  the  desree  to  which  the  federal  resources  are  natchcd  by  other 
resources  proportional  to  Ihe  ability  and  resources  of  the 

Ity  served  bf  the  appl  leant  organization; 

(3)  the  dejree  to  which  the  activities  proposed  are  well  thought 
out,  wet  l*planned  and  coherent; 
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(4)  iho  ddg-ee  to  which  ttie  crganliffHon  •vidonca;.  the  copobll  Ity 
of  Inltlatlngj  managing  and  waluatlng  the  activities  ^posad; 

(5)  the  de^-ee  to  which  the  nel£^ta-hood  suffers  froa  a  hl^  de^-ee 
of  eooncolc  distress  as  evldenoeo  by  an  erea  unenplo/asnt  rate  that 
ojcoeds  the  rational  uneoployBBnt  rate; 

(6)  the  da^-ee  to  which  the  nel£^borhood  has  serious  housing 
probioas  as  evidenced  ty  the  proportion  of  substandard  and 
detrlcrating  housing  within  the  caanunlty; 

(7)  the  deg-oe  to  which  residents  of  the  nats^bcrbood  have 
Inadeqwte  services,  especially  sorvlces  wiOch  adtt-ess  basic  husan 
needs  within  the  area;  ^ 

(8)  the  deg-ee  to  which  the  nels^bcrhood  faces  disruption  cr  IfvJ'ry 
froD  actions  Initiated  frcn  outside  the  cataunlty  which  cpnnot  be 
add-essad  effectively  with  resources  which  ereoyallable  locally; 

(9)  the  deg-ee  to  which  the  proposed  activity  add*essas  the  cost 
serious  needs  of  the  nel£^bor'^xx>d; 

(10)  the  deg-ee  to  which  the  activities  proposed  particularly 
serve  lew-  and  aoderate-IncoQe  residents  of  the  geo^aphlc 
cooaunlty  served  bf  the  organization; 

(11)  the  deg-ee  to  which  thu  activities  pressed  benefit  the 
othervlse  disatf/antagad  alnorltles  of  the  cowunltlos  served  by 
the  organization; 

(12)  the  dag-ee  to  which  the  activities  pranote  hamony  and 
ccheslveness  botveon  various  sub-goups  of  the  residential 
population  of  the  area  served  bf  the  organization; 

(15)  the  dag-ee  to  which  the  people  effected  by  the  proposed 
Bctlvltles  were  Irvolved  In  the  planning  end  eppi  Icatlon  ^ocoss; 
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(14)  tht  d»sree  to  which  if\%  dcttvttt«s  pronoie  Ihe  puM  Ic  v«if8r«; 


sever nnent*  uhsre  epproprlote) 

(16)  the  ddsre«  tovhich  the  propoal  In  Innwetlve  In  Involving 
people  In  the  solution  of  ccnaunlty  p-oblsns)  and 

(17)  such  other  criteria  as  shall  be  established  frcn  tlue  to  tline 
by  the  Boord  and/or  steff  of  tS»e  Endoroent  appropriate  to  the 
purposes  of  the  Endovpent  and  the  particular  offering  or  g-ant 
category  being  considered. 

4.   Achlnlstratlve  Requlronents 

The  Board  shell  Insure  that  tvo-thlrds  of  the  enount  of  funding 
pro/lded  under  the  grantw  progrviwIM  be  inade  to  ^r^'^ps  In  low-  and 
stoderate-tnoome  neighborhoods. 


(15)  the  ddgree  of  planning  and  cocrd^rutlon  with  units  of  local 
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RfS3C5r^D 'NATIONAL  RURAL  ELECTR  C  COOPERAT  VE  ASSOCIATION 


1  Ttkphwn:  (202)  I57.«500 

O:tober  5,  1987 


The  Honorable  Alan  Cranston 
United  States  Senate 
)12  Hart  Senate  OffUe  Building 
Washington.  D.C.  205)0 


Dear  Senator  Cranston: 


1  as  writing  In  response  to  your  request  for  our  suggestions  as  you 
prepare  oajor  housing  legislation  for  Introduction  early  next  year.  The 
National  Rural  Electric  Cooperative  Association  (NRCCA)  Is  thft  national 
service  organization  for  the  approxlinately  1,000  consuraer  owned  rural  electric 
systens  which  serve  about  25  nil  lion  people  in  2,600  counties  within  46  states. 

2  share  your  feeling  that  now  Is  a  very  appropriate  tine  to  reassess  our 
housing  policies  and  programs  and  design  a  strategy  for  the  1990s  and  beyond. 

Qu'*  specific  cocxsents  are  as  follows: 

1.    AKY  NATIONAL  HOUSING  INITIATIVE  KUS^       lUOE  A  CLEAR  FOCUS  ON  RURAL 
HOUSING  NEEOS. 

Approxliaately  56  nllllon  people,  23.5%  of  the  population  of  the  United 
States,  live  e-ts1de  of  icetropolltan  areas.  Kany  of  these  people  live 
In  quite  reiaote  ai^as  and,  as  a  result,  do  not  have  the  sai&e  access  as 
the  urban  population  lo  health  care,  housing,  education  and  ei&ploynent 
opportunities.   To  swse  extent  this  "lack  of  access*  'is  an  Inherent 
disadvantage  of  persons  living  in  rural  areas.    However,  there  are 
several  other  rural  disadvantages  currency  being  experienced  which 
are  not  Inherent.   Kany  of  these  have  worsened  dramatically  during  the 
19B0S. 


Substandard  Housing:  Although  only  23. of  the  U.S.  population 
resides  In  nonaetropolltan  areas,  these  areas  account  for  aloost 
half  of  all  housing  In  the  "severely  Inadequate*  category. 

Shortage  of  New  Housing;    Construction  of  new  housing  In  rural 
areas  Is  now  talcing  place  at  a  rate  Insufficient  to  meet  detund. 
This  probleffl,  which  Is  described  In  detail  In  a  1966  Congressional 
Research  Service  report.  Is  directly  related  to  the  Inadequate 
availability  of  private  credit  for  rural  home  construction. 
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*  Rural  Poverty:    Throughout  thU  century,  a  dUproport^onate  share 
of  the  nation's  poor  have  resided  ^n  rural  areas.   As  of  1985 
rural  areas  had  a  poverty  rate  of  }B,2%  as  compared  to  }2,1%  for 
roetropolUan  areas.   Since  the  recovery  from  the  recession  of  the 
early  198Ds,  the  poverty  rate  \n  metropolitan  areas  has  fallen, 
but  the  nonmetropolUan  rate  has  not. 

*  Job  Growth:    ilnce  1979  the  number  of  urban  jobs  increased  by  13X; 
In  rural  areas  the  increase  was  less  than  a  third  of  this  --  only 


Pa.'tlcularly  hard  hit  were  those  rural  counties  dependent  upon 
natural  resources  and  manufacturing: 

-  Employment  declined  by  9.5%  In  counties  dependent  on  mining  and 
energy  extraction. 

-  Virtually  no  growth  occurred  In  agricultural  counties. 

-  Manufacturing  counties  registered  only  2,1%  growth. 

Unemployment  rates  In  nonmetro  areas  have  beci  above  those  of 
metro  areas  during  each  year  of  the  1980s  —  a  reversal  of 
historic  patterns. 

*     Population;    During  the  1980s  rural  population  growtf  has  slowed 
and  Is  now  below  urban  growth.   This  Is  In  contrast  to  the  1970s 
when  rural  areas,  for  the  first  time  In  more  than  a  century,  grew 
faster  than  urban  areas.   This  ilow-growth  reflects  major  problems 
In  the  performance  of  the  rural  economy  and  signals  a  return  to 
the  generalized  rural  declines  of  the  1950s  and  1960s. 

The  poor  performance  of  the  rural  economy  during  the  1980s  has 
occurred  as  the  result  of  economic  dislocation  and  associated 
structured  change  as  Industries  responsible  for  .nuch  of  the  rural  base 
(agriculture,  natural  resources,  mining  and  low  skill  manufacturing) 
declined,  and  service  Industrl'js  (concentrated  In  urban  areas) 
expanded.   Alang  with  this  economic  dislocation  has  come  financial 
strain  for  Individuals  and  households.    Substantial  data  and  research 
dre  available  on  the  economic  factors  affecting  rural  America,  We 
suggest  that  you  consider  this  Information  as  you  develop  a  national 
housing  strategy. 

If  the  condition  of  rural  America  Is  to  be  turned  around,  attention 
must  be  given  to  correcting  those  problems  which  discourage  Industry 
from  locating  in  rural  areas  and  people  from  living  there.    A  very  key 
factor  Is  the  quality  of  life  ^n  a  community.    Quality  of  life 
considerations  revolve  around  many  factors,  such  as  the  adequacy  of 
1nfra:>tructure  resources  In  the  areas  of  education,  health  and  other 
public  services.    However,  housing  is  a  key  component  of  any  quality 
of  life  judgment.    If  a  community  has  available  adequate  quality 
housing  at  reasonable  costs.  It  Is  much  more  likely  to  attract  r.^w 
Industry  than  a  community  which  does  not.   Worse  yet  Is  a  community 
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without  adequate  housing  which  also  lacks  the  ability  to  finance, 
construct,  and  place  Into  service  needed  additions  or  Improvements  to 
Its  housing  stock.   We  urge  that  you  carefully  consider  the  role 
played  by  housing  In  economic  development  and  Include  provisions  In 
your  new  Initiative  which  create  a  positive  climate  for  rural 
development  by  encouraging  a  dynamic  housing  environment  In  our  rural 
communities. 

2-  INCREASED  EMPHASIS  SHDULD  BE  PLACED  C\H  RURAL  ECONDHIC  DEVELOPHEWT  AWD 
\  MAJOR  EFFORT  SHOULD  BE  UNDERTAKEN  TO  IHPRDVE  THE  DELIVERY  nr  rFRFRAI 
PROGRAMS  TO  RURAL  AREAS.  

NRECA  believes  that  the  present  federal  programs  for  rural  development 

—  Inc'uding  rural  Infrastructure,  housing,  and  business  development  — 
should  be  consolidated. 

fhe  present  federal  system  of  rural  program  delivery  Is  often 
confusing,  overlapping  and  Inefficient.   He  recownend  that  a  mr.jor 
study  be  undertaken  of  the  most  effective  method  of  combining  these 
programs  In  order  to  Improve  the  focus  on  economic  development  and 
maximize  the  federal  assistance  provided  to  rural  areas. 

Until  such  a  major  restructuring  and  refocussing  has  occurred,  NRECA 
strongly  supports  the  continuation  of  FmHA's  existing  housing  programs 
and  their  funding  at  adequate  levels. 

3.    THERMAL  STANDAPOS  SHOULD  BE  THF  SAME  FOR  MOBIL  HOMES  AS  FOR  SITF  BUILT 
HOMES. 

Most  mobll  homes  now  being  built  do  not  have  the  same  levels  of 
thermal  standards  as  new  site  built  housing.    As  a  result  energy  bills 
are  unnecessarily  high  and  burdensome  for  many  mobile  home  owners 
often  low  Income  households. 

The  Department  of  Housing  and  Urban  Development  (HUD)  has  established 
standards  for  manufactured  homes.    Kowever,  these  HUD  standards  are 
far  below  those  required  by  HUD  for  sUe  built  homes  that  carry 
federallv  insured  mortgages.    They  are  likewise  below  state,  local  and 
regional  building  codes. 

For  two  decades  NRECA  and  rural  e'lectrlc  cooperatives  throughout  the 
nation  hdve  been  urging  higher  thermal  and  construction  standards  for 
mobile  homes.   We  have  testified  before  Congressional  and  governmental 
committees.    We  have  written  letters.    We  have  made  nunerous  contacts 

—  with  Congress  and  manufacturers.    But  to  date  owner:  and  occupants 
of  mobile  homes  do  not  have  the  same  kind  of  thermal  standards 
protection  that  Is  given  to  owners  of  site  built  housing. 

The  Issue  of  thermal  standards  for  mobile/manufactured  housing  Is 
especially  acute  In  areas  served  by  rural  electric  cooperatives,  wfiere 
a  significant  portion  of  the  nation's  low  Income  families  reside.  As 
a  consequence,  a  very  high  percentage  of  the  new  homes  In  rural 
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America  a**?  mobile  or  manufactured,  and  many  of  these  continue  to  be 
poorly  built  from  an  energy  efficiency  standpoint.    In  some  areas,  as 
many  as  25%  to  A0%  of  new  homes  being  served  by  rural  electric 
cooperatives  are  mobile  homes. 

Energy  bills  for  people  living  In  small  mobile  homes,  built  to  minimum 
standards,  are  frequently  40%  to  60>(  greater  than  equivalent  homes 
built  to  site  built  housing  standards.    This  Is  a  terrible 
discrimination  against  the  low-Income  and  elderly  people  who  often 
have  no  choice  but  to  own  or  live  in  mobile  homes. 

The  time  to  give  attention  to  *    rmal  efficiency  is  when  the  house  is 
being  built.    Retrofitting  to  improve  the  thermal  efficiency  of  the 
building  envelope  is  expensive  —  and  almost  impossible  in  a  mobile 
home.    Yet  the  cost,  during  construction,  to  add  the  necessary 
insulation  which  would  Increase  thermal  efficiency  to  acceptable 
levels  is  far  less  and  is  cost  effective. 

Therefore,  we  urge  that  you  carefully  consider  this  Important  matter 
as  you  develop  new  housing  legislation  and  that  such  legislation 
mandate  that  thermal  requirements  in  newly  constructed  manufactured 
homes  be  equivalent  to  the  requirements  applicable  to  site  built 
housing. 

4.    MODERATE  INCOME  HOUSEHOLDS  SHOULD  BE  ASSISTgP. 

Specific  programs  should  be  developed  to  meet  the  housing  needs  of 
moderate  income  people.    These  families  with  Incomes  too  low  to 
qualify  for  private  financing  and  too  h\^h  to  qualify  for  loans  from 
the  Farmers  Home  Administration  are  often  frustrated  in  their  attempts 
to  achieve  the  goal  of  homeownership  and/or  acceotable  quality 
housing.   Modest  levels  of  assistance  could  open  housing  opportunities 
to  this  group  which  too  often  "falls  between  the  cracks'  of  present 
housing  programs. 

5     THE  SFRIDUS  PROBLEM  OF  PREPAYMENT  OF  RENTAL  HOUSING  LOANS  MUST  BE 
ADDRESSED. 

We  are  concerned  by  the  significant  number  of  prepayments  of  FmHA 
rental  housing  loans  during  the  past  few  years,  partly  as  a  result  of 
the  drop  in  interest  rates.   The  purpose  of  these  subs'idized  loans  is 
to  encourage  the  development  of  moderately  priced  rental  units.  When 
these  loans  are  prepaid  and  there  is  a  conversion  to  higher  priced 
units,  the  purpose  of  this  program  is  subverte<  and  the  stock  of  lower 
priced  units  is  dangerously  reduced. 

We  reconmend  that  housing  legislation  address  this  serious  problem. 

6.    CENSUS  DATA  MUST  BE  PRESERVED. 

Solid  statistical  data  on  housing  trends  and  the  condition  of  the 
nation*s  housing  must  be  maintained.    Informed  policy  and  legislative 
decisions  require  correct  and  comprehensive  information. 
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We  feel  that  attempts  to  cut  survey  costs  by  further  reducing  data 
collection  and  analysis  would,  In  the  end,  Increase  costs  and  make 
decision  making  more  difficult  In  this  extremely  Important  area  of  our 
nation's  wellbelng. 

7«    ROLE  OF  RURAL  ELECTRIC  COOPERATIVES.  ' 

Rural  electric  cooperatives  are  coirmunlty  based,  consume  owned 
organizations  with  deep  roots  In  their  conwunltles.    They  provide 
service  to  25  million  people  In  2600  of  this  nation's  counties.  Rural 
electric  cooperatives  employ  about  58,000  people  —  managers, 
engineers,  accountants,  linemen,  office  staff      and  there  are  some 
approximately  9,000  corrmunlty  leaders  who  serve  as  directors  (elected 
by  their  fellow  member  consumers)  on  these  co-op  boards.  Rural 
electric  cooperatives  form  a  powerful  network  that  covers  our 
countryside. 

NRECA  believes  very  strongly  that  these  cooperative?  can  play  an 
Integral  role  In  revitalizing  rural  America.   They  have  the  skills  and 
a  firm  comnltment  to  their  home  corrmunltles. 

Let  me  suggest  that  In  developing  a  new  housing  Initiative  that  you 
give  serious  study  to  using  the  rural  electric  cooperatives  to  assist 
In  delivering  federal  programs  to  rural  areas.    Our  experience  Is  that 
the  REA  model  of  federal/local  partnership  has  worked  extremely  well 
In  bringing  electricity  and  telephone  service  to  rural  America.  We 
believe  that  this  successful  model  should  bt  studied  and  expanded  upon. 

Let  me  end  by  reemphaslzing  the  first  point  made  In  this  letter;    that  ANY 

NATIONAL  HOUSING  INITIATIVE  MUST  IWCLUOE  A  CLEAR  FOCUS  ON  RURAL  HOUSING   

NEEDS.    Our  citizens  must  not  be  limited  to  the  confines  of  metropolitan  areas 
In  their  search  for  suitable  employment  upportunltlcs  and  adequate  housing. 
Our  challenge  Is  to  foster  an  environment  In  which  all  areas  of  our  nation  can 
develop  and  prosper.    A  policy  which  creates  opportunities  In  rural  America 
can  help  to  stem  .he  present  rapid  pace  of  rural  outmlgratlon  and  thus  assist 
both  our  rural  and  urban  communities. 

We  appreciate  this  opportunity  to  express  our  thoughts  as  you  prepare  for 
a  new  legislative  Initiative.    An  Identical  letter  has  been  sent  to  Senator 
Alfonse  O'Amato.   

'         X'"  ^       ^    *  ^ 

•   SIncefeV,      \      '  ' 


Bob  Sergland 
Executive  vice  President 
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NEIGHBORHOOD  REINVESTMENT  CORPORATION 
HOUSING  POLICY  RECCHNENDATIONS 

INTRODUCTION 

We  thank  the  Housing  Subcomalttee  of  the  Senate  Committee  on 
Banking*  Housing  and  Urban  Affairs  for  an  opportunity  to  provide 
Input  on  a  new  national  housing  policy* 

The  Neighborhood  Reinvestment  Corporation  and  Its 
predecessor  organizations  have  been  working  with  a  unique 
partnership  of  financial  Institution  and  other  business  leaders* 
neighborhood  leaders  and  local  governments  since  1970 
revitalizing  declining  neighborhoods  and  producing  affordable 
housing.  Our  local  partnerships  which  serve  237  neighborhoods  In 
137  cities  and  towns  In  42  states,  the  District  of  Colunbia  and 
Puerto  Rico  have  often  worked  with  existing  federal  housing 
programs*  but  have  also  created  nany  new  housing  and  contounlty 
development  tools.  We  hope  our  experience  can  be  helpful  to  the 
Committee  In  Its  work. 

We  have  grown  Increasingly  concerned  about  the  effects  on 
lower  Inconf  neighborhoods  of  the  Increasing  costs  of 
homeownership  and  rental  housing.  In  addition,  the  Tax  Reform  Act 
of  1986  and  the  '^•Jtlook  of  Increasing  numbers  of  HUD  subsidized 
rental  units  escaping  use  restrictions  s^iened  certain  to  worsen 
the  situation  with  regard  to  rental  housing.  Therefore,  the 
Neighborhood  Reinvestment  Corporation  commissioned  Dr.  Phillip  L* 
Clay,  Associate  Professor,  Massachusetts  Institute  of  Technology, 
to  document  the  Impact  on  lower  Income  households  of  likely 
losses  of  rental  units.  His  study.  At  Risk  of  Loss:  The 
Endangered  Future  of  low'-lncome  Rental  Housing  Resources,  which 
is  appended  to  these  recommendations,  projects  a  broadening  gap 
between  the  number  of  low-Income  households  and  the  number  of 
housing  units  they  could  afford  to  rent.  A  similar  projection 
could  be  meie  for  moderate-1  ncome  households  and.  In  many 
regional  real  estate  markets,  for  middle-Income  households  as 
well.  Lack  of  production  of  new  units  for  owner  occupancy  or  for 
rental,  affordable  to  the  bottom  half  of  our  Income  spectrum, 
accompanied  by  growth  In  the  number  of  households  needing  them 
(caused  In  part  by  a  reduction  In  household  size),  hes  put  an 
enormous  premium  on  existing  low-cost  unsubsl dized  housing 
stocks.  Truly,  the  "trickle  down"  process  has  been  replaced  by  a 
■filter  up"  process. 

The  projected  g&p  between  17.2  million  low-Income  households 
and  9.4  million  units  they  can  afford  to  rent  Implies  that  If 
nothing  Is  done  to  change  t  .Is  course,  by  the  year  2003  (just  16 
years  from  now)  7.8  million  low-Income  households  will  be  rent- 
burdened,  overcrowded,  occupying  substandard  housing,  doubled  up 
with  other  households,  or  outright  homeless.  This  and  the 
accompanying  prospect  of  the  destabilizing  tendencies  which  aay 
be  produced  by  Tax  Reform's  ^slde  effects  In  soft  markets  and 
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undesirable  locations  is  likely  to  create  a  disinvestment 
envfronment  reminiscent  of  the  sixties* 

.  Nei ghborhoo(3  Reinvestment's  work  of  revitalizing  lower 
income  neighborhoods  can  be  expected  to  be  severely  impacted  if 
such  a  scenario  plays  itself  out,  and  the  1960's  phenomenon  is 
repeated  of  displaced  low-income  households  overcrowding 
vulnerable  neighborhoods,  contributing  to  their  "tipping"  into 
new  cycles  of  disinvestment. 

Within  our  present  budgetary  resources.  Neighborhood 
Reinvestment  is  already  at  work  with  Neighborhood  Housing 
Services  (NHS),  Apartment  Improvement  Program  (AIP),  Mutual 
Housing  Association  network  stimulating  projects  which  will 
preserve  and  expand  low-rent  rental  resources,  intervene  to 
prevent  homelessness  and  house  the  currently  homeless* 

Our  housing  policy  recommendations  will  range  ^*rom 
philosophical  to  detailed.  They  will  include  recommendations 
related  to  programs  administered  by  HUD  and  a  vision  of  how 
Neighborhood  Reinvtstment' s  work  can  contribute  to  improved 
housinrj  and  neighborhood  conditions  for  lower  income  Americans. 


I.  Adopt  an  approach  of  field  testing  a  variety  of  new  programs 
cn  a  pilot  basis,  rather  than  implementing  untried  major-scale 
prf  *ams. 

II.  Accept  the  virtual  elimination  of  tax  benefits  as  a  housing 
stimulus  and  develop  new  subsidy  vehicles,  which  are  less  subject 
to  distortion. 

III.  Adopt  the  recowmendations  for  federal  action  contained  in 
our  study.  At  Risk  of  Loss;  The  Endangered  Future  of  Low-Income 
Rental  Housing  Resources,  by  Phillip  L.  Clav.  

IV.  Weigh  the  costs  and  benefits  of  providing  subsidies  which 
will  benefit  targeted  populations  in  perpetuity,  rather  than  for 
a  limited  period  of  time. 

V.  Continue  the  Community  Development  Block  Granv  (CDBG) 
Program,  and  expand  it  when  fiscally  feasible. 

VI.  Continue  and  expand  support  for  Public  Housing. 

VII.  Expand  Neighborhood  Reinvestment's  secondary  market  fcr  low- 
Interest  loans. 

VIII.  Support  a  pilot  program  for  expansion  of  Neighborhood 
Reinvestment's  Mutual  Housing  Association  network. 


LIST  OF  RECOMMENDATIONS 
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RECOHHENOATIONS 

I •     Adopt  an  approach  of  field  testing  new  programs  or.  a  pn ot 

basis,  ratner  than  irapleaentlng  untried  roajor«scale  prograros.  

A  national  dousing  policy  for  the  rinal  decade  ot  the  twentieth 
century  will  be  of  necessity  a  transitional  policy,  A  policy 
guiding  a  transition  In  housing  economics,  a  transition  In 
governmental  roles,  a  transition  In  fiscal  capacity.  Rather  than 
Implementing  a  grand  new  design,  we  recommend  that  the  pollcy-- 
both  of  fiscal  necessity  and  for  prudence  sake  establish  a 
broad  future  course  and  extend  a  series  of  new  ^.pproaches  be 
tried  and  tested  In  today's  complex,  rapidly  changing  real  world, 

1 1 ,  Accept  '  '^e  virtual  elimination  of  tax  benefits  as  a  housing 
stimulus  and     veiop  new  subsidy  venicies,  which  are  less  subTect 

to  distortion,   ^  

7ne  lax  Retorra  Act  of  1986  1$,  of  course,  an  Important 
determinant  of  the  unfolding  housing  environment,  Howevor,  it  is 
our  opinion  that  while  the  Act  removed  many  tax  advantages  to 
private  housing  producers  and  rental  housing  operators,  and  the 
removal  of  these  incentives  will  in  the  short  run  add  to  problems 
of  housing  availability  and  affordability,  this  does  not  justify 
a  rolling  back  of  these  reforms.  Greater  efficiency  and  economy 
of  private  housing  production  and  management  nay  be  one  of  the 
results  of  the  reforms,  and  another  will  be  the  elimination  of 
the  distortion  of  programmatic  intent  which  frequently 
accompanied  this  indirect  mode  of  providing  subsidies.  Living 
with  the  reforms  will  challenge  a  new  national  housing  policy  to 
confront  the  subsidy  questionr  head-on,  rather  than  being  able  to 
hide  them  in  reduced  Treasury  tax  receipts,  and  will  require 
consideration  of  who,  if  not  the  private  sector,  should  fill  the 
vacant  market  niche  between  the  market  which  can  be  profitably 
served  by  the  private  sector  and  the  market  served  by  public 


ni.  Adopt  the  recommendations  for  federal  action  contained  in 
our  sTuoy,  "At  Risk  of  Loss;  The  Endangered  Puture  of  Low«!ncome 

Rental  Housing  Resources",  by  PhllTlp  L,  C1ay7  

ihe  study  projects  that  losses  in  the  federal ly-assisted  stock 
can  be  expected  through  property  disposition  practices, 
•expiration  of  use  restrictions,  expiring  contracts,  transfer  of 
ownership  of  subsidized  projects  and  sale  of  public  housing 
units.  While  acknowledging  data  probleas»  the  report  concludes 
that  it  appears  that  as  many  as  half  the  assisted  units  are  on 
course  to  be  lost  to  low-  and  moderate-lncoae  use  in  the  next 
decade,  with  additional  losses  by  2025,"  with  the  acTual  loss 
depending  "on  market  conditions,  public  policy*  and  calculation 
by  owners  of  what  their  best  interests  are,"*^  Where  these  losses 
in  the  stock  cf  subsidized  housing  occur  in  tight  markets. 


Clay,  Phillip  L,,  At  Risk  of  Losst  The  Endangered  Future  of 
Low-Income  Rental  Housing  Resources,  Hetohborhood  ReinvesiiiBgnt 
corporation,  Washington,  d,C,.  Hay  1987.  p.  18. 
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already  suffering  the  results  of  the  diminution  of  the  affordable 
unsubsidized  stock*  rental  subsidies  will  be  of  little  use  to 
displaced  assisted  housing  residents*  Accordingly*  it  is  our 
conclusion  that  production  assistance  will  be  required  in  many 
markets*  as  well  as  rent  subsidies*  if  major  displacement  Is  to 
be  avoided. 

The  report  1 ncludes  the  fol lowi ng  re comae n dati oni  for 
federal  action: 

1.  The  federal  government  should  comroit  to  mafntaining 
project-based  subsidies  on  all  projects  l n  the 
s u D s  1  0  1  Fe d  stock  when  required  to  maintain 
TrTordabl llty. 

The  reccnmendation  does  not  suggest  a  particular  level 
or  form  for  this  assista^tc^  other  than  that  the 
assistance  be  made  to  the  projec^  not  the  individual 
tenant*  (Vouchers  and  other  direv  .  aid  ought  to  go  to 
tenants  In  the  unsubsidized  stock  or  where  there  is 
credible  evidence  that  the  poor  are  able  to  find  units 
available  on  a  non-discriminatory  ba^ls.)  Housing  in 
the  various  programs  will  require  different  treatment 
The  older  projects*  in  most  cases*  will  require 
less  assistance  while  the  newer  projects*  those  needing 
major  repairs*  and  those  serving  low  income  families  in 
weak  markets*  will  require  more  assistance, 

*** 

Besides  funding  to  keep  projects  viable  and  affordable* 
a  comnitroent  of  this  support  has  another  purpose.  It 
is  to  send  a  message  that  there  Is  a  national  policy  to 
save  the  stock  of  housing  at  risk.  It  Is  a  message 
that  needs  to  come  early*  to  be  unambiguous  arid  part  of 
a  strategy.  It  should  also  have  an  appropriate  set  of 
standards  to  serve  as  disincentives  to  slum  operators 
or  those  who  would  underwrite  their  activities. 

Finally*  the  assistance  should*  to  the  Qfixlnum  extent 
possible*  be  "front  end"  assistance  sc  as  to  av  'd 
open-ended*  expensive*  and  Inefficient  use  of  pub.  r 
funds .  Needless  to  say  *  such  assistance  should  b<% 
contingent  on  firm  assurance  of  lon^-term  benefit  to 
the  needy. 

2.  The  federal  government  should  use  existing 
authority  and^THFuld  request  additional  authority  to 
provide  incentives  tc  owners  of  the  assisted  stock^ot 
to"  take  advantac^g  or  options  to  which  they  are  ic^aTly 
'enTTtiec  but  wnicn  threaten  the  loss  of  the  units  to 
vhe  affordable  stock. 


HUD  cannot  renege  on  contracts  and  agreements  nor 
prevent  owner*  from  exercising  options  to  which  they 
are  entitled*.    But  just  as  the  future  of  a  fraction  of 
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this  subsidized  stock  Is  not  clear  to  us,  this 
uncertainty  applies  to  the  owners  as  well.  For  that 
reason,  they  may  be  responsive  to  Incentives  to  keep 
housing  affordable* 

*** 

3  •  The  f e de r a  1  g 0 ve r nroe n t  should  promulgate 
regut^tlons  and  "pFo  vide  assistance  to  1  ncrease  fh? 
opportunity  for  coroinunltr  and  nonprofit  groups  or.  If 
necessary,  appropriate  for-profit  Institutions,  to 
acquire  and  manage  the  subsidized  housing. 

Nonprofit  groups,  like  for-profit  Investors,  have  a 
mUed  record  In  terros  of  the  stewardship  of  the 
subsidized  stock.  The  failures  on  the  part  of  the 
nonprofits,  however,  are  rarely  deliberate  efforts  to 
subvert  the  purposes  of  the  program  and  are  more  often 
the  result  of  overwhelming  circumstances  (such  as  the 
energy  crisis)  or  Inexperience,  As  a  source  of  long- 
te^*m  commitment  to  lou-  and  moderate-Income  housing, 
commu nity  housing  dcvel opers  represent  the  major 
potential  sponsor  that  can  be  counted  on.  Such 
confidence  should  not  be  based  on  sentiment,  however. 
•••[T]he  lower  costs  at  which  capable  nonprofits  can 
provide  housing  and  the  long  term  commitment  to  the 
poor  are  powerful  reasons  for  encouraging  their  greater 
role, 

*** 

Our  confidence  would  be  strengthened  considerably, 
however.  If  these  organizations  were  given  support  In 
building  their  capacity  and  If  they  were  part  of  a 
local,  regional  or  national  network  of  nonprofits. 

*** 

The  aim  of  federal  policy  ouQht  to  be  to  Increase  the 
capacity  of  these  organizations.  By  Increasing  their 
capacity  It  would  allow  them  to  take  over  some  of  the 
subsidized  stock,  enter  Into  partnerships  with  for- 
profit  companies,  try  new  Ideas,  or  provide  development 
'services  (1,e,  construction  management,  etc)  as  part 
of  a  larger  housing  delivery  system. 

These  groups  can  also  take  advantage  of  opportunities 
to  form  cooperatives  or  mutual  housing  associations  or 
to  create  property  management  organizations.  To  play 
this  role  requires  the  federal  government  to  support  a 
national  program  of  capacity-building. 

*** 

4 ,  Spon  ''s  who  have  a  poor  record  in  past  dealings 
should  be  excluded  from  further  participation  In 
»/rograros.  Preferred  status  should  be  accorded  to 
developers  who  have  an  excellent  record  in  their 
previous  experience  and  to  teams  that  represent  viable 
nonprofit/private  partnerships. 
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The  conservation  of  the  subsidized  stock  Is  a  venture 
that  requires  the  utmost  caution  In  Implementation* 
There  are  In  each  community  sponsor's  who  have  widely 
recognized  and  well  documented  records  as  Irresponsible 
owners  and  sponsors  of  subsidized  projects* 

HUD  has  been  criticized  for  allowing  such  sponsors  to 
continue  to  participate  {n  federal  housing  programs*  A 
federal ly-led  effort  to  save  thi s  housi ng  ought  to 
Include  strict  sponsor  performance  standards  and  an 
assessment  of  past  records  so  as  to  separate  out  the 
'bad  eggs**  Almost  any  policy  undertaken  to  preserve 
subsidized  housing  will  have  provisions  which  can  be 
abused  and  wh1ch»  If  abused,  will  undermine  the 
project* 

5*  The  federal  government  should  develop  a  plan  to 
'address  the  Issues  raised  In  this  report7 

There  are  a  variety  of  Issues,  the  meaning  and 
Implications  of  which  have  been  newly  transformed  by 
expiring  uses  and  contracts,  changes  In  the  tax  law, 
underwriting  practices,  etc*  Owners,  prospective 
Investors,  tenants,  state  and  local  officials,  and 
others  need  clear  signals  for  what  they  c  n  expect  from 
the  federal  government  so  that  the  exe  else  of  their 
choices  can  be  fully  Informed  and  hopefully  more 
consistent  with  national  policy. 

*** 

In  developing  this  plan,  the  federal  government  should 
consult  and  take  Into  account  the  role  th<it  state  and 
local  governments  can  play  and  the  roles  that  are 
consistent  i;1th  the  community  and  resident  Interests* 
There  Is,  In  local  communities,  a  great  Oeal  of 
experience  gained  In  recent  years  rescuing  troubled 
housing,  forming  partnerships,  and  designing  Incentives 
for  local  developments*  This  experience,  while 
considerable,  has  not  been  d1 rected  to  the  federal 
stock*  The  federal  government  will  have  to  learn  from 
that  experience  and  will  h&ve  to  develop  with  these 
local  flayers  arrangements  for  Joint  action,  which  In 
some  cases  may  Involve  wholesale  disposition  of  housing 
to  those  state  finance  .^qencles  that  have  a  good  track 
re  cord  underwriting  and  overseel ng  production  and 
redevelopment  of  multlfamily  housing* 

6*  The  federal  government  should  develop  appropriate 
aechTiTisms  for  refinancing  suosi dized  or  rorraerly 
subsidized  housing  as  these  projects  experience 
turnovei*  or  need  refinancing  In  connection  witn  trie 
Issues  raised  in  this  report* 

As   pointed  out  In  Chapter   4  [of  the  report],  the 
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changed  environment  for  real  estate  ffnance  win  make 
previously  acceptable  urban  real  estate  and 
reinvestment  projects  appear  too  'risky.'  This  will  be 
tspecJally  so  where  efforts  are  made  to  keep  the  units 
affordable*  Reduced  tax  benefits  and  more  conservative 
underwriting  standards  will  also  contribute  to  a  poorer 
competitive  position  for  low-rent  housing  in  the 
capital  market.  When  this  poorer  competitive  position 
is  recognized  by  investors  and  owners,  it  encourages 
behavior  on  their  part  that  is  njt  supportive  either  of 
helping  the  poor  or  of  maintaining  the  quality  of  the 
housing  stock. 

Under  these  circumstances,  the  federal  jovernrent, 
throuah  the  Government  National  Mortgage  Association 
(GNHA)  or  some  other  mechanism,  should  assure  that 
adequate  financing  exists  for  projects  which  need  it 
and  which  are  consistent  with  other  proposals  in  this 
report.  Providing  financing  '/s  a  separate  matter  from 
any  consideration  of  subsidy  which  may  also  be 
required. 

iV.  Weigh  the  costs  and  benefits  of  providing  subsidies  which 
will  penefit  targeted  populations  in  perpetuity >  ratner  than  t'or 

a  united  period  of  time.  -  

we  support  the  recommendations  In  III,  above.  We  urge,  however, 
with  regard  to  the  recomireiidatlons  for  continuing  subsidies  and 
incentives  contained  ^'n  recommendations  1,  and  2^  that 
consideration  be  given  to  the  relationship  between  the  total  cost 
to  the  government  of  a  subsidy  or  incentive  to  a  private  owner, 
and  the  period  of  time  this  would  buy  use  of  the  units  for  the 
Intended  low-  and  moderate-Income  beneficiaries.  In  some  cases, 
it  might  be  more  cost-beneficial  to  apply  the  same  amount  of 
subsidy  to  the  production  of  public  housing  or  Mutual  Hojslng 
Association  units,  *rd  secure  their  use  for  the  targeted 
population  in  perpetuity.  We  also  urge  that  greater 
conslderati  \  be  given  to  subsidies  where  there  is  a  close 
coherence  of  objectives  among  the  subsldizer,  occupants  and 
operating  entity. 

V.  Continue  the  Community  Development  Block  Grant  (CDBG) 
Program^  and  expand  it  when  fiscal ]y  feasible. 
m  our  work  with  Hel ghborhood  Housing  Services,  Apart«ent 
Improvement  Programs  and  Mutual  Housing  Associations,  we  have 
found  the  flexibility  of  the  CDBG  progran  to  be  unsurpassed  In 
tailoring  housing  and  neighborhood  revltalization  strategies  to 
local  conditions.  Any  new  national  housing  policy  should 
continue  this  program  and  expand  It  when  it  Is  fiscally  possible 
'CO  do  so. 

We  are  currently  working  with  a  number  of  local  governments 


^Ibid.,  pp.  38-40 
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and  their  NHSs  and  Mutual  Housing  Associations  to  add  a  further 
element  to  this  program's  virtuosity:  namely*  opening  our 
secondary  market  to  local  governments  so  that  they  can  sell  loans 
they  have  originated  using  CDBG  resources*  and  use  t^e  proceeds 
to  )3xpand  their  current  community  development  efforts* 

VI .  Continue  and  exp&nd  support  for  Public  Housing* 
The  Public  Housing  Program's  1*35  million  units  houses  the 
nation's  poorest  families*  Roughly  an  equal  number  of  families 
are  on  waiting  lists  for  public  housing  units*  Hoi!';1n9  for  this 
segment  of  our  society  Is  a  critically  Important  clement  of  a 
national  housing  policy*  and  Is*  In  our  Judgement*  both  an 
appropriate  role  for  government*  and  a  role  that  private  for- 
profit  and  nonprofit  housing  entitles  would  have  (ifflculty 
fllllna*  In  much  of  the  United  States*  especially  In  large 
cities*  any  reduction  In  public  housing  units  at  the  same  time 
that  the  total  subsidized  and  unsubsldfzed  stock  Is  shrinking  Is 
likely  to  add  directly  to  the  number  of  families  living  In 
substandard,  overcrowded  conditions*  and  those  that  are  literal'Sy 
nomeless*  We  recommend  that  Public  Housing  be  adequately 
maintalnsd,  and  that  its  expansion  with  new  units  be  a  hl9h 
fiscal  priority* 

VII*  Expand  Neighborhood  Rel nvsstment* s  secondary  market  for  low- 
Interest  loans* 

Much  0^  tne  success  of  NHSs*  work  In  revitalizing  neighborhoods 
hinges  their  revolving  loan  funds*  Punched  by  Neighborhood 
Reir^f  . ./lent*  local  government  and  foundation  grants*  revolving 
loan  ..uds  can  loan  flexibly  at  rates  from  0%  to  market*  and 
terms  from  one  to  30  years*  making  feasible  monthly  payments  on 
rehabilitation  and  home  purchase  loans  that  are  affordable  to 
low'-income  neighborhood  residents* 

The  low-cost  capital  available  for  this  purpose  is  in 
limited  supply*  and  in  1975  Neighborhood  Reinvestment's 
predecessor*  the  Urban  Reinvestment  Task  Force*  funded 
Neighborhood  Housing  l.^r^'lces  of  America  (HHSA)*  a  nonprofit 
corporation  establlsheti  oy  a  group  of  lenders*  nelghborhooJ 
residents  and  local  government  officials  representing  the  early 
NHSs  to  establish  a  national  loan  purchase  pool*  In  1978*  this 
pool  col  lateral  i^ed  the  first  NHSA  sale  of  notes  to  an 
Institutional  investor*  and  the  NHS  network's  secondary  market 


See  our  report*  appended  to  these  recommendatfonr *  A  Report 
to  the  Housing  Subcomrittee  of  the  Senate  Committee  on  Banking* 
Housing  and  Urban  Affairs  on  Lo\;i-Cost  Capital  Through  secondary 
Market  Leverftgingt  Neighborhood  Reinvestment  corporation*  May 

^Clay*  Op*  Cit*,  p*15* 
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was  born.^ 

As  of 'the  ertd  of  2986  the  collective  size  of  kHSs*  Revolving 
Loan  Funds  was  nearly  $138  aillion.  Over  13.000  loans  had  been 
oadA  by  NHSs,  over  3,000  had  been  repaid  and  $34  million  was 
currently  available  for  raaking  loans. 

As  of  the  end  of  March  1987.  $23,041^767  in  loans  had  been 
purchased  from  SHS  programs  by  NHSA.  replenishing  th^iir  lendable 
funds  by  a  like  «aount.  New  coniiaitnents  fro«  i'tslitutional 
Investors  throutfh  September  1987  brings  total  secondary  Barket 
resources  to  $39  aillion. 

NHSA  buys  loans  from  NHS's  at  par.  with  recourse.  The 
institutional  investors  (primarily  large  insurance  companies)  buy 
the  loan-ha^^ked  notes  at  below-narket  rates,  and  Neighborhood 
ReinvestR.  t  grants  and  charitable  contributions  fund  the  gap 
between  the  average  NHS  rate  and  the  below-narket  investor  rate. 

While  this  system  has  functioned  flawlessly  forJiearly  ten 
years,  it  does  suffer  from  financial  limftations*  Liaited 
private  contributions  of  "leverage  capital"  to  cover  the  above 
.mentioned  gap  are  typically  targeted  to  specific  cities  leaving 
many  have  not"  cities'  access  to  the  secondary  market  limited  by 
Neighborhood  Reinvestment's  resources.  Additional  funding  for 
this  purpose  would  be  leveraged  approximately  five-to-one  by  the 
secondary  market.  ^ 

local  Government  Loans 

Low-i  n teres t  loans  made  by  local  governments  are  a 
significant  potential  source  of  low-cost  capitfl  in  many  cities.' 
NHSA  is  currently  discussing  with  a  number  of  local  governments 
an  unsubsidized  purchfr>e  of  such  loans,  and  is  working  with  the 
Allstate  Insurance  Company  on  a  $10  million  purchase  of  such 
loans.  The  low-cost  capital  this  will  pr-Juce  is  expected  to 
support  the  following  activities  by  NHSs  and  Mutual  Housing 
Associations: 

0       Multifamily  housing  development,  both  rehab  and  new 

constructi  on. 
0       Rehabil i '^ation  and  sale  projects. 

0      Horaeownership  promotion  projects  assisting  neighborhood 
tenants  acquire  and  rehabilitate  vacant  properties. 


5 

A  Report  to  the  Housiny  Subcommittee  of  the  Senate 
Committee  on  Banking,  Ho  ^\wq  and  Urpan  Affairs  on  LotTTcsT 
uapltal  through  Seconcary  ftarket  Leveraging,  Heighborlioog 
kelnvestmenL  corporation.  Hay  lifti/.  p.  7.  

^Ibiu.,  pp.  3-5. 

^Ibid.  pp.  5  and  10-11. 
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0       Economic  deve1or;ment  and  commercial  revi tal  1  zat.1  on 
projects, 

0       Re-capltallzatlon  of  revolving  loan  funds, 
,  0       Developinent  of  additional  Mutual  Housing  Associations* 
0       In--f111  construction  on  scattered  sites, 
0       Construction  of  new  homes  In  small  subdivisions  on 

city-owned  land, 
0       Purchase  and  rehabilitation  of  units  for  long-term  use 
by  homeless  families* 

Experience  to  date  Indicates  two  limitations  to  this 
Important  new  housing  and  community  development  tool*  First,  few 
local  governmen:;s  are  prepared  to  absorb  the  substantial  over- 
capitalization required  In  these  essentially  market-rate 
transactions;  and  second,  Allstate  has  fndlcated  that  while  It  Is 
willing  to  accept  the  costs  of  development  of  such  a  vehicle  as 
an  NHS  partner^  future  participation  would  be  limited  by  the 
costs  Involved  In  multiple  purchases  of  notes  below  $10  million* 

Expansion  of  this  valuable  financial  vehicle  to  any 
significant  scale,  therefore,  hinges  on  subsidy  resources  to 
permit  purchases  near  par  of  the  'iocal  government  loans,  and 
capital  to  permit  warehousing  of  loans  purchased  to  facilitate 
sales  of  notes  In  $10  million  Increments* 

Appropriations  of  $11*6  million  in  each  of  fiscal  years  1989 
and  1990  would  establish  a  $10  million  revolving  working  capital 
fund  and  produce  $20  million  each  year  in  low-cost  capital* 
Annual  appropriations  thereafter  of  $6*6  niUion  would  produce 
$20  mHi1>n  In  low-cost  capital  each  year* 

V n «  .  Support  a  piin  program  for  expansion  of  Heighborhood 
Reinvestment's  Mutual  Housing  Association  networlTT 
In  response  to  the  projected  severe  lower  income  rental  housing 
shortage  for  the  rest  of  this  century  and  beyond,  we  propose  a 
pilot  expaiision  of  Neighborhood  Reinvestment's  network  of  Mutual 
Housing  Associations*  A  network  of  Mutual  Housing  Associations 
located  in  communities,  of  need  tftrov^hout  the  United  States  will 
be  one  bulwark  against  the  envisioned  results  of  this  rental 
housing  crisis  i4utual  Housing  Associations  can  serve  those 
households  which  cannot  be  served  by  either  the  private  sector  or 
by  public  housing*  During  the  next  two  decades,  there  will  be 
hundreds  of  thousands  of  households  in  need  of  the  services  of 
such  a  Mutual  Housing  Association  networl* 

In  brief: 

0  A  Mutual  Housing  Association  is  a  new  combination  cf  tit'e 
and  tenuret  "^he  Association,  as  a  corporate  entity,  owns 
its  properties,  renting  units  to  its  raerabe**'*  The  members 
pay  a  capital  fee  to  qualify  for  a  unit  (about  5%  of  the 
value  of  the  unit)  which  Is  returned  with  nominal  Interest 
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when  v^isy  move.  AUhojgh  members  do  not  participate  in 
capital  appreciation,  they  enjoy  a  voice  in  raanagenent  and 
the  security  of  long-term  tenure. 

0  A  Mutual  Housing  Association  is  special  in  its  form  of 
governance,  its  Bonrd  of  Directors  is  a 
public/private/comraunity/occtpant  "partnership".  Occupants 
of  Association  units  and  members  waiting  for  units  compose  a 
bare  majority  of  the  Board.  The  other  aembers  are 
representatives  of  the  communities  in  which  the  Association 
operates,  representatives  of  local  and  state  governments, 
and  housing  professionals  and  business  people,  strengthening 
'he  Association's  management  through  their  relationships  and 
expertise  —  as  a  public  service. 

0  A  Mutui.  Housing  Association  is  a  publicly-accountable, 
nonprofit  corporation  with  a  mission  of  comciunity 
Improvement  and  service  to  lower  income  households.  It  does 
not  operate  solely  for  the  benefit  of  its  members. 

0  A  Mutual  Housing  Ai'sociation  is  c  continuous  producer  of 
housing,  including  in  its  rent  calculations  a  "return  on 
public  capital  dedicated  along  wich  any  other  financial 
surpluses  to  future  production. 

0  A  Mutual  Housing  Association  is  aember  of,  and  supported 
by,  the  Neighborhood  Reinvestment  Corporation's  service 
network,  which  currently  provides  financial  and  technical 
services  and  grants  to  Nef ghborhoo<*  Housing  Services, 
Apartment  Improvement  Programs  and  Mutual  Housing 
Associations  in  137  cities  and  towns  in  42  stites,  the 
Commonwealtfi  of  Puerto  Rico  and  the  District  of  Columbia^ 

The  Pilot  Project 

inis  pilot  effort  will  develop  a  national  network  of 
publicly  accountable,  nonprofit  Mutual  Housing  Associations,  as 
described  above.  The  network  would  receive  financial  and 
technical  services  from  the  Neighborhood  Reinvestment 
Corporation,  as  the  present  network  of  NHSs,  AIPs  and  Mutua"^ 
Housing  Associations  does'*.  The  Corporation  would  develop  an«^ 
certify  the  Mutual  Housing  Associations. 

Neighborhood  Reinvestment  would  partially  subsidize 
construction  and  rehabilitation  costs  with  capital  grants.  Funds 
raised  locally  by  private  sourcer  and  state  and  local  governaents 
would  match  Neighborhood  Reinvestment's  capital  grants  dollar  for 


Technical  services  may  be  provided  in  such  areas  as  *taff 
recruitment  and  evaluation,  staff  training,  legal 
responsibilities,  bookkeeping  and  accounting,  construction 
processes,  marketing,  occupant-member  education,  and  temoorarv 
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dollar*  on  the  average* 

The  pilot  project  envisages  a  gradual*  carefully  crafted 
build  up  of  Mutual  Housing  Associations  over  the  next  five  years, 
paralleling  the  Neighborhood  R  ^vestment  Corporation's  build  up 
of  Neighborhood  Housing  Services  In  the  late  seventies.  As  a 
result  of  the  five  year  effort,  over  25,000  units  of  new  and 
rehabilitated  housing  will  have  been  produced,  and  145  Mutual 
Housing  Associations  will  be  on-stream,  capable  of  continuing 
production  of  housing  In  the  order  of  magnitude  of  14,000  units 
annually* 

Associations  win  produce  inlxed-lncoine  complexes,  to  avoid 
the  Ills  of  high  coti«<!ntrat1ons  of  low-Income  households,  with 
approximately  the  following  mix: 

0  20%  of  units  for  households  below  50%  of  SMSA  median 
household  Income,,  with  priority  given  to  homeless 
fami lies. 

0       30%  of  units  to*-  .ouseholds  between  50%  and  80%,  and 
0       50%  of  units  f,,  households  betvoen  80%  and  120%. 

The  following  costs  will  be  associ ated  w1 th  the  pilot 
project:  organizational  development,  technical  services,  matching 
operating  grants  and  matching  capital  grants. 

Projectei  Average  Costs 

Organizational  Development:  $300,000/Assoc1at1on 

Technical  Services:  $3C,000/Assoc1at1on/year  beginning  year  after 
development 

Operatl'^g  Grants:  $50,000/Assoc1at1on/year  with  local  and  state 
government  and  private  contribution  match, 
beginning  year  after  development  (continuing 
five  years)*.  Associations  should  become 
self-supporting  as  they  approach  1,000  units. 

Capital  Grants:  $25,000/un1t* 

Rent  Subsidies:  Local  governments  provide  vouchers  or 
approximately  $2 ,40C/unf t/year  for  20%  of 
units  set  aslOe  for  homeless  families  or 
others  below  50%  of  median  household  Income. 


Projected  Five-Year  Pilot  Costs  and  Results 

Additional  appropriations  to  the  Neighborhood  Reinvestment 
Corporation  to  carry  out  this  pilot  program  would  be:  $28.8 
million  In  FY  1989,  $57.6  million  In  FY  1990,  $112.2  million  In 
FY  1991,  $191.1  ».i1111on  In  FY  1992,  and  $28^.8  million  In  FY 
1993. 
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As  a  result  of  the  five  year  pilot  effort,  145  Mutual 
Housing  Associations  and  25,000  units  of  housing  are  expected  to 
be  produced.  The  average  cost  to  the  federal  government  per  unit 
of  the  housing  produced  will  be  approxiaately  $27,000  per  unit. 
If  the  pilot  were  extended,  this  average  should  decline 
incrementally  as  organizational  de' elopment  and  support  of  early 
operating  costs  are  spread  over  additional  units.  Because  of  the 
economies  Inherent  in  a  front-end  grant,  the  absence  of  revenue 
losses  to  the  Treasury  due  to  t. .  credits  or  accelerated 
depreciation,  and  subsidy  costs  being  shared  with  local  entitles, 
subsidy  costs  to  the  federal  government  are  a  snail  fraction  of 
those  in  past  assisted  housing  programs. 

The  network  of  Mutual  Housing  Associations  produced,  located 
in  areas  of  need  throughout  the  United  States,  and  backed  up  by 
Neighborhood  Reinvestment's  service  network,  will  have  the 
capacity  for  continuing  production  of  new  and  rehabilitated  units 
for  lower  incoree  households,  to  the  extent  of  Internally 
generated  caplt&l  and  subsidy  resources;  and  will  have  the 
capacity  to  continue.  In  perpetuity,  operation  of  the  units  under 
their  ownership  for  the  benefit  of  the  targeted  population. 
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October  6,  1987 


Honorable  Alan  Cranston 
Chairman 

Senate  Subcomittee  on  Housing  & 

Urban  Affairs 
Room  535 r  Dirksen  Building 
Washington,  D.C.  20510-6075 

Dear  Senator  Cranatont 

The  Public  Rousing  Authorities  Directors  Association  is 
pleased  to  subxait  the  attached  document  for  your  consideration 
in  pruparation  for  the  development  of  comprehensive  housing 
legislation. 

PHADA  is    ''ailable  to  you  and  merbers  of  the  ComtAittee  as 
you  underv^lce  this  long  overdue  effort. 

»fith  best  wishes. 

Sincerely, 

Vice  Presii^ent-Housin^j 


JOMCrf»<»>ff<(>»<>.J»ffl*tA)«»*ftd»>  iAU.R3t«rtAw^^  J0hnC*««i(W0jiri9)rt 
C*Hf<NC>.W*4mC«W*>(k..    -*Dr»l*(0«J.A«mOiX«nOCY>.C«Oh«*<M«fla««{OH).'CN^  ^afcirt*  Or*v«  (SO) . 

•M*1#flMH«n*W>|T)Q.5«^MO»(OAj.EiMno»»«(AU»'WtHirt»(0*»).  m^ln^Wi.xmt>ua¥\0ii\»9*9fkMloni%mi>P»>JU»f9j^m»^<m 
JytnVJ^.Ot^hUi9(n>>/^U**ttiKr]*HtMtk3tttti<i^'*<^**^l*^  n*»liAxj#»»{ttA).  •CK»0biK^lAU»t>Ot>nW<Mo>^tflAi,XfnfmM{nn 
.LulUTPMl(U0).>^nc4(CT>.S  AJuMnnoM«r«(>«).  J*m«8oo«Wi)«Olr^Sf««#<*tf(CO).««ySm*l{PAj.U<f-MlS«tC>^ 

J0«<  VMr«nngton  tU)  •  JKk  WDmach  (OK) 
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INTRODUCTION 


The  last  several  years  have  seen  a  retreat  from  any 
significant  federal,  role  in  f'lnding  housing  programs.    The  goal 
of  a  decent  home  and  a  suitable  living  environment  for  every 
American  family  is  no  longer  evident  in  national  policy.  The 
rental  housing  situation  for  low-income  Americans  is  approaching 
crisis  proportions,    A  changing  economy  has  created  losers  as 
well  as  winners,  causing  conditions  of  distress  in  many  cities. 
Despite  th»  physical  improvement  of  the  last  30  years,  nearly  25 
percent  of  renters  continue  to  live  in  neighborb  ods  plagued  by 
abandoned  buildings,  crime,  or  other  undesirable    onditions.  The 
evidence  of  the  emergence  of  an  urban  underclass  poor, 
uneducated,  unskilled,  and  with  little  or  no  hope  of  the  futuro 
has  evolved.    While  needs  have  increased,  federal  support  has 
declined.    New  budget  authority  for  the  Department  of  .lousing  and 
Urban  Development's  assisted  housing  programs  has  been  cut  by 
over  70  percent  since  1981, 

PHADA  recommends  continuing  existing  programs  to  address  the 
needs  while  beginning  to  develop  longer  term  solutions.  We 
cannot  allow  the  poor  and  ill-housed  to  be  further  sacrificed 
because  of  the  federal  deficxt.    We  must  begin  to  rebuild  the 
federal  ccmmitmer  u  to  housing  and  to  our  communities  before  the 
problems  cverwhelu  our  capacity  to  respond.    To  accomplish  thei,e 
objectives  PHA/DA  supports  legislative  action  in  four  major 
areas: 

1,  Preserve  and  use  the  existing  hoi-ing  stock  (including  the 
1,3  million  public  housing  units)  by  providing  adequate  funds 

for  rehabilitation;  adequate  funds  for  maintenance,  operations,  . 
and  upgrading  of  substandard  units, 

2,  Ensure  that  regulatory  and  legislative  policies  support 
rather  than  hinder  effective  program  administration, 

3,  Increase  funding  for  additional  low  and  moderate  income 
housing  units  funded  by  the  Department  of  Housing  and  Urban 
Development  and  the  Farmers  Home  Administration, 

4,  Develop  new  programs  that  will  build  a  true  partnership 
between  the  federal  government  and  the  state  and  local 
governments. 
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PHA/DA    seeks  to  begin  the  process  of  cteve loping  a  national 
housing  policy  that  includes  a  continuing  federal  role  in 
the  coninitment  to  a  decent  home  and  a  suitable  living  environment 
for  every  family • 


PHA/DA  calls  for  the  creation  of  a  committee  or  taskforcc  to 
provide  input  at  the  earliest  of  HUD  rulemaking*    This  would 
also  apply  to  other  agencies  involved  in  assisted  housing 
regulation  drafting*    Members  of  such  a  committee/taskf orce 
could  provide  federal  agencies  with  practitioners'  assessments 
of  proposed  rulesi  a  view  often  lacking  under  the  present  system 
of  it^ublicationi  comment  and  adoption*    By  utilizing  this 
consultative  methodi  HUD  and  other  agencies  would  avoid  or 
eliminate  much  of  the  adversarial  positioning  now  being  forced 
t^pon  public  housing  administrators*    Congress  would  also  benefit 
in  not  having  constantly  to  veto  HUD  rules  or  admonish  HUD  on 
its  rulemaking* 

HUD  and  the  public  housing  industry  should  review  and 
identify  those  regulations  that  all  too  often  are  costly  to  the 
PHAs  to  administer  and  add  nothing  to  providing  d^acent,  safe,  and 
sanitary  housing' for  our  elderly  and  low-incomo  population* 
HUDf  Congress  and  PHAs  should  seriously  examine  new  and  creative 
proposals  for  future  .^using  programs*    No  proposal  should  be 
ignored  and  creative  '.hinking  should  be  encouraged*    No  two  PHAs 
are  alike  and  customized  local  programming  should  be  encouraged* 
Staff  reduction  without  regulation  reduction  is  in  itself 
counterproductive  and  wasteful  of  timei  people  and  dollar* 
HUD  should  adopt  regulations  which  will  reduce  oversight  of 
local  PHAs* 

HUD  has  started  the  process  of  decontrol  of  public  housing 
authorities.    This  process  should  be  exp&nded  and  accelerated  to 
permit  local  governments  to  feel  a  sense  of  responsibilit ;  to 
local  PHAs  and  a  sense  of  ovncrship  in  the  program*    This  must 
be  achieved  if  there  is  to  be  a  true  partnership  between  the 
levels  of  government* 


PHAs  should  he  encouraged  to  innovate*     The  federal 
government  can  encourage  PHAs  through  programs  that  provide 
incentives* 


DEREGULATION/DECONTROL 


EDUCATION/WORK  TRAINING 
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The  coat  to  the  federal  government  will  be  reduced  if  PHAs 
are  allowed  to  become  more  self-sufficient  via  creative  and 
aggressive  management  and  development  efforts* 

One  of  the  most  troubling  aspects  of  Public  Housing 
communities  is  that  of  ths  growing  dependence  of  our  residents 
upon  not  only  our  housing  resources  but  >n  federal  welfare 
programs  as  well.    Many  PHAs  have  tried  to  address  theoe  issues, 
PHAs  now  operate  or  coordinate  a  wide  variety  of  human  services 
for  their  residents  populations.    The  major  thrust  recently  has 
been  in  the  area  of  public/private  efforts  to  provide  educational 
resources,  training  and  employment  opportunities  to  residents. 
These  efforts  to  assist  residents  in  becoming  sellr-ftuf f icient 
and  less  dependent  on  the  Welfare  system  have  been  limited  by 
the  lack  of  resources  and  restrictive  regulations  that  create 
disincentives, 

A  major  part  of  future  efforts  should  encourage  residents  to 
become  self-sufficient.    The  PHA  haa  the  facilities  in  many  cases 
and  the  local  relationships  to  develop  effective  partnerships 
that  can  lead  to  many  of  our  residents  becoming,  self-sufficient. 
What  is  required  from  the  federal  level  io  a  commitment  to  change 
and  a  true  partnership  with  local  PHAs, 

PHA/DA  recommends  the  following  actions  be  taken  to  enhance 
the  efforts  of  FHAs  toward  self-sufficiency; 

1,  Welfare  reform  efforts  take  into  account  tho  families 
residing  in  federal  housing, 

2,  Regulatory  changes  be  made  in  housing  that  would  encourage 
residents  to  become  more  self-sufficient, 

3,  Current  PJIA  progxda  efforts  to  promote  self-suf f icioncy 
should  be  recognized  and  resources  made  available  to  ex  \nd 
those  efforts  at  the  local  level, 

4,  New  demonatration  programs  be  efltablished  within  PHAs  tc 
promote  educational  and  work  training  programs. 


Current  rental  income  policies  prevent  a  Public  Housir* 
Authority  (PHA)  from  establishing  r  reasonable  balance  between 
rental  income  and  federal  subsidy.    These  policies  also  frustrate 
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efforts  to  naintain  financially  and  socially  stable  projects 
while  serving  low^-income  housing  needs*    Current  requircoents 
linit  residency  in  aany  projects  only  to  very  low-incone 
^aailies*     Policies  that  limit  deductions  from  income  when 
deteraii.xn£  eligibility*  produce  inequities  in  serving  families 
with  equally  critical  housing  needs*    Abolition  of  ceiling  rents 
negatively  affects  sound  opera<;ion8  and  the  goal  of  maintaining 
social  and  econooic  integration  in  public  housing.    At  a  time 
when  federal  assistance  to  housing  is  being  reduced,  such 
policies  also  have  forced  PHAs  into  greater  dependence  on  the 
federal  dollar  and  have  fostered  an  increased  need  for  federal 
operating  funds*  PHAs  need  the  opportunity  to  make  optimum  use  of 
rental  Income  as  one  resource  to  assist  in  efficiently  and 
effectively  meeting  the  housing  and  service  needs  of  more  than 
1*3  BXllion  public  housing  families. 

Current  law  restricts  a  PHA's  ability  to  maximize  income 
within  overall  program  policy  objectives.  Legislative 
restrictions  limit  rents  as  a  greater  source  of  program  funding 
and  negatively  affect  sound  program  management. 

Current  law  restricts  admissior  to  public  housing  to  very 
low  income  residents  (below  50  percent  of  area-wide  median) 
except  in  projects  built  before  1981.    Even  before    Ma  policy 
was  enacted,  95  percent  of  those  in  public  housing  w<;re  very  low 
income  farailiea.    Further  targeting  to  the  very  low  inco&e 
population  reduces  a  PHA's  rental  income  base,  thereby  increasing 
the  need  for  federal  subsidy.    It  also  threatens  the  social 
stability  of  the  projects  by  eliminating  oppCr*  ^unitieff  for  some 
social  and  economic  integration. 

Legislative  restrictions  also  have  remove  Income  deductions 
for  some  households,  penalizing  low-income  working  families  and 
the  elderly,  and  creating  inequities  in  program  policy.  Rents 
for  the  ver>  low  AFDC  support  families  were  reduced  significantly 
while  rents  for  the  working  poor  and  elderly  families  were 
increased.    In  many  cases,  permissable  rents  charged  to  the  AFDC 
family  aro  lower  than  the  victual  housing  allotm()nt  calculated  by 
the  state  agency  adainisteritig  the  AFDC  program,  while  working 
families  pay  in  excess  of  30  percent. of  take  home  pay  for  rent. 

Prohibiting  ceiling  rents  reduces  housing  opportunities  fcr 
lower  income  families  -  those  with  incomes  between  50  percent 
and  80  percent  of  the  area-wide  median.    Many  of  thes*?  families 
are  being  forced  from  the  program  because  of  the  high  rents 
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associated  with  a  30  percent  rent->to*income  ratio  and  the  change 
in  the  deduction  policy* 

These  standardized  requirements  for  both  income  limits  and 
rent  determinations  affect  the  PHA*3  financial  operation  as  well 
an  the  overall  management  and  social  stability  of  the  program. 
This  combination  of  current  policies  works  to  force  out  lower 
income  working  families  in  need  of  housing,    'fhese  families  can 
help  to  stabilize  the  public  housing  r-^^ram  both  financially 
and  socially.    Losing  these  fanilies  as  tenants  negates  the 
intent  of  the  1974  Housing  Act,  which  niandated  housing  families 
with  a  cross  section  of  income,  not  Jus^  the  very  poor. 

PHA/DA  recoDinends  the  following  legislative  actions  to  allow 
greater  flexibility  in  increasing  rental  income  and  in  serving 
the  needs  of  all  low-income  households. 

1.  Reestablish  income  admission  limits  at  80%  of  area-wide 
median  income. 

2.  Authorize  a  ceiling  rent  for  households  with  incomes  up  to 
80%  of  the  median  income. 

3.  Authorize  a  minimum  rent  for  families  whose  sole  source  of 
income  is  Aid  for  Dependent  Children  (AFDC).     The  current 
policies  permit  families  to  live  in  public  housing  a.id  in  some 
instance  be  paid  by  the  PHA.     This  creates  major  disincentives 
for  becoming  more  self-sufficient. 

4.  Reinstate  a  deduction  for  elderly  families. 

5.  Establish  a  deduction  for  working  families  beyond  the 
present  deductions  allowed  to  encourage  families  to  seek 
employment. 


PERFORMANCE  FUNDING  SYSTEM 

While  funding  levels  based  on  the  existing  Performance 
Funding  System  (PFS)  are  adequate  under  the  formula,  PHAs  face 
extraordinary  costs  not  accounted  for  in  the  PFS  formula.  These 
costs  are  creating  financial  difficulties  for  many  PHAs.  Unless 
there  are  major  changes  in  the  PFS  formula,  it  will  produce 
inadequate  funds,  severely  affecting  the  ability  for  PHAs  to 
deliver  and  maintain  decent,  safe  and  sanitary  housing  for  the 
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'  millions  of  low-income  families  who  live  in  public  housing. 

The  PFS  formula  approach  was  initially  developed  in  the 
early  1970s  around  cost  consideration  that  are  no  longer  accurate 
in  today's  environment.    Since  then,  such  conditions  as  changes 
in  tenant  population  or  authority  size  (which  raise  maintenance 
and  security  costs)  have  resulted  in  higher  operating  costs. 
Moreover,  PFS  formula  adjustments  did  not  include  routine 
capital  replacement  costs  for  standard  items  such  as 
refrigerators  and  stoves.     PHAs  have  had  to  rely  on  modernization 
funds  which  have  been  inadequate  to  cover  these  ongoing  basic 
cost  items. 

Rising  costs  also  reflect  large  increases  in  insurance 
premiums,  while  there  have  been  excess  PFS  subsidy  funds  each 
year,  HUD  has  not  utilized  the  provisions  of  the  PFS  to  provide 
payments  for  these  costs  beyond  control. 

In  addition,  changes  in  state  and  local  mandates  nre  not 
accounted  for  as  increased  expense  items  under  PFS.  Requirements 
of  workmen's  compensation  laws,  for  example,  can  exceed  the 
annual  adjustment  factors  allowed  in  the  original  base  year 
calculation.     HUD  identifies  additional  costs  in  these  areas  as 
"add-on*'  monies  for  changes  in  federal  legislation  or 
regulations,  not  state  or  local  adjustments. 

HUD  has  recognized  that  there  are  inequities  in  the  system 
and  propose'   In  1982  to  revise  the  equation  to  update  the  PFS 
variables,     ^hese  changes  were  never  implemented.    A  final  rule 
was  issued  in  November  1985,  modifying  the  FFS,  but  the  changes 
were  not  sufficient  to  correct  the  current  problems.  1-rogram 
changes  are  needed  now  to  enable  PHAs  to  adequately  maintain 
public  housing  and  to  meet  the  social  service  needs  of  the 
low-income  families  in  that  house. 

More  must  be  done  in  order  to  support  the  efficient 
management  of  the  more  than  1.3  million  units  of  public  housing. 

PHA/DA  reco.nmends  changes  to  the  current  PES  formula.  While 
HUD  made  changes  to  the  system  in  1985,  other  changes  are  needed 
to  balance  the  funding  system: 

1.    A  formal  expense  adjustment  process  is  needed  that 
will:     (a)  allow  PHAs  to  recalculate  those  copt  not 
covered  by  the  initial  PFS  base  year  calculation;  and 
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(b)  allow  annual  adjustments  for  costs  beyond  control 
or  other  unforeseen  factors  affecting  a  PHA's  operating 
budget. 

2.  The  PFS  formula  should  be  adjusted  to  factor  in  the 
increased  insurance  costs  thp.t  PHAs  continue  to 
experience • 

3.  The  formula  should  be  adjusted  to  provide  PHAs 
Hreater  incentives  to  encourage  utility  cost  savings. 

4.  The  formula  should  be  adjusted  for  Target 
Investnent  Income  to  create  greater  incentives  to 
reward  good  financial  management. 

5.  The  formula  should  be  adjusted  in  the  cost  of 
providing  security  and  social  programs. 

6.  "Other  income"  should  be  eliminated  from  the 
operating  subsidy  calculation.     This  would  encourage 
PHAs  to  be  better  managers  and  allow  PHAs  to  realize 
additional  income.     Added  income  would  assist  PHAs  in 
providing  some  maintenance  services  that  have  been 
reduced  over  the  years  because  of  the  decline  in 
federal  dollars  and  changes  in  program  policies  that 
reduce  income. 


Continuing,  adequate  funding  is  needed  to  support  he  Job  of 
modernizing  and  improving  public  housing  projects.  Public 
housing  in  America  currently  provides  affordable  shelter  for  more 
than  four  Pillion  residents  and  represents  an  investment  of  $75 
billion.     To  continue  this  service,  public  housing  requires 
periodic  physical  improvement  and  the  replacement  of  aging 
building  systems.    Since  1978,  the  Comprehensive  Inprovement 
Assistance  Program  (CIAP)  has  provided  only  part  of  the  funds 
needed  for  public  housing  modernization. 

The  federal  government  has  a  responsibility  to  help  ensure 
the  maintenance  of  public  housing  units  in  decent,  safe  and 
sanitary  condition,  and  to  help  provide  public  housing  agencies 
with  sufficient  funds  to  carry  out  such  maintenance. 
Modernization  includes  both  the  physical  improvemerit  of  the 
current  stock  and  replacement  of  building  systems  (such  as 
heating  and  electrical). 
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Modernization  is  an  effort  to  improve  the  quality  of  life 
for  low-income  families  in  public  housing,  reduce  the  reliance  on 
obsolete  building  systems  and  to  encourage  efficient  operations. 
Modernization  is  not  a  substitute  for  new  development.  Adequate 
levels  of  both  modernization  funds  and  new  productions  are 
necessary  for  public  housing  to  carry  out  its  mission.  Despite 
a  continuing  commitaent  to  improvement  of  the  existing  stocki 
the  demand  for  funds  has  historically  outstripped  available 
resources.    PHAs  have  been  unable  to  obtain  sufficient  funding 
for  comprehensive  modernization.     Projects  not  funded  face 
continued  decline  in  the  number  of  habitable  units  and  in  living 
conditions  for  residents.     A  sound  comprehensive  grant  system 
would  allow  PHAs  to  develop  a  rational  pl&n  for  maintenance  and 
improvement  based  on  predictable  funding  levels. 

The  lack  of  a  replacement  reserve i  coupled  with  less  than 
adequate  modernization  funds i  has  led  to  &  growing  backlog  of 
deferred  maintenance  even  in  sound  projects. 

Under  the  CIAP  programi  public  housing  authorities  face  an 
uncertain  and  worrisome  future.    The  program  is  presently  run  in 
an  unrealistic  and  irresponsible  manner.    No  private  landlord 
would  be  expected  to  make  long-term  commitments  without  having 
a  good  working  estimate  of  what  his  future  revenues  would  be. 

Nevertheless  I  public  housing  authorities  must  make  Just  such 
long-term  financial  commitments  without  knowing  whether  the 
Federal  Government  is  going  to  continue  to  provide  its  share  of 
the  rent. 

Furthermore I  the  amount  of  monsy  made  available  for  CIAPi 
has  bounced  up  and  down  in  recent  years i  with  no  correlation  to 
actual  CIAP  needs. 

PHA/DA  recommends  comprehensive  grant  legislation  which 
promotes  local  flexibility  and  includes  the  following  provision: 

1.  Multiple-year  authprization  to  provide  a 
predictable  level  of  funding. 

2.  Funding  levels  that  provide  adequate  resources  for 
current  and  future  modernization  needs. 

3.  An  equitable  allocation  system  designed  by  HUD  and 
approved  by  Congress  to  address  actual  funding  needs. 
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4.    A  provision  for  transitional  funding  to  ensure 
that  older  developments  can  be  fully  i»ehabilitated. 

This  operating  oubsidy  will  be  paid,  in  addition  t6  what  is 
due  to  the  PHA,  as  an  operating  subsidy  for  its  routine 
operations  under  the  PFS  regulations •    Expenditures  made  or 
scheduled  to  be  made  from  the  revenues  derived  from  this 
additional  operating  subsidy  will  be  subject  to  normal  operating 
budget  review  procedures. 

Interest  income  derived  from  the  prudent  investment  of 
available  revenues  would  be  exempt  from  any  recovery  mechanism  or 
reconciliation,  but  must  be  used  exclusively  for  approved 
non-routine  expenditures. 

A  revolving  discretionary  fund  equal  to  10  percent  of  the 
total  U.S.  annual  distribution  should  be  established  and 
administered  by  the  Secretary,  as  necessary,  to  support 
unforeseen  local  or  regional  needs  which  may  arisen 

The  following  cost-effective  benefits  will  be  achieved  by 
the  use  of  this  formula  distribution: 

!•    A  predictable  budgetary  limit  derived  from  existing 
funding  mechanisms  is  achieved  immediately  for  HUD, 
the  PHA,  Congress  and  ultimately  the  ta-cpayer, 

2.  Modernization,  CIAP  reserve  for  replacement. 
Emergency,  Special  Purpose  or  whatever  a  particular 
kind  of  funding  is  called,  is  consolidated  into  the 
operating  budget  review  j?roces8,  eliminating  an  untold 
amount  of  repetitive  paperwork,  staff  time  and  other 
resources  for  both  the  department  and  the  PHA. 

3.  A  maximum  degree  of  local  autonomy,  coupled  with  a 
prudent  degree  of  federal  oversight  is  achieved  with 
both  this  distribution  method  and  the  operating  budget 
review  process. 

4.  The  absolute  dollar  distribution  from  the 
department  budget  is  adjustable  pursuant  to 
mathematical  necessity,  funding  availability, 
congressional  discretion  and/or  departmental 
requirements  with  a  minimum  of  program  disruption. 
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5,    Competition  among  PHAs,  the  area  office,  the 
regional  office  and  ultimately,  the  central  office  is 
eliminated  with  respect  to  a  miniaun  and  basic  level 
of  funding, 

6*     Extraordinary  requirements  are  arguable  at  the 
appropriate  departmental  levels. 

The  existing  system  encourages  waste,    A  PHA  may  know  that 
CIAP  funds  for  new  appliances,  refrigerators  for  example,  will  be 
awarded  in  year  X,     That  PHAs  present  refrigerators  may  have 
three  years'  life  expectancy  remaining  in  the  year  X,  Fearing 
funds  will  not  be  available  in  year  X+3,  the  PHA  applies  for 
funding  in  year  X  and  disposes  of  refrigerators  in  good  operating 
condition*    The  above  proposal  would  preclude  a  system  that 
promotes  waste  and  provides  a  cost  effective  and  efficient 
replacement'  for  the  existing  CIAP  program. 


PHA/DA  supports  the  Housing  DevelopKent  Grant  Program,  the 
Rental  Rehabilitation  Program,  and  a  continuation  of  the  Section 
8  Existing  and  Moderate  Rehabilitation  Programs,    Above  all,  we 
support  the  continuing  of  traditional  public  housing  production 
programs.    We  recognize,  however,  the  need  for  creative  and 
separate  new  construction  programs  to  deal  effectively  with 
today's  mounting  housing  crisis  and  its  unique  characteristics. 

Federal  policy  is  creating  a  rental  housing  crisis  for  the 
poor.     At  a  time  of  growing  need,  federal  policy  is  reducing  the 
number  of  rental  units  available  to  lower  income  persons.  The 
number  of  very  low  income  families  is  expected  to  increase  by  5,3 
million  dollars  over  the  next  15  years. 

The  available  data  clearly  shows  that  we  are  facing  a  rental 
housing  crisis  for  low  income  persons. 

This  crisis  is  caused  largely  by  the  federal  withdrawal  from 
a  substantial  role  in  housing  while  the  needs  of  the  poor 
increase.    New  federally    subsidized  rental  housing  units 
declined  by  80  percent  between  1980  and  1987,  while  new  public 
housing  units  declined  by  almost  90  percent.    Existing  subsidized 
units  for  the  poor  are  also  threatened.    The  General  Accounting 
Office  estimates  that  up  to  90  percent  of  the  1,9  million 
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privately — owned  federally  assisted  rental  units  could  be  lost 
from  the  low-income  rental  housing  inventory  as  project-based 
Section  8  Certificate  controcts  and  federal  mortgage  prepayment 
restrictions  expire. 

The  new  tax  lawi  by  removing  tax  benefits  from  must  of  the 
existing  low-income  inventory,  could  contribute  to  the  conversion 
of  subsidized  units  to  market  rate  units.     The  law  also  removed 
incentives  for  private  investment  in  new  low-income  housing, 
replacing  them  with  an  untested  low-income  rental  housing  tax 
credit.    And  by  re^iucing  the  overall  supply  of  new  rental 
housing,  the  resulting  upward  pressure  on  rents  will  particularly 
affect  low-income  households.    Even  a  five  percent  increase  in 
rents  could  outweigh  the  income  tax  benefits  for  lower  income 
families. 

The  evidence  is  clear.     The  number  of  poor  households  is 
growing  while  the  stock  of  decent  and  affordable  housing  is 
declining.    Federal  subsidies  to  produce  lew-income  housing  have 
plummeted.    Without  a  change  in  federal  policy,  a  worsening 
low-income  rental  housing  crisis  is  inevitable. 


City  after  city  in  the  country  is  facing  increased  nc«ds  to 
supply  housing  for  the  low-income  and  working  poor.     It  is 
increasingly  difficult  to  achieve  economic  feasibilitj  of 
housing  developments.    Growing  waiting  lists  of  eligible 
applicanta  and  regulations  restraining  the  working  poor  from 
housing  assistance  increase  the  pressure  upon  cities.    The  type 
of  housing  resources  needed  in  these  cities  vary  because  of 
differing  influences  and  availability i 

In  oitiea  with  tight  housing  market  and  an  insufficient 
supply  of  rental  unita,  program  delivery  systems  arc  presently 
inadequate.     In  order  to  make  better  housing  a  reality  for  more 
citizens,  particularly  the  lower  income  and  working  poor,  and  to 
foster  greater  reinvestment  in  people  and  cities,  a  new  approach 
is  needed. 

The  federal  government  should  provide  up-front  grants  to 
localities  demonstrating  housing  shortages.    Funding  could 
require  some  level  of  local/state  government  or  private  sector 
matching.    Such  matching,  however,  must  be  kept  low.  Unlike 
Rental  Development  Grants,  private  landlords/developers  would 
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not  bo  direct  recipients  of  such  funding  and  thus  localities  and 
private  sources  would  be  considerably  less  eager  to  contribute 
funding. 

The  local  housing  authority,  on  behalf  of  the  local 
governing  body  it  represents,  would  be  responsible  for  the 
development,  monitoring  and  certification  of  progress  and 
completion.    The  local  housing  authority  would  also  be  charged 
with  the  responsibility  of  operating  and  with  generating 
sufficient  revenues  to  assure  its  on  going  function.    The  PHA 
would  be  required  to  establish  and  maintain  replacement, 
maintenance,  emergency  and  program  operating  reserves. 

The  local  housing  authority  should  be  given  the  option  of 
controlling  tenant  occupancy  but  under  no  circuostances  should 
it  place  in  initial  occupancy  families  whose  incomes  exceed  80 
percent  of  the  median  income  of  the  city.    Blended  with  other 
housing  assistance  programs,  existing  and  new,  the  cost  of 
operating  a  New  Development  Action  Grant  project  will  benefit 
greatly  from  economies  of  scale  and  inter-program  coordination, 

A  federal  recommitment  to  a  viable  housing  production 
program  must  be  made.     The  evidence  is  very  clear. 


PHA/DA  supports  the  use  of  tax  exempt  multi-family  revenue 
bonds  in  the  development  of  lease/options  for  single  faaijy 
homeownership.      The  program  would  operate  without  the  use  of 
any  direct  federal  housing  subsidies.     The  minimal  cost  to  the 
Treasury  from  the  tax  losses  by  virtue  of  the  sale  of  tax  exempt 
bonds  is  made  up  by  increased  Jobs,  an  improved  local  tax  base 
and  clear  contributions  to  the  local  economy.    The  other  costs 
of  administration,  construction  and  maintenance  are  built  into 
the  cooperative  efforts  of  the  PHA,  private  investors  and  the 
tenant  families.    The  monthly  payments  of  the  tenants 
participating  in  this  program  are  approximately  one-half  of  the 
payment  that  would  be  required  under  a  typical  FHA  203b  purchase 
program,  with  the  tenant  retaining  all  appreciation  above  the 
FHA  appraisal  at  the  time  of  leasing, 

Ueing  tax  revenue  bonds,  new  homes  are  constructed  and 
leased  to  qualified  families  for  a  period  of  eleven  years.  At 
the  time  of  leasing,  families  participating  in  the  program  buy 
options  to  purchase  the  homes  for  $3,000  or  5%  of  the  purchase 
price. 
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whichever  is  higher.    This  ensures  the  right  of  a  family  to 
purchase  the  home  for  a  predeternined  price  at  the  end  of  the  11 
year  lease.    The  lessee's  rent  equals  principal,  interests, 
taxes,  insurance  and  housing  authority  management  fee.  The 
lease  payments  are  at  or  below  the  amount  that  would  be  required 
to  rent  the  home  on  thf  open  market,  and  are,  in  fact,  lower 
than  the  federal  contribution  to  similar  assisted  housing  rents. 

Credit  enhancement  is  another  development  financing  tool 
that  appeals  to  PHA/DA.    Credit  enhancements  are  arrangements 
with  third  parties  to  provide  additional  security  to  bond  holders 
for  the  timely  payment  of  principal  and  interest  on  bonds.  To 
achieve  a  AAA  bond  rating,  the  standard  price  is  generally  1-  /2 
percent  per  annum  of  the  face  amount  of  bonds  issued.  The 
credit  enhancement  method  lowers  the  premiums  to  one  percent  of 
the  face  amount  of  the  bond  issued  and  can  be  retained  by  the 
issuer  at  the  end  of  the  bond  period  provided  there  is  no 
default. 

Programs  such  as  revenue  bonds  and  credit  enhancements 
enable  PHAs  t      lend  moderate  income  families  with  lower  income 
families,  thu     .ssisting  more  families  for  less  money.    The  same 
concept  of  financing  has  even  wider  applications  in  straight 
income-blend  rental  programs.    There  are  many  successful 
variations  of  this  theme  being  tried  throughout  the  nation. 


Since  its  inception  through  the  Housing  and  Community 
Development  Act  of  1974,  as  amended,  the  Section  8  Existing 
Housing  Assi(>tance  Pa'sents  Program  has  proven  to  be  a  stable  and 
acceptable  program  serving  the  needs  of  our  disadvantaged, 
low-incomo  senior,  disabled  and  family  population.  Because 
Section  8  has  demonstrated  its  utility,  the  new  housing  voucher 
program  must  not  be  used  cvs  a  replacement  program,  but  rather  as 
a  complimentary  program  designed  to  fir  situations  that  cannot 
be  addressed  by  regular  Section  8.     PHA/DA  strongly  supports  the 
continuation  of  the  Section  8  Existing  Program,  and  in  fact, 
requests  enhancements  to  it  by  the  way  of  HUD's  close  review  and 
remedy  of  the  following  issues  of  concern. 


HUD  has  been  amending  and  shortening  the  ACC  renewal 
contracts  that  they  execute  with  local  housing  authorities 
operating  the  program.     PHA/DA  strongly  obj^scts  to  this  practice 
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on  grounds  that  this  creates  instability  in  the  profiraw,  A 
certificate  is  for  a  fifteen-year  contract  while  a  voucher  has 
only  a  five-year  contract.    The  ACC  renewal  contracts  for  both 
are  only  being  executed  by  HUD  for  a  two-year  period.    The  local 
?HA  cannot  plan  operationally  or  financially,  and  is  unable  to 
properly  advise  either  the  owners  or  residents  concerning  the 
program,     PHA/DA  strongly  recommends  that  HUD  re-establish  a 
fifteen-year  commitment  for  certificates  with  a  five-year  ACC 
renewal  contract. 

Section  8  Existing  Adminiatritfciv#%  Fees/Programs  Duplication 

The  reduction  in  administrative  fees  by  HUD  from  8,5X  to 
7,65X  has  adversely  affected  the  ability  of  PHAs  to  administer 
the  Section  8  program  in  an  effective  manner,    HUD's  only 
rationale  for  this  lOX  reduction  is  to  be  consistent  with  other 
administration  initiatives  at  deficit  reduction. 

The  administrative  fee  reduction  has  created  difficulties 
for  PHAs  especially  for  smaller  housing  authorities.    Many  were 
forced  to  reduce  reserves  and  staff,    SBallor  PHAs  are  having 
difficulty  operating  the  Section  8  program  on  a  break-even 
basis.     There  are  problems  in  providing  all  the  services  required 
under  the  program  regulations.    The  additional  reductions  in 
Fair  Market  Rents  have  created  a  real  financial  crunch  for  PHAs 
because  tbey  are  facing  a  double  blow  on  their  finances.  The 
combination  of  reducing  both  the  administrative  fees  and  FMRs 
has  produced  a  reduction  in  fees  much  greater  than  lOOX,  Many 
PHAs  Willi  within  the  next  couple  of  years,  face  severe  financial 
difficuxties  because  of  these  reductions.    Any  additional 
reductions  by  HUD  would  have  a  disastrous  effect  on  all  PHAs  and 
their  ability  to  continue  to  adminiater  the  Section  8  program, 
PHA/DA  strongly  supports  the  poBition  that  the  Administration 
Fees  bo  re-established  at  8,5X  and  that  the  reduction  in  FMRs  be 
withdrawn. 


PHA/DA  continues  to  believe  HUD  should  reduce  paperwork  end 
regulation  to  permit  local  PHAs  to  have  more  flexibility  and 
local  determination,    HUD  should  minimize  overly  strict 
regulations  on  verifications  and  other  areas  of  Sectio.t  8 
administration. 

Finally,  areas  with  state-run  programs  duplicative  of 
existing  PHA  services  have  caused  numerous  local  problems 
resulting  from  state  intrusion  into  local  areas  with  operating 
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PHAs.    HUD  should  insist  that  state-run  programs  be  limited  to 
those  areas  where  no  PHA  is  operating  a  Section  8  program  or 
coordinated  to  maximize  limited  resources. 


PHA/DA  cannot  support  the  "mobility**  concept  in  the  Section 
8  certificate  or  housing  voucher  program  without  careful 
consideration  being  given  to  the  following  areas: 

1.  Administrative  requirements;  the  proposed  plan  for  dividing 
administrative  fees  appears  burdensome  and  probably  unworkable. 

2.  Local  government  acceptance,  including  movement  to  central 
cities  or  other  higher  welfare  paying  Jurisdictions. 

3.  Local  government  authority;  rights  under  each 
Certificate/voucher  annual  contributions  contract  (ACC). 

4.  Community  resources;  does  the  receiving  coir^unity  have 
resources  available?    Can  a  PHA  afford  to  lose  certificates  when 
it  has  long  waiting  lists? 

5.  Aggregated  demand;  HUD  needs  to  assess  the  actual  demand  for 
portability  and  the  coat-benefits  of  providing  this  option  in 
currently  operating  programs. 

PHA/DA  would  encourage  state/region-wide  demonstrations  to 
measure  the  effectiveness,  demand  and  cost  of  such  an  option. 


The  current  method  of  calculatinir  FHRs  is  baaed  on  the  45th 
percentile  of  all  units  in  the  market  area.    In  addition,  HUD 
has  recently  excluded  rental  data  from  outlying  areas  of  primary 
metropolitan  statistical  areas  (PHSAs)  in  its  calculation  of 
permissible  rents*    The  overall  impact  of  these  changes  has  been 
to  slow  the  pace  of  annual  FMR  increases.     In  the  short  run, 
this  has  caused  program  disruptions;  however »  PHAs  are 
recofinlzing  increasing  difficulty  in  maintaining  safe,  decent  and 
sanitary  units  in  the  program.    The  narrow  margins  now  built 
into  FMR  nchcdules  will  cause  ae**iou8  program  disruptions  if  any 
sudden  shifts  in  the  economy  occur  (e.g. , inflation) ,  or  if  local 
rental  markets  tighten.    HUD  should  go  back  to  using  a  realistic 
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definition  of  area  market  rents,  utilizing  market  data  that 
accurately  represent  FMRs  in  the  area. 

In  addition  to  the  impact  of  those  changes  in  FMR 
computations »  the  inadequate  annual  adjustment  factors 
drastically  affect  program  viability.    In  tighter  rental  markets, 
routine  uarket  rental  increases  are  exceeding  allowable 
adjustment  factors,  thereby  further  reducins  the  stock  ot 
available  housing. 

PHA/DA  objects  to  Soctior  8  FMRs  being  reduced  and  feels 
that  the  proposal  should  be  withdrawn  and  FMRs  should  not  be 
frozen.    Additionally,  HUP  should  publish  annual  FMRe  to  be 
effective  at  the  beginning  of  each  fiacal  yer.r.     FMRs  should  be 
SSI  recent  data  projected  forward  in  time  so  the 

FMRs  will  be  current  tor  the  year  in  which  they  apply.  The 
reduction  or  freezing  of  FMRs  alienates  private  housers  from 
participating  in  this  program  and  expands  already  burating  public 
hcuRing  waiting  lists.    The  reduction  of  FMRs  or  the  failure  of 
FMRs  to  keep  pace  with  the  market  is  limiting  th^  ability  of  PHAs 
to  operate  effectively  and,  more  importantly,  denying  low-income 
families  housing  in  the  private  market. 

Finally,  the  department  has  a  historical  record  of 
publishing  rents  and  adjustments  with  retroactive  implementation 
dates.    This  is  both  unduly  burdensone  and  inefficient.  Knowing 
that  this  information  must  be  evaluated  and  revised  annually,  the 
Department  should  be  able  to  provide  this  data  in  a  timely 
manner. 

Section  8  Income  Bligibilitr 

• 

The  provision  in  the  1981  Omnibus  Budget  Reconciliation  Act 
that  limits  the  number  of  new  admissions  into  federal  rent 
subsidy  programs  to  those  with  incomes  below  50  percent  of  the 
median,  although  designed  to  serve  the  needy  applicant,  has  the 
following  opposite  effects: 

-Negatively  affect  PHAs  ability  to  operate  i^inanciall 
viable  programs,  thereby  increasing  the  need  for 
additional  federal  subsidies  and  thus  increasing  the 
federal  government's  deficit; 

-Re-^n-^tfS  PKV's  ability  to  successfully  aerve  a  broad 
rar»ge  of  equally  ncsedy  citizens; 
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-Threatens  the  livability  of  housing  development 
surrounding  communities; 

-Accelerated  economic  impaction  of  very  low-income 
households  into  assisted  housing  projects  -  i.e., 
ghettos. 

The  likelihood  that  federal  outlays  for  subsidies  will  be 
increased  to  compensate  fully  for  this  loss  in  rental  income  is 
rather  remote,  particularly  in  view  of  current  deficit  reduction 
efforts.    Therefore  PHA/DA  recommends  that  income  limits  for  new 
admissions  be  increased  to  80%  of  the  median  income. 


Housing  Authorities  mu.;t  be  permitted  the  flexibility  to  use 
methods  to  achieve  integration  of  housing  that  will  be  effective 
in  that  particular  locality.    HUD  should  continue  to  emphasize 
the  enforcement  of  fair  housing  laws  in  the  private  market  and 
HUD  and  PHAs  should  continue  efforts  to  ensure  the  integration  of 
public  housing. 

PHA/DA  believes  that  a  major  joint  objectiveof  HUD  and 
PHAs  should  be  an  cpexi,  frank,  and  unbiased  discussion  of  all 
methods  of  achieving  integration,  including  discussion  of 
"tipping,"  integr'\tio:i  maintenance  policies,  rent-up  procedures, 
reasons  for  duel  Waiting  lists,  quotas,  "over-under  plans," 
refusal  policies,  and  other  controversial  subjects. 

PHA/DA  believes  that  much  new  information  is  available,  and 
more  must  be  developed,  to  enable  PHAs  to  write  more  effective 
integration  policies  and  plans  free  from  the  previous  prejudices 
expressed  from  all  sides  of  this  issue.    PHA/DA  believes  there 
are  no  "sacrea  cows"  untouchable  in  the  discussion  of  developing 
effective  housing  integration  policies  and  plans. 

Integration  of  public  housing  projects  nay  entail  very 
considerable  costs  (relocat.'ons,  administrative  costs, 
preparation  of  new  units,  temporary  vacancies,  etc.)    Such  costs 
should  be  reimbursed  by  HUD  via  an  authority's  operating  subsidy, 
or  through  CIAP  set-aside. 

We,  the  PHAs  must  initiate  a  new  dialogue  on  integration 
methods,  including  maintaining  housing  integration. 


DE3E0REQATI0N/INTEQRATI0N 


ERIC 


768 


TENANT  MANAOKMBNT 


Public  .housing  authorities  todar  are  faced  with  a  wide  array 
of  pressures.    Rising  needs,  co«bined  with  limited  production, 
have  created  long  waiting  lists  in  aany  cities.  Lisited 
■odernization  funds  and  an  inadequate  Perforaence  Funding  System 
frustrate  efforts  to  oaintain  and  conserve  the  stock.     In  a 
highly  regulated  industry,  local  agencies  aust  contend  with 
complex  requireaents  that  can  frustrate  sound  aanageaent. 
Additionally,  public  housing  authorities  are  increasingly  forced 
to  act  as  social  service  agencies  to  address  the  econosic  and 
social  probleas  of  soae  residents  •*  poverty,  lack  of  education, 
lack  of  Job  skills,  drug  abuse,  and  teenage  pregnancy.     In  this 
environment,  good  aanageaent  is  a  critical  resource  which  must 
be  developed. 

PHA/DA  has  historically  supported  tenant  involvement  in 
public  housing  aanagenent.    Tenant  participation  can  help  link 
operations  and  services  to  needs  of  families  who  live  in  public 
housing.    Tenant  involvement  can  provide  individuals  with 
opportunities  for  work.  Job  training,  and  participation  in 
community  decision  making.    In  1978,  the  federal  government 
established  the  National  Tenant  Demonstration  Program,  providing 
financial  and  technical  assistance  for  six  PHAs  to  establish 
demonstration  projects  in  tenant  management.    Studies  concluded 
that  tenant  management  can  provide  opportunities  for  resident 
employment,  improve  the  quality  of  life,  and  increase  access  to 
social  services. 

The  studies  also  revealed  some  potential  problems.  There 
may  be  significant  resident  resistance  to  implementing  tenant 
management.  Considerable  time,  patience,  technical  assistance, 
resident  training,  and  PHA  involvement  are  needed  to  make  tenant 
management  successful.    Tenant  management  is  not  readily 
adaptable  in  the  same  format  in  all  situations;  its  success 
depends  upon  sp::)cific  local  circumstances.    While  in  some  cases 
tenant  management  of  a  project  is  a  sound  choice,  in  other  cases 
traditional  PHA  management  is  preferable. 

Tenant  participation  in  management  can  be  a  valuable 
resource  to  promote  quality  and  efficiency  in  public  housing. 
Tenant  management  can  be  a  valid  choice  fur  sound  management  in  a 
given  project.    However,  tenant  management  is  not  inherently 
preferable  to  other  forms  of  management  ,  nor  is  it  a  solution  to 
all  problems  facing  managers  of  public  housing.    It  is  one  more 
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tool  that  can  be  uaed  dependintf  upon  local  circuastances  and 
needa.    Initiatives  to  inprove  public  housing  sust  proaote  good 
perforsance  by  all  PHAs,  not  juat  thoae  under  a  particular  form 
of  aanatfenent.    Good  management  practices  ahould  be  uniformly 
aupported  and  rewarded. 

Legialation  introduced  in  1986  proposed  to  eatabliah  a 
national  preference  for  tenant  management  of  housing  projects > 
without  regard  to  local  preference  or  management  performance. 
Similar  legislation  to  further  tenant  management  has  been 
introduced  in  1987. 

PHA/DA  ia  committed  to  promoting  the  sound  management  of 
public  houaing  in  order  to  conaerve  the  housing  stock  and  improve 
the  quality  of  life  for  public  houaing  residents.  The 
organization  of  management  to  achieve  thia  goal  can  take 
different  forma  depending  upon  local  circumstanceg  and  local 
choices.    No  one  form  of  management  is  inherently  better. 
Clearly »  the  local  community  ahould  make  this  determination. 

PHA/DA  supports  legislative  initiatives  to  reward  good 
management  practicea. 

PHA/DA  does  not  aupport  legialative  initiativea  that  aaaume 
any  one  form  of  management  is  universally  auperior,  regardleaa  of 
local  experience,  local  preference,  or  the  local  aituation. 


Actiona  in  Congresa  indicated  support  for  legialation 
eatabliahing  a  **rigUt  to  buy"  which  could  lead  to  the  large-acale 
aale  of  public  houaing  unita  to  reaide,  ts  and/or  reaident 
management  corporationa.    Selling  off  public  housing  would 
eliminate  a  permanent  aource  of  housing  for  low-income  faailiea 
in  thia  country  at  a  time  when  low-income  families  face  the  worst 
houaing  criaia  in  decadea.    PHA/DA  is  concerned  that  the  sale  of 
public  housing  may  lead  to  the  federal  governaent  abandoning  ita 
commitment  to  maintain  the  public  housing  atock  for  low-income 
people. 

There  are  several  major  problems  with  implementing 
homeownership  opportunitiea  for  the  very  low  income  public 
housing  reaident.    There  are  few  tenanta  with  incomea  aufficient 
to  meet  and  maintain  homeownership  demanda,  particularly 
large-scale  repairs 
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that  might  be  needed  a  few  years  after  sale.    There  is  Senerally 
liaited  homeownership  potential.    Poor  follow-up  assistance 
typically  fails  to  provide  needed  orientation  and  ongoing 
counseling  to  homebuyers. 

In  1984t  in  an  effort  to  establish  a  workable  program,  HUD 
initiated  a  Public  Housing  Homeownership  Demonstration  to  study 
the  concept  of  selling  public  housing  to  residents »  and  to 
identify  potential  problems  and  solutions.    The  demonstration  has 
not  yet  yielded  data  on  the  feasibility  of  such  sales,  the 
accompanying  problems,  nor  the  best  methods  to  address  those 
problems. 

Such  a  program  would  have  a  negative  effect  on  maintaining 
public  housing  as  a  viable  rental  housing  resource  available  to 
meet  the  growing  housing  needs  of  this  nation's  poor.  PHA/DA 
supports  homeownership  for  the  poor  but  not  at  the  expense  of 
the  desperately  needed  public  housing  stock.    Public  housing  has 
continued  to  provide  low  cost  housing  for  poor  families  for 
decades.  With  proper  care  it  can  continue  to  do  so  for  decades 
longer. 

PHA/DA  supports  homeownership  opportunities  for  low-income 
families. 

PHA/DA  supports  a  homeownership  program  when  the  following 
provision  are  included  to  preserve  the  low-income  housing  stock. 

1.  No  existing  units  of  public  housing  should  be  removed  from 
the  rental  housing  stock  without  one-for-one  replacement  of 
units  (unless  the  PHA  determines  there  is  no  need  for 
replacement) . 

2.  A  reserve  fund  or  other  mechanism  for  maintenance  expenses 
ensures  the  program  is  workable  for  low-income  families  over 
time. 

3.  Counseling  assistance  and  expanded  employment  opportunities 
are  provided  for  participating  low  income  families  to  further 
the  opportunity  to  earn  an  income  adequate  to  support 
homeownership. 

4.  Restrictions  on  resales  prohibit  owners  from  reaping 
excessive  profits  over  a  short  period  of  time,  and  prohibits  the 
U3e  of  properties  as  an  investment  for  speculators. 
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5.  The  PHA  is  adequately  funded  to  provide  technical  assistance 
and  other  services  needed  for  low-income  honebuyers. 


Documented  evidence  from  various  sources  supports  the 
position  that  the  number  of  homeless  individuals  and  families  has 
been  increasing  for  the  past  several  years.    The  homeless  are  no 
longer  stereotyped  as  white  older  males,  generally  with  alcoholic 
problems,  or  as  mentally  disturbed  individuals.    The  homeless 
population  is  now  made  of  individuals  and  families  from  all  age 
groups,  all  ethnic  groups,  and  various  economic  backgrounds. 

Besides  those  who  can  be  readily  counted  as  homeless  because 
they  are  on  th2  streets  or  in  housing  shelters  designed  for  the 
homeless,  we  are  faced  with  an  additional  problem:     a  substantial 
number  of  faoiliea  throughout  this  nation  are  doubling  up  in  our 
public  housing  units  and  actually  should  be  classified  as 
homeless.     The  doubling  up  of  these  faailies  causes  problems  for 
the  operations  of  the  housing  units  and  is  a  totally  unacceptable 
solution  to  the  problem  of  homelessness. 

Congress  has  begun  to  deal  with  these  problems  through  the 
Comprehensive  Housing  Assistance  Program  (CHAP).    However,  the 
solution  must  not  be  one-dimensional,    what  will  happen  after  18 
months  of  transitional  housing?    Shelters  and  transitional 
housing  cannot  provide  permanent  housing  for  these  families. 
The  root  cause  of  much  of  the  homeless  lies  in  the  cutbacks  in 
housing  production  programs. 

PHA/DA  strongly  recomaends  that  consideration  be  given  to 
increasing  our  production  programs  and,  in  many  cases,  providing 
special  types  of  housing  for  the  homeless. 

PHA/DA  further  recommends  that  consideration  be  given  to 
immediate  repair  to  vacant  housing  units  that  can  be  utilized 
by  local  coBHunities  and  community  agencies  for  emergency 
shelters  of  the  homeless. 
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supports  the    Farmers  Home  Administration's  single-family  and 
multi-family  programs.     These  programs  provide  housing  for 
low-income  families,  especially  those  engaged  in  farm  labor 
activities.     The  Farmers  Home  Programs  provide  scarce  housing 
resources  to  a  low-income  population  that  has  nowhere  else  to 
turn  for  safe  and  decent  housing.    As  with  any  program,  however, 
there  is  room  for  improvement.    The  following  comments,  with 
respect  to  income  limits,  and  the  high  foreclosure  rates  on  the 
502  single  family  homeovmership  program,  are  intended  as 
constructive  suggestions  for  improvement  in  the 
multi-family/single-family  programs . 


PHA/DA  objects  to  the  establishment  of  income  limits  for 
admission  into  Farm  Labor  Housing.     The  traditional  approach  of 
requiring  farm  labor  work  is  far  superior.     The  income  approach 
discourages  families  from  reporting  income,  and  also  has  the 
potential  of  reducing  the  much  needed  work  force  in  farm  labor 
areas.     In  addition,  it  is  extremely  difficult  to  verify  farm 
labor  income  that  varies  widely  from  one  year  to  the  next,  and 
from  one  crop  to  the  next.     Farm  laborers  may  earn  substantially 
higher  salaries  one  year,  and  virtually  nothing  the  next  year. 
This  fact  alone  would  serve  to  create  a  £reat  deal  of 
instability,  wherein  families  would  qualify  one  year  and  not  the 
next.     Turnover  would  increase  dramatically,  and  with  it,  the 
cost  of  administering  the  Program  and  maintaining  the  dwellings. 

When  the  houses  are  constructed,  they  are  "economically 
obsolete".  Most  of  them  can  be  "picUed  out"  by  passers-by  with 
little  or  no  difficulty.     This  built-in  obsolescence  makes  it 
difficult,  at  best,  for  the  ct;r.crs  to  market  the  property  and 
move  on  to  other  homeownership  opportunities  if  the  need  ar  ^b. 

Improvements  are  difficult  to  come  by,  given  the  relatively 
large  expense  to  the  family  after  occupancy.     It  would  be  far 
better  to  require  hcuses  that  more  properly  fit  into  the 
mainstream  of  the  communities  into  which  they  are  built  at  the 
time  of  construction  rather  than  rely  on  the  families  to  add 
improvements  thereafter. 

The  cost  containment  features  built  into  the  502  Program,  as 
well  as  in  the  514/516  Loan  &  Grant  Program,  and  515  multifamily 
programs  with  the  Farmers  Home  Administration  are  often 
counterproductive.  These  cost  containment  features  increase 
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maintenance  costs  by  increasing  density  in  the  projects  or 
subdivisions  by  undersizing  sites  and  dwelling  units*  Homeowners 
are  made  to  feel  more  like  renters  than  owners i  and  renters  in 
the  514/516  4  515  progrsms  do  not  show  proper  respect  for  the 
complexes  in  which  they  reside i  given  the  sterile  nature  of  the 
projects.    Without  the  proper  smenities  and  aesthetics i  people 
lack  pride  in  their  homes  and  tend  not  to  maintain  them* 
They  are  more  likely  to  move  off  when  economic  difficulties 
arise,  and  are  less  likely  to  be  able  to  sell  the  property  for  a 
profit*  thereby  cashing  in  on  their  equity* 


The  Single-^Family  502  program  is  a  tremendous  resource  to 
lower  income  families  in  ruraX  areas*     It  allows  families  that 
qualify  on  the  basis  of  income,  and  opportunity  to  own  a  home  of 
their  own,  most,  for  the  first  time  in  their  lives*     The  high 
default  rate  on  502  loans  is  not  surprising,  however,  with  the 
low  equity  investment  of  families  in  their  housing,  the  lack  of 
meaningful  counseling  snd  orientation  on  the  responsibilities 
and  benefits  of  homeownership  snd  lack  of  amenities  that  arc 
built  into  the  housing  itself* 

Relatively  small  down  payments  incresse  default  rates*  This 
is  the  time  for  the  235  HUD  Program,  private  housing  sales,  and 
the  502  Farmers  Home  Administration  programs*    Although  it  is 
desirsble  to  lower  down  payments  as  means  of  allowing  lower 
income  persons  into  housing,  there  is  an  increased  risk  of 
defaults  as  well*    Thought  should  be  given  to  an  increase  in 
equity  (cash)  requirements* 

Many  families  are  rushed  into  homeownership  without 
adequate,  meaningful  orientation  and  counseling  as  to  the 
potential  pitfalls  and  consequences*  This  is,  in  part,  due  to 
economic  motivations  on  the  part  of  hard-working  developers  who 
want  to  sell  more  houses*     Some  thought  should  be  given  to 
"beefing-up"  the  counseling  requirements  through  third  party. 
Independent  counseling  agencies  tha^.  can  adequately  advise  the 
perspective  buyers* 

But  in  our  opinion,  the  lack  of  amenities  built  into  the 
properties  is  the  most  serious  cause  of  the  excessive  defaults 
that  occur* 

Provided  there  is  value  (equity)  they  are  more  likely  to  not 
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default  on  loans.    The  sad  fact  is  that  many  502  properties 
tend  not  to  appreciate  due        their  built-in  obsolescence.  Many 
fAailiea  find  this  unacceptable  after  a  tiaei  and  default  on  the 
Bortgages. 

To  develop  pride  of  hoseownership  and  stability  of  the 
neighborhoodi  the  cost  containnent  features  must  be  re-though  so 
as  not  to  sake  the  properties  economical  obsolete  before  the 
are  built. 

Farmers  Home  Administration  Programs  are  a  major  resource  of 
which  this  Country  should  be  proud.    We  would  encourage 
policy-makers  considering  funding  levels  for  the  FmHA  Programs  to 
bear  this  fact  in  aindi  and  a^  the  timei  take  a  long-term  view  of 
rural  housing  resources  considering  not  only  the  value  of  the 
assets  at  the  time  they  are  construotedi  but  the  long-term 
effects  on  the  individual  families  housed  in  the  units. 
Short-sighted    cost  containment  features  in  FaHA  programs  cost 
the  taxpayer  much  more  in  the  long  run. 

Accredited  Housing 

PHA/DA  believes  the  concept  of  peer  group  PHA  accreditation 
to  be  viable,  within  well-established  end  controlled  guidelines. 
HUD  has  stated  that  90  percent  of  all  PHAs  are  effectively 
managed  and  efficiently  operated.    These  PHAs  should  be 
identified  and  accredited.    The  purpose  of  accreditation  is  to 
reduce  HUD  monitoring  of  effectively  managed  and  efficiently 
operated  authorities i  thereby  allowing  HUD  to  concentrate  its 
limited  personnel  and  dollars  to  more  effectively  assist  those 
authoritiesi  with  problems.    This  would  result  in  reduced  costs 
for  HUD  and  all  PHAs.    For  those  PHAu  unable  to  qualify  initially 
for  accreditation!  peer  group  technical  assistance  could  be  made 
available  if  warranted  and  voluntarily  requested  by  the  troubled 
'PHA. 

We  believe  legislation  would  be  required  for  ttie 
establishment  of  any  accreditation  program  to  ensure  well-defined 
responsibilities  as  well  as  to  designate  the  make-up  of  the 
accreditation  committee.    Funding  for  such  a  committee  should  be 
provided  in  the  legislative  package.    Requests  for  technical 
assistance  should  draw  upon  a  pool  of  well-qualified  PHA  experts 
in  PHA  operational  disciplines  such  as  financsi  housing 
management  and  maintenance.    From  PHA/DA 's  own  experience!  PHA 
Executive  Directors  attending  our  training  sessions  and 
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conferences  have  gained  more  froa  opportunities  to  compare 
prograa  notes  and  ideas  with  fellow  practitioners  than  from  any 
published  set  of  rules,  guidelines  or  advisories. 

PHA  accreditation  should  not  be  another  federal  stick  to  be 
held  over  the  heads  of  troubled  PHA  managers.    The  threat  of 
sanctions  should  not  be  allowed  by  either  the  committee  or  HUD. 
the  purpose  of  accreditation  would  be  to  guarantee  a  management 
review  process  that  will  allow  qualified  people  to  critique 
areas  of  property  management  of  which  they  are  very  knowledgeable 
and  to  provide  HUD  access  to  impartial  information  that  it  can 
utilize  for  whatever  purposes  are  warranted.  Technical 
assistance  offered  should  be  directed  toward  the  particular 
problem  area,  not  necessarily  toward  all  elements  of  PHA 
management.    For  instance,  if  rent  collections  acre  a  problem, 
this  would  be  the  area  of  concentration.  Maintenance  of  units,  as 
another  example,  may  involve  both  physical  maintenance  and 
housing  management. 

The  accreditation  comaitteo  should  be  composed  of  PHA 
management  peers  with  representation  from  small,  medium  and  large 
PHAs,  as  well  as  HUD  Housing  Management  personnel  and  possibly 
congressional  staff.    Lack  of  accreditation  should  not  result  in 
delays  in  operating  budgets,  reduced  funding  or  audits  designed 
to  discredit  management.  Rather,  the  thrust  should  be  towards 
problem  identification  and  management  improvement. 

Finally,  an  accreditation  panel  could  bring  to  HUD's 
attention  those  areas  of  HUD's  own  operations  that  ars  in 
themselves,  wasteful  and  mismanaged  in  a  cooperative  effort  to 
streamline  delivery  of  ever-shrinking  resources.     PHA/DA  commends 
HUD's  past  efforts  to  improve  its  administration  and  we  are  eager 
to  work  further  along  these  lines.    The  recent  PHA/DA-HUD 
Committee  on  Fraud,  Waste  and  Mismanagement  Joint  survey  of  PHAs 
and  HUD  field  staff  is  an  example  of  possible  future  activities. 

Farmers  Home  Administration  Programs  are  a  major  resource  of 
which  this  Country  should  be  proud.    He  would  encourage 
policy-makers  considering  funding  levels  for  the  FmHA  Programs 
to  bear  this  fact  in  mind,  and  at  the  time,  take  a  long-term 
view  of  rural  housing  resources  considering  not  only  the  value  of 
the  assets  at  the  time  they  are  constructed,  but  the  long-term 
effects  on  the  individual  families  housed  in  the  units. 
Short-sighted    cost  containment  features  in  FmHA  programs  cost 
the  taxpayer  much  more  in  the  long  run. 
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SUMMARY 


Ovdr  the  last  seven  years  the  federal  government  has 
withdrawn  frcx  the  connlto^snts  it  hma  Rade  historically  to 
provide  hou&inrf  for  low-itcome  families.    The  exp«5Ctation  was 
thttt  state  and  local  govoinments  would  assume  thin  responsibility 
along  with  the  private  cectoi'     The  state  and  lo^^l  governmentc 
have  not  been  able  to  fill  this  void.    There  hait  «^Aearly  been  an 
increase  in  the  number  of  low-incoco  families  who  are  in  need  of 
affordable  hi  jsing  evidenced  oy  local  waitinj^  lists. 
Additionally*  the  number  ciT  hoselens  fa&ilics  has  increased 
greatly  during  this  period  of  fe-lerrA  withdvct/al. 

Many  state  and  local  govornaents  havo  increased  their  level 
of  commitment  and  involvement  in  housing  for  the  lov-income 
persons*    However,  state  and  local  governments  across  the 
country,  especially  in  smaller  coaaunitiec ,  hc^ve  not  been  able  to 
fiddress  the  housing  problems  of  low-income  persons. 

PHA/DA  strongly  recommends  that  there  should  bo  a  federal 
recommitment  to  low-income  housing  based  on  a  partnership  with 
state  and  local  governments.    There  has  been  in  many  coD»sunitxcri 
a  heightened  awareness  of  the  housing  problems.     The  federal 
government  must  provide  the  leadership  for  a  housing  policy  that 
promotes  partnerships  with  the  state,  local  government,  and  the 
private  sectc^r. 

The  ability  to  address  the  housing  needs  requires  a  renewed 
effort  among  all  levels  of  government  and  the  private  sector. 
The  one  essential  ingredient  to  a  successful  housing  policy  is  a 
commitment  by  the  federal  government  to  bo  a  full  participant  in 
the  partnership. 
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Hie  Cfttholle  community  In  the  United  States  recognizes  a  responsibility  to  help 
meet  the  needs  of  those  who  lack  adequate  housing.  Our  dioceses  and  parishes,  Catholic 
Charltles-U3A,  Religious  orders  and  Catholic  organizations  have  played  varying  roles  In 
our  commitment  to  serve  those  suffering  from  poor  housing.  With  Its  roots  deep  within 
the  community,  the  Church  has  played  a  critical  role  In  advocacy,  construction  and 
maintenance  In  both  the  public  and  private  housing  efforts  to  alleviate  the  shelter  needs 
of  people. 

The  Church  alone  cannot  provide  a  significant  quantitative  answer  to  iht  cries  for 
better  housing.  This  Is  not  Its  specific  role,  nor  does  It  have  the  financial  and  technical 
resources  to  build  all  the  required  homes.  However,  because  It  Is  our  responsibility  to 
proclaim  the  Gospel  of  Jesus  Christ  and  Its  Implications  for  our  society,  we  must  point 
constantly  to  the  human  rights  dimension  —  and  suffering  —  Involved  In  this  Issue.  We 
must  apply  Chrbtlan  social  teaching  to  the  resolution  of  the  prnblem.  We  must  seek  to 
have  a  qualitative  Impact  on  housing  deprivation  In  our  society  by  attempting  to  change 
the  systems  and  policies  that  result  In  so  meny  of  our  sisters  and  brothers  suffering  from 
Inadequate  housing. 

Twelve  years  ago.  In  November  of  1975,  the  United  States  Catholic  Conference  In  a 
pastoral  response  to  the  crisis  In  housing  pointed  outi 


The  United  States  Is  In  the  midst  of  a  severe  housing  crisis*  This  is  a 
broader,  more  pervasive  and  more  complicated  phenomenon  than  the 
customary  photographs  of  urban  slums  and  rural  shacks  Indicate.  It 
Involves  more  people,  more  neighborhoods  and  communities  than  was 
thought  to  be  the  case  even  ft  few  years  ago.  It  touches  millions  of  poor 
families  who  live  In  Inhuman  conditions,  but  It  also  Involves  many 
middle-Income  families  whose  ability  to  provide  themselves  with  decent 
housing  Is  being  painfully  tested  Rising  costs  of  shelter,  maintenance 
and  utilities— as  well  as  high  Interest  rates  and  regressive  property 
taxes^arc  forcing  many  families  to  live  In  Inadequate  housing  or  to  do 
without  other  basic  essentials.  Other  low-  and  middle-Income  families 
have  been  confined  to  neighborhoods  without  adequate  services,  minimal 
safety  or  necessary  community  life. 


The  severe  housing  crisis  addressed  by  ths  bishops  In  1975  has  become  a  disastrous 
shambles  In  1987.  The  harsh  and  frustrating  reality  Is  that  governmental  policies  of  the 
past  ten  years  have.  In  effect,  reneged  on  the  promise  of  **a  decent  home  In  a  suitable 
living  environment  for  every  American  family"  that  was  set  forth  by  Congress  in  1949. 
The  drastic  decline  In  funding  for  HUD  low-Income  housing  programs  has  condemned 
millions  of  American  families  to  live  In  poor  housing,  with  tens  of  thousands  of  families 
swellintr  the  rtnka  of  the  homeless.  These  deplorable  conditions  have  forced  churches, 
social  service  agencies  and  public  Institutions  Into  stopgap  efforts  to  develop  "temporary" 
shelters  and  funding  programs  while  no  long  term  policy  Is  even  envisioned. 

Our  Catholic  tradition  has  long  held,  Indeed  Insisted  that  shelter  Is  one  of  the  basic 
human  rights  of  the  person.  Our  faith  teaches  that  these  fundamental  rights  are  "the 
minimum  condition  for  social  Institutions  that  respect  human  dignity,  social  solidarity 
and  justice.  They  are  all  essential  to  human  dignity  and  to  the  Integral  development  of 
both  Individuals  and  society,  and  are  thus  moTt\  Issues.  Any  denial  of  these  rights  har.ns 
persons  and  wounds  the  human  community.  Their  serious  and  sustained  denial  violates 
Individuals  and  destroys  solidarity  among  persons."  (Economic  Jiatlce  for  All  #80). 
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We  believe  that  each  Individual  possesses  Inherent  dignity  and  priceless  worth 
because  he  or  she  Is  created  In  the  Image  and  likeness  of  God.  We  cannot  Ignore  the 
terrible  Impact  of  degrading  and  Indecent  living  conditions  on  people^s  perception  of 
themselves  and  their  future.  Where  and  how  a  person  lives  Impacts  on  education, 
employment,  voting  and  other  civic  and  social  relations.  To  the  extent  that  the  rights 
of  Individuals  and  families  are  violated  In  the  area  of  housing  opportunities,  they  are 
affected  across  the  full  range  of  civil  rights. 

National  Housing  Goal 

We  have  cited  the  national  housing  goal  of  1949  and  noted  that  !t  has  not  been  met. 
In  fact.  It  appears  to  have  been  abandoned.  We  call  upon  the  both  the  Executive  and 
Legislative  Branches  of  our  g«>vernment  to  recognize  housing  as  a  human  right  and  to  build 
our  national  priorities  on  this  entitlement.  Such  recognition  would  require  that  a  decent 
home  and  a  suitable  living  environment  be  within  the  means  of  every  American  family. 
The  cost  of  housing,  an  apartment  or  hotne,  should  not  deprive  families  of  other 
essentials.  Also,  our  housing  goal  must  provide  freedom  of  choice  as  to  where  families 
will  live  and  whether  they  will  rent  or  own  their  homes.  Equal  housing  opportunities  and 
the  possibility  of  home  ownership  for  those  who  desire  It  have  to  be  Integral  components 
of  our  national  housing  commitment. 

The  achievement  of  these  housing  goals  will  require  a  reordering  of  priorities  and  a 
substantial  Increase  In  expenditures  for  housing  and  community  development.  We  are  not 
so  nslve  as  to  believe  that  the  complex  problems  t%e  now  face  In  housing  will  be  easily 
solved.  The  problem  Is  truly  overwhelming.  It  touches  on  nearly  every  facet  of  our 
economic,  political,  and  social  life,  all  of  which  sxe  complicated  In  themselves.  We  will 
need  cooperation  and  collaborative  structures  at      private  and  public  level  to  creatively 
and  courageously  deal  with  this  Immense  problem.  A  realistic  appraisal  of  our  housing 
needs  Indicates  that  the  resolution  of  our  present  crisis  wUl  be  e^enslve  and  difficult. 

Dimensions  of  the  Housing  Problem 

The  overwhelming  need  for  housing.  In  many  rays.  Is  an  Institutional  problem. 
It  reflects  the  limitations  built  Into  -vur  political,  economic,  and  social  Institutions. 
Effective  action  for  better  housing  will  depend  on  a  competent  analysis  and  significant 
changes  In  the  structures  and  policies  that  have  helped  create  and  maintain  our  current 
housing  delivery  system.  Our  present  way  of  financing  and  building  housir^^teems  not  to 
lend  itself  to  the  resolution  of  our  problems.  The  traditional  law  of  supply  and  demand 
has  not  proved  adequate  to  the  task  of  providing  decent  housing  for  all  our  people.  The 
demand  is  present  and  growing,  yet  the  res{>onse  Is  clearly  Inadequate,  eipoelally  for  low 
and  middle-income  people.  The  right  to  shelter  and  the  corrosponding  obligation  of 
society  to  provide  access  to  houslt^  for  every  peraon,  establishes  a  relationship  between 
the  person  and  both  the  direct  and  indirect  siippUers  of  shelter*  The  relationship  between 
direct  and  Indirect  suppliers  of  shelter  and  the  availability  of  housli^  to  persons  and 
families  Is  a  very  important  concept  In  the  extremely  complex  and  often  technical  field 
of  housing  and  community  development. 

The  direct  supplier  of  housing  Is  the  owner,  builder,  or  the  institution  controlling 
hc:^sing  stock  within  t!:r:  ^rtscrlbed  conditions  of  society*  The  Indirect  sMppller  must  be 
L^trstood  as  the  many  different  fsctorSf  other  than  the  direct  spppller,  that  exercise  a 
determining  Influence  on  the  construction  and/or  availability  of  decent  housing.  This 
concept  of  Indirect  supplier  includes  both  persons  and  Institutions  of  various  kinds  which 
determine  the  whole  socio-economic  system.  The  federal  government,  state  and  local 
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governments,  banking  and  secondary  mortgage  markets  are  all  examples  of  Indirect 
suppliers.  It  obviously  Involves  many  elements. 

It  Is  easy  to  see  how  this  framework  links  the  various  political,  economic  and  social 
Institutions  of  society  Into  an  Interdependent  network  needed  to  assure  and  respect  the 
right  to  shelter.  But  It  also  points  out  the  variety  of  competing  Interestsi  private 
enterprise  and  government;  maximum  production,  environmental  and  consumer  protection; 
primary  and  secondary  money  markets;  housing  needs  and  budj^etary  restraints;  public 
Interest  and  private  gain;  and  the  question  of  equity  and  efficiency. 

Homing  Issues 

1.  Housing  and  the  Economy 

The  solutions  to  the  housing  problem  are  often  stated  In  economic  terms* 
The  current  policies  rely  almost  entirely  on  the  fluctuations  of  ;he  economy.  Critical 
economic  times  of  Inflation  or  recession  are  often  cited  as  the  reason  for  housing 
shortages.  Yet,  the  last  forty  years  have  exhibited  serious  housing  problems  and  perlo^ls 
f*i  unparalleled  prosperity.  Presently  we  are  In  a  flve-year  economic  expansion  and  the 
number  of  homeless  people  multiplies  monthly.  The  problem  persbts  In  good  economic 
times  and  bad.  Economic  recovery  alone  cannot  and  will  r.:.  solve  our  housing  problem. 
A  number  of  factors  Influence  the  housing  market.  Declining  production,  shrinking  real 
Income,  and  the  tendency  of  builders  to  produce  higher  priced  homes  have  severely  lln:lted 
the  number  of  homes  available  to  middle*  and  moderate^ncome  families.  The  price  of  a 
median  home  was  $23,400  In  1970;  $39,900  In  1975;  $75,300  In  1983;  and  $110,000  In 
1986.  The  median  family  Income,  however,  has  not  kept  pace  with  these  Increases,  The 
current  level  of  Income  Is  comparable  to  the  m^Ian  family  Income  of  1978.  Indeed, 
compared  I*  the  46%  Increase  In  housing  costs  Mnce  1983,  the  11%  Inc^we  In  family 
Income  Is  quite  Insufficient,  ^•^'^w-lncome  families  face  even  bl^aV         tcts.  Their 
rents  and  utility  costs  are  climbing,  and  many  have  virtually  no but  the 
streets.  Federal  funding  for  subsidized  houslr^  has  been  substr  jced  since 

1981  when  Congress  authorized  $30.2  billion  for  that  purpose,  u        ^ils  funding  level 
was  only  $7.8  billion. 

Money  markets  are  another  Important  economic  factor.  Continued  high  Interest 
rates  substantially  Increase  the  cost  of  housing.  Disinvestment  from  mtny  communities 
has  destroyed  many  neighborhoods  resulting  In  more  structures  t^Ing  taken  out  of  ihe 
housing  market.  While  this  practice  by  banks  and  savings  and  loan  associations  has  been 
curtailed  In  many  locations.  It  persists  In  the  Increasingly  Infltnntlal  seconidary 
mortgege  market.  National  monetary  policy  must  ensure  an  adequate  supply  of  affordable 
credit  through  secondary  markets  and  housing  trust  funds  for  socially  desirable  purposes 
such  as  housing. 

Land  speculation  Is  a  particularly  vexlrvj  problem*  Where  basic  human  rights  are 
Involved,  one  person  simply  must  not  take  an  unreasonable  gain  at  the  expense  of 
another.  High  Increases  In  the  cost  of  land,  resulting  In  part  from  such  speculation, 
seriously  Impairs  efforts  to  provide  affordable  housing  to  people  of  low-  and  moderate- 
Income, 

The  demand  for  land  to  meet  a  variety  of  competing  growth  needs,  such  as  urban 
expansion,  highways  and  mineral  developments!  parks  and  recreation.  Is  forcing  upon  us 
difficult  decisions  with  respect  to  land  use  and  control  of  our  resources.  Such  decision 
holds  consequences  for  all  the  people  of  this  nation;  they  should  Involve  a  degree  of 
public  participation,  Legislation  Is  urgently  needed  to  facilitate  wide  participation. 
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Serious  consideration  should  be  given  to  the  development  of  land  trusts  and  mutual 
housing  associations  and  cooperatives  which  promote  the  ownership  or  control  of  land  and 
housing  by  low-Income  people.  The  federal  government  must  not  only  regulate  and 
contribute  to  such  efforts,  but  ensure  that  all  segments  of  the  local  community  are  part 
of  the  decisionmaking. 

2.  Community  and  Neighborhoods 

Housing  conditions  cannot  be  separated  from  the  surrounding  environment* 
Comriiunity  coheslveness,  education,  safety,  government  responsiveness,  and  taxation 
policies  are  critical  factors  In  the  creation  and  maintenance  of  decent  houdng.  This  Is 
true  In  both  the  rural  and  urban  areas. 

In  rural  areas  and  small  towns  the  housing  delivery  system  Is  Inadequate.  Many  rural 
counties  have  no  public  housing  agency.  Nor  are  there  sufficient  construction  or  financial 
Institutions  to  make  private  development  feasible.  Rural  people  and  rural  communities 
must  be  provided  with  assistance  and  resources  that  enable  them  to  solve  their  housing 
problems. 

Urban  areas  suffer  many  of  the  same  problems.  In  that  our  cities  are  composites  of 
small  communities.  Local  neighborhood  concerns  have  been  lost  In  centralized  decision- 
making, suburban  migration,  and  deteriorating  city  services.  A  psychological  and  physical 
process  of  abandonment  has  set  In,  and  fewer  resources  and  fewer  people  have  been 
available  to  assist  neighborhoods  In  combating  blight  and  indifference. 

Communities,  whether  urban  neighborhoods  or  small  towns,  are  the  most  logical 
basis  for  a  positive  housing  policy.  People  must  feel  and  actually  be  In  control  of  the  tools 
and  resources  necessary  to  survive.  Public  policy  must  recognize  and  support  such  efforts. 
RehablUUtlon  and  housing  maintenance  programs  which  are  Innovative,  Imaginative,  and 
economically  feasible  should  be  encouraged  and  Implemented.  The  existing  housing  stock 
Is  perhaps  the  largest  single  component  of  our  national  wealth  Its  preservation  Is  an 
essential  and  economical  approach  to  meeting  our  housing  needs. 

3.  Governmental  Housing  Activity 

The  federal  government  acts  as  both  a  direct  and  Indirect  supplier  of  housing. 
Through  Its  economic  and  taxation  policies,  regulation  of  the  money  markets,  as  well  as 
housing  subsidies  and  public  housing.  It  has  a  major  Influence  In  the  housing  field.  With 
this  InHuence  goes  a  major  responsibility  to  harness  and  direct  a  massive  commitment  of 
resources  and  energy.  Government  must  supplement  and  regulate  the  activities  of  private 
indlvlduab  and  institutions  In  oroer  to  achieve  our  housing  goals.  A  creative  partnership 
of  neighborhoods,  private  enterprise  and  government  is  necessary.  Public  agencies  have  a 
particular  responsibility  to  aid  those  In  need,  voluntary  efforts  fall  far  short  of  the  present 
demand. 

Government  must  develop  a  comprehensive  housing  and  community  development 
policy.  This  includes  fiscal  and  monetary  policies  that  have  such  a  dominant  influence  on 
housing.  The  rise  and  fall  of  Inflation,  employment  and  productivity.  If  left  solely  to  the 
market  forces,  have  a  pronounced  effect  on  the  availability  of  housing.  Likewise, 
monetary  policy,  the  availability  and  rate  of  credit,  are  critical  factors  In  the  housing 
market 

The  tax  system  Is  the  largest  housing  activity  of  the  federal  government.  It  consists 
primarily  of  the  deduction  of  mortgage  Interest  by  homeowners.  While  recent  tax  changes 
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have  made  the  system  a  bit  more  progressive,  it  remains  that  the  higher  a  pcrson^s  income, 
the  more  likely  it  is  that  he  will  be  entitled  to  this  kind  of  subsidy  and  the  higher  that 
subsidy  is  likely  to  be.  While  the  objectives  of  these  policies  ere  to  achieve  desirable 
social  goals  <i,e,,  homeownership),  they  do  raise  questions  of  equity  that  must  stOl  be 
addressed  through  public  policy, 

'  Public  housing  is  the  oldest  direct  housing  subsidy  program.  Begun  in  1937,  it 
provides  for  building,  buying,  or  renting  housing  by  local  housing  authorities.  Severe 
reduction  in  funding  for  both  construction  and  maintenance  has  all  but  destroyed  this 
program.  The  most  recent  attempt  to  supplant  this  program  with  a  "housing  voucher"  Is  a 
woeful^  inadequate  approach  given  the  extreme  shortage  of  low-income  housing.  The 
federal  gov^nment  must  renew  its  role  and  fulfill  its  obligation  as  provider  of  last 
resort.  Public  policy  must  be  developed  to  maintain  and  construct  public  housing  that  is 
small  in  scale  and  locally  based 

State  and  local  governments  must  also  be  encouraged,  by  federal  policy  where 
necessary,  to  use  their  resources,  housing  finance  agencies,  and  community  affairs 
departments  to  provide  adequate  housing  for  poor  and  low-income  people. 

Conclusion 

The  complexity  of  the  housing  situation  from  the  numbers  of  people  and  communities 
involved  to  the  number  of  factors  impacting  on  the  availability  of  housing  points  to  the 
magnitude  of  the  effort  that  must  be  mounted  to  overcome  our  housing  needs.  Our 
greatest  obstacles  are  apathy,  indifference  and  wUL  All  members  of  society 
individuals,  private  enterprise,  neighborhoods,  local  and  state  governments,  social  and 
religious  organizations,  must  be  seen  and  used  as  vehicles  for  a  comprehensive  federal 
policy,  Respontibillty  has  been  passed  from  one  segment  of  the  community  to  another 
for  too  long.  Shared  responsibility,  coordination  and  cooperation  should  be  the  mark  of 
our  housing  policy. 

Government  must  develop  public  policy  based  on  the  right  to  shelter  and  form  a 
strategy  that  is  comprehensive  and  complementary*  It  mustt 

*  expand  the  supply  of  a^tsisted  housing,* 

*  preserve  and  modernize  existing  assisted  housing  units; 

•  target  federal  programs  aiid  expenditures  for  the  benefit  of  low-income 
persons;  and 

♦  develop  resources  for  emergency  and  transitional  housing  while  permanent 
housing  is  being  built 


For  our  part,  we  pledge  our  support  to  those  who  carry  out  the  demand  of  the 
traditional  corporal  work  of  mercy,  "to  shelter  the  homeless."  Pope  John  Paul  n, 
commenting  recently  in  Rome  on  the  wide^read  lack  of  proper  shelter,  said  that  it  Is 
"a  reality  of  the  utmost  seriousness"  that  "disturbs  the  conscience  of  all  those  who  aro 
genuinely  sensitive  to  the  aspirations  and  r^hts  of  every  human  person."  We  have  faith 
in  the  basic  values  of  people.  We  believe  that  onco  they  understand  the  nature  and  extant 
of  the  housing  problems  and  their  moral  responsibility,  they  will  respond  and  support  those 
oolicies  that  meet  our  long-term  housing  needs.  They  believe,  as  we  do,  that  every  person 
,has  a  right  to  a  decent  home  in  a  decent  environment. 
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What  we  are  proposing  !s  a  long  and  determined  effort,  with  all  its  frustrations, 
toward  a  better  life  for  millions  of  Americans*  The  task  is  more  than  an  element  of  a 
better  society  or  an  aspect  of  the  common  good;  it  is  indispensable  to  the  future  health 
of  America  and  its  people*  We  pledge  our  continuing  efforts  as  this  nation  sets  out  on 
the  long  road  that  offers  lasting  hope  for  decent  shelter  to  the  people  of  our  land* 
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CONTEXT  OF  POLICY  RECOHHEHDATION 

*  Cur  overall  goal  is  restoring  the  federal  commitment  to 
meet  the  affordable  housing  needs  of  all  of  our  citi- 
zens, particularly  low*  and  raoderate-income  Americans. 

*  To  reach  this  goal,  we  suggest  the  two-pronged  policy 
of:    1)  preserving  the  existing  stock  of  low-income 
housing,  both  public  and  privately-owned,  and  z)  inter- 
vening at  the  neighborhood  level  to; 

a)  curb  disinvestment  in  low-income  housing; 

b)  stem  deterioration; 

c)  promote  neighborhood  revitalization  which 
provides  new  affordable  nouslng  opportunities 
and  encourages  economic  and  racial  integration; 
and 

d)  prevent  gentri fication  from  reducing  the  supply 
of  low-income  housing  units . 

*  We  are  proposing  the  creation  of  three  new  national 
housing  funds— one  for  public  housing  ("Public  Housing 
Assistance  Program")  and  two  for  subsidized  privately- 
owned  housing  ("Hational  Housing  Trust  Fund"  and 
"National  Comnunity-Based  Housing  Partnership"). 

*  The  majority  of  National  Housing  Trust  Fund  monies 
should  be  allocated  as  entitlements  directly  to  local 
governments  on  the  basis  of  need  and  the  capacity  to 
carry  out  the  program  goals.    TFe  balance  of  funds  would 
be  allocated  to  states  for  use  in  non-entitlement  areas 
or  in  areas  not  receiving  entitlement. 

*  The  National  Community-Based  Housing  Partnership  would 
provide  federal  matching  grants  to  local  governments  and 
non-profit  housing  groups  to  build  and  rehabilitate 
affordable  housing. 

*  In  addition  to  our  proposals  for  new  permanent  finan- 
cing, we  propose  the  preservation  of  existing  urban 
programs,  particularly  CDBG,  Rental  Rehabilitation, 
Section  202  (elderly  and  handicapped).  Section  312 
Rehabilitation  loans.  Section  B  Moderate  Rehabilitation, 
UDAGs  and  HoDAGs.    We  don't  want  to  lose  the  old  for  the 
sake  of  the  new;  instead  we  want  Congress  to  return  to 
the  preeminent  federal  funding  role  for  low-income 
housing.    We  propose,  however,  revisions  to  existing 
programs  that  will  improve  their  effectiveness  at  the 
local  level . 
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This  recororoendatlon  has  eight  sections: 

!•         Housing  Crisis:    Facts  and  Figures 

II*       Creation  of  a  "Public  Housing  Assistance 
Program 

III*      Creation  of  a  "National  Housing  Trust  Fund* 
for  subsidizing  privately-owned  housing 

IV*       Creation  of  a  National  Communlty-Based 
Housing  Partnership  Program 

V*         Glossary  of  HUD  Programs  To  Be  Preserved 

VI*       Improving  Existing  Programs 

VII*      Preserving  Expiring  Rental  Subsidy 
Agreements 

VIII*    Expanding  Low-Cost  Homeownershi p 
Opportunities 
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HOUSIHG  CRISIS;    FACTS  AHD  FIGURES 

Crisis  Indicators 

Housing  costs  have  accelerated  almost  three  titaes  faster 
than  incopses  in  the  past  15  years. 

One  out  of  seven  Americans  live  below  the  poverty  thres- 
holds. 

One-quarter  of  the  poor  pay  over  three-quarters  of  their 
income  for  rent. 

Of  the  total  of  households  receiving  welfare  assistance* 
30  to  60X  live  In  substandard  housing. 

The  number  of  families  seeking  emergency  shelter  has 
Increased  by  31  percent  in  the  past  two  years. 

There  are  about  44»000  persons  on  the  public  housing 
waiting  list  in  Chicago,  60,000  in  Miami,  200,000  in  New 
York  City,  23,000  in  Philadelphia  and  13,000  in  Washing- 


Homeownershlp  in  this  country  has  declined  annually 
since  1981,  following  35  years  of  steady  increase. 

In  1949,  the  average  30  year-old  homebuyer  needed  to 
spend  14X  of  his  paycheck  to  afford  a  typical  home.  8y 
1985,  this  figure  had  risen  to  44X. 

Federal  Response:    Waning  Support 

Since  1981,  HUD's  housing  programs  have  been  cut  from 
over  $33  billion  to  under  $8  billion  —  a  76%  cut. 

Since  1981,  th^i  number  of  new  federally-assisted  units 
has  plummeted  from  more  than  200,000  to  about  25,000. 

8etween  fiscal  years  1981  and  1987,  CD8G  was  cut  by  34 
percent  In  real  terms. 

Each  year,  70,000  units  of  public  housing  are  abandoned, 
the  victims  of  neglect  and  slashed  rehabilitation  bud- 
gets.   Thousands  of  additional  units  are  uninhabitable 
because  of  Insufficient  funds  to  provide  basic  mainte- 
nance or  modernization. 

8etween  now  and  the  year  2000,  most  of  the  1.9  ailllon 
publicly  assisted  units  will  be  "at  risk"  as  subsidies 
and/or  use  restrictions  expire.    8etween  200,000  and 
900,000  units  nay  be  lost  by  1995  alone. 
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II.    PUBLIC  HOUSING  ASSISTANCE  PROGRAM 

A.      The  Problem    Neglecting  a  $65  billion  Investnent  in 
pgpnc  Housing  

Current  public  housing  programs  and  funding  levels 
reflect  a  profound  Indifference  to  the  magnitude  of 

u??,"?^"^P''°^^*°^  ^"        country.    The  nation  has 
a  J65  billion  Investment  at  stake.    Yet,  years  of  ne- 
glect are  taking  their  toll  on  the  diminishing  stock  of 
public  housing.      The  price  tag  for  modernlzino  thi> 
existing  stock  of  TIs  railHon  units  is  $M  to  S^S  ¥11- 
lion  nationwide^  According  tn  i.  ,^oron^  ^I'^^y  — 
Associates, As  any  responsible  property  owner  knows, 
deferred  maintenance  leads  to  abandonment  and  eventual 
Sn'^Snn  housIng  Is  no  different.    Each  year, 

70,000  public  housing  >:*1ts  are  b^lng  abandoned,  accordi 
ing  to  HUB  secretary  Pierce's  own  estimates."  Clearly.  - 
this  level  OT  abandonment  stems  from  neglec'f  rather  than 
a  reduction  In  the  sheer  number  of  Americans  needing 
housing.    Local  housing  officials  report  growing  gaps 
between  supply  and  demand:    44,000  on  the  waiting  list 
for  public  housing  In  Chicago,  60,000  In  Miami,  200, OCO 
In  New  York  City,  23,000  In  Philadelphia  and  U.UOO  In 
Washington,  0,C,    These  numbers  fall  to  reflect  the 
thousands  of  others  who  don't  bother  to  sign  up.  knowing 
the  surrealism  of  the  length  of  the  wait.  ^  ^ 

B.      The  Proposal;    Creation  of  a  Public  Housing  Assistance 
program  ^  

I^^i^^n  ^oj^«''e"Cf  0^  Mayors  proposes  the  creation  of  a 
Public  Housing  Assistance  Program  to  restore  the  federal 
commitment  to  public  housing.  Adoption  of  this  proposal 
recognizes  that:  ^ 

*  public  housing  needs  are  comprehensive.    They  en- 
compass capital  costs  for  maintenance,  moderniza- 
tion and  new  construction,  as  wellVas  operating 
costs  for  public  housing  authorities; 

*  In  building  new  public  housing,  ralxed-lnccrae  devel- 
opments and  scattered  site  construction  ars  prefer- 
red as  they  foster  a  positive  housing  environment 
and  eliminate  negative  stigma  attached  to  public 
housing;" 

*  Implementation  of  this  policy  for  new  construction 
should  In  no  way  mitigate  against  the  preservation, 
I.e.,  maintenance  and  modernization,  of  the  $65 
billion  Investment  In  preserving  existing  public 
housing.  '  ^ 
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C*     This  new  progran  encompasses  three  separate  funds: 

1.  The  $25  Binion  Public  Housing  Superfund  to  pre- 
serve  the  existing  stocK  by  catching  up  with  the 
backlog  of  deferred  aaintenance  in  1.3  raiUion 
public  housing  units  nationwide.    The  Conference  of 
Mayors  recommends  a  funding  level  not  less  than  $5 
billion  annually  for  five  years. 

2.  A  Modernization  Fund  to  finance  ongoing  maintenance 
and  modernization  ct  public  housing  units  apart 
from  catching  up  with  the  backlog.    This  Fund  would 
be  targeted  to  those  units  currently  in  habitable 
condition,  but  in  need  of  constant  and  regul*- 
aaintenance. 

3.  An  Operating  Fund  to  ft»."^et  the  full  range  of  operat- 
Ing  expenses  of  public  housing  authorities.  The 
current  approach  to  performance  funding  falls  far 
short  of  genuine  operating  expenses. 


To  overcome  this  problem,  funding  levels  from  the 
Operating  Fund  would  be  revised  annually,  such  as 
is  the  current  practice  in  the  Section  8  program, 
to  accommodate  rising  housing  costs  and  inflation 
factors. 


HATIOHAL  HOUSING  TRUST  FUHD 

A.      THE  PROBLEK!    LOST  COKHITHENT  TO  PRIVATELY-OWNED 
•AFFORDABLE  KCT^TTO 

America  faces  an  affordable  housing  crisis  in  which 
millions  lack  the  money  to  pay  for  decent,  safe  and 
sanitary  housing,  while  the  federal  government  cuts 
subsidies  to  make  up  this  vtifference.    This  housing 
crisis  centers  on  the  private  market,  where  rental 
subsidies  have  dried  up,  supply  programs  have  been 
eliminated  and  escalating  rent  levels  are  driving  tens 
of  thousands  of  Americans  into  the  streets.    Perhaps  the 
most  ominous  feature  of  this  crisis  is  yet  to  come:  the 
pending  expiration  of  two  kinds  of  federal  programs 
developed  in  the  1960s**mortgage  and  Section  8  subsi- 
dies.   As  nany  as  900,000  units  of  federally  subsidized 
but  privately-owned  low-incone  apartments  could  disap- 
pear within  the  next  decade. 

Low-income  housing  tax  credits  and  other  federal  provi- 
sions enhance  the  attractiveness  of  low-income  housing 
Investment  for  certain  groups  and  corporations.  How- 
ever, time  will  tell  whether  this  new  approach  will 
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provtde  a  net  gain  In  the  level  of  low-incone  housing 
Investment,  as  against  former  Irtvestnent  Incentives. 

For  several  years,  federal  funds  for  a  low-lncome  hous- 
ing supply  prograo  to  priae  the  private  market  have  been 
alBOSt  non-existent.    In  spite  of  this  cutback,  local 
(and  soae  statt)  governoents  have  struggled  mightily  to 
develop  public-private  partnerships  to  help  fill  this 
gap.    Yet,  low-incone  housing  providers  bear  no  false 
expectations:    absent  federal  funds,  local  govcrntaents 
cannot  neet  their  production  needs  for  low-incone  hous- 
ing no  natter  how  Innovative  and  successful  their  local 
partnerships. 

There  Is  a  consensus  building  anong  nany  local  govern- 
nent  leaders  that  the  only  permanent  solution  to  this 
crisis  lies  In  sone  form  of  off-budget  financing  vehicle 
for  a  low-lncoae  housing  production  progran  and  rental 
subsidies.   

B.      THE  PROPOSAL;     CREATION  OF  A  NATIOHAL  HOUSIHG  TRUST  FUND 
1U  SUBSIDUt  PRIVATE  HOUsInG  

The  U.S.  Conference  of  Mayors  proposes  the  creation  of  a 
National  Housing  Trust  Fund  to  provide  a  permanent, 
renewable  resource  for  low-incone  housing,  wlMch  would 
be  shielded  fron  the  uncertainty  of  annual  Congressional 
budget  .battles.    This  new  Fund  would  be  allocated 
through  entltlenent  op  the  basis  of  need  and  capacity 
girecily  to    local  and  state  got^ernnents  and/or  local 
housing  trust  fundf:    The  Fund  would  be  targeted  to  neet 
the  capital  costs  of  production  and  the  need  for  rental 
subsidies. 

The  Fund  should  be  capitalized  at  a  level  large  enough 
to  sake  an  Impact  nationwide  In  the  production  backlog. 
We  are  reconnending  an  annual  production  level  of 
350,000  housing  units,  at  a  cost  of  $2  to  $2.5  billion. 

The  new  Housing  Trust  Fund  would  provide  the  following  benefits: 

♦  carry  forth  the  two  prinary  policies  of  the  Confer- 
ence's  National  Housing  Policy:    preszrvinq  the  existing 
stock  of  low-lncoae  housing  and  funding  local  govern- — 
aents  to  intervene  at  the  neighborhood  ievel  to  reveFse 
the  tide  of  dlslnvestacnt,  deterioration  and/or  gentrl- 
ficatlon  by  stiaulating  affordable  housing  production 
and  balanced  revltallzatlon. 

♦  demonstrate  to  private  Investors  that  the  public  partner 
Is  conalttlng  resources  necessary  to  neet  the  public 
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obligation  as  a  full  partner  and  to  encourage  the  parti- 
cipation of  additional  corporate  partners; 

*  generate  additional  private  equity  for  projects  develop- 
ed in  conjunction  with  not-for-profit  organizations; 

*  provide  a  range  of  sponsorship  opportunities  at  the 
local  level  including  public  housing  authorities*  con- 
nunity  development  and  housing  agencies*  and  not-for- 
profit  and  for-profit  corporations; 

*  provicle  flexibility  and  control  at  the  local  level  for 
determining  how  to  nost  effectively  use  allocations  from 
the  entitlement  programs  funded  by  the  Trust  Fund;* for 
example*  monies  could  be  used  in  tandism  with  below 
market  rate  mortgage  programs  and  the  Rental  Rehabilita- 
tion Program  to  provide  a  comprehensive  approach  to 
acquire  and  rehabilitate  low-income  properties*  such  as 
is  the  current  practice  in  the  Urban  Homestead  Program; 

*  minimize  waste  and  redundancy  by  earmarking  Trust  Fund 
monies  to  communities  based  on  need  and  capacity; 

*  leverage  monies  to  generate  at  the  local  level  by  capi- 
talizing on  indigenous  local  private-public  partner- 
ships; and 

*  (if  capitalized  by^an  off-budget  financing  vehicle) 
avoid  the  uncertainty  of  the  Congressional  budget  pro- 
cess in  earmarking  Trust  Fund  monies  for  entitlement 
programs* 

This  Trust  Fund  would  coopleraent  the  portfolio  of  existing  low- 
income  housing  assistance  programs  such  as  Rental  Rehabilitation* 
Section  312  Rehabilitation  Loans*  Section  8  Moderate  Rehabilita- 
tion* Section  202  Elderly  and  Handicapped*  HoDAGs  and  UDAGs*  as 
well  as  the  CDBG  Program. 

C.      SPECIAL  PROGRAM  FEATURES  OF  THE  NATIONAL  HOUSING  TRUST  FUND 

The  National  Housing  Trust  Fund  is  designed  to  finance  spe- 
cial housing  needs  such  as  implementing  a  comprehensive 
program  to  fight  horoelessness*  finding  new  ways  to  cut  the 
cost  of  producing  low-income  housing*  and  supporting  local 
Initiatives  which  promote  balanced  neighborhood  revitaliza- 
tion* 
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^*      laplewentlnq  a  Coaprehensi ve  Prooraa  to  Fiqht 
HOHClessness  ^  ^ — 


The  honeless  are  our  nation's  nost  dra«atic— and  visi- 
hitwli  S!iS*nin  ^oil5<"9  problec.  It  is  estimated  that 
tflSJv  "  ^^'^^  A«ericans  are  hoaeless 

honeless  are  not  a  low.inco«e  problea. 

Inii  hJ:4?H??J"""*  P''obl««-    Solutions  don't  lie  in 
sKllt^^!  ?!  ?  h"^:;^^?S^  shelters.    Building  e.ergency 
!M;f"  band-aid  approach.    Like  our  oisguided 

fhl  tinc'J^  ^'■"^^  sy«pto«s.  not  the  cause.  These 
i^IIIIa  "jcessary,  but  they're  not  sufficient. 

hSnJively!  "  attacking  the  proble.  compre- 

ILh?«  extent.  Congress  recognized  the  scope  of  this 
problem  in  passing  the  Steward  B.  KcKinney  Homeless 

{air?J^i:^nJ^\*nn?^J  ^^^I  ^"^^^O'-^"^  5^43  «illion  for  a 
fairly  broad  range  of  assistance,  fro«  eaergency  shel- 
ters to  education  for  hoaeless  children. 

hlrT^lll  Tr!"  ^^!'  jPf^"^  ^^"5  short.    Funds  for  the 
honeless  are  subject  to  the  whias  of  the  annual  budget 
process,    what  better  illustration  of  the  vagaries  of 
congressional  funding  than  the  current  status  of  appro- 

hn?   ^1^^°r        2<^V^»o"el«s  legislation.    The  new 
bill  "authorized"  funds  for  two  years,  including  an 
approva    of  $617  aillion  for  FY87.    In  reality,  only 
i^Pb?rI  u  H  appropriated  for  FY87.    The  ink 

was  barely  dry  on  the  homeless  bill  when  the  House 
Appropriations  Conaittee  sat  down  to  consider  its  FY88 
allowances.    Yet,  aeabers  budgeted  no  funds  at  all  for 

prograas,  despite  an  authorization 
or  5ZbU  ntllion  for  FY88. 

Clearly,  a  nore  peraanent  solution  is  needed  to  treat 
all  three  coaponents  of  the  hoaeless  problea: 

^*     iJ^r^S^i?^  l^^  °^        shelters  and  peraanent 

affordable  housing; 

2.  Providing  rental  subsidies,  such  as  Section  8 
certificates,  to  plug  the  gap  between  incoae  snd 
expense;  and 

3.  Instituting  social  prograas  to  confront  the  causes 
Of  honelessness  and  re-integrate  the  hoaeless  into 
society.    (In  this  regard,  the  U.S.  Conference  of 
Hayors  recoaaends  a  "Living  Skills"  and  other 
coBBunity  responsibility  education  prograas). 

l^L^^^  National  Housing  Trust  Fund  would  be  designed  to 
J1«m"c^^*  5^*^^?:  1^        ""^"^^^  ^"bsidy  needs  5f  the 
c2SsIs"of  hS2eY2^1^e]!!'""'  ''''''  ^^^^^^"^ 
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Prowotlng  Low-Cost  Construction  Technology 

Supplying  decent  housing  to  our  lowest  Incone  residents 
Is  often  characterized  as  either  an  "affordabll Ity" 
Issue  or  a  "supply"  Issue.    In  fact.  It  Is  both.  Untile 
d^sp  subsidies  (as  were  provided  by  the  Section  8  pro- 
yraa]  are  desperately  needed,  sufficient  units  do  not 
currently  exist  to  oeet  the  needs  of  lower  Incone  peo- 
ple, even  If  subsidies  were  available  for  all  of  then. 

The  costs  of  providing  new  housing  continue  to  escalate 
at  such  a  rate  that  it  Is  highly  unlikely  that  suffi- 
cient subsidy  funds  can  be  nade  available  to  keep  pace. 
Any  realistic  federal  housing  policy  aust,  therefore. 
Include  provisions  to  reduce  the  cost  of  producing 
needed  housing. 

Modern  technology  offers  us  cany  w  7ortun1t1es.  Manu- 
factured housing.  In  all  Its  varlov.J  forms,  can  achieve 
significant  reductions  In  the  cost  of  producing  housing, 
and  can  nake  housing  wore  efficient  to  operate  through 
use  of  energy-efficient  aaterlals  and  design. 

The  role  of  the  federal  governaent  In  pronotlng  loW'-cost 
housing  construction  technology  has  long  since  been 
established  through  such  prograns  as  Operation  Break- 
through.   More  recently,  HUO  has  been  supporting  the 
Joint  Venture  for  Afforda^  e  Housing  (JAVH)  which  has 
the  objective  of  encourag.ng  localities  to  adopt  new 
construction  techniques.    Unfortunately,  all  HUD  Is 
offering  through  this  program  Is  technical  assistance 
and  potential  waivers  of  Its  nlnlnun  property  standards 
for  approved  projects  so  that  purchasers  can  qualify  for 
FHA  Insurance.    Clearly,  auch  nore  Is  needed. 

A  pool  of  federal  dollars  must  be  aade  available  to 
assist  localities  which  undertake  housing  construction 
Initiatives  ained  at  lowering  the  production  costs  of 
new  housing  for  our  low-  and  «0(*«rate-1ncoiae  residents. 
The  National  Housing  Trust  Fund  would  provide  such  a 
pool . 

Providing  Federal  Support  for  Local  Initiatives  which 
Propote  Balanced  Rehabilitation  , 

The  dwindling  supply  of  affordable  housing  units  Is 
caused  as  nuch  by  the  Inflationary  spiral  of  current 
rents  as  by  the  cycle  of  deferred  aalntenance,  abandon- 
oent  and  dedolltlon  of  low-lncone  units.    These  rent 
spirals  are  often  Ignited  by  public  and  private 
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efforts  to  revitalize  deteriorating  neighborhoods.  As 
neighborhoods  gentrify,  rents  often  rise  to  such  a 
degree  that  rental  subsidies  fail  to  bridge  the  afford- 
ability  gap. 

To  proaote  revitaliz^tion  and  discourage  speculation  and 
the  displacement  of  low-inco«e  tenants,  nany  localities 
have  developed  incentives  to  keep  rents  affordable 
following  rehabilitation. 

Although  these  efforts  can  produce  the  desired  result 
of  naintaining  affordable  rents,  they  also  deprive 
localities  of  auch  needed  revenue. 

In  line  with  its  responsibility  for  providing  affordable 
housing,  the  federal  governeent  should  support  these 
efforts  with  a  federal  ratch.    For  cities  losing  funds 
at  the  local  level  by  instituting  incentives  to  keep 
rents  affordable,  the  federal  governoent  would  provide  a 
laatch  through  the  National  Housing  Trust  Fund. 

NATIONAL  COHHUNITr-BASED  HOUSING  PARTNERSHIP  PROGRAM 

THE  PROBLEM:    Over  the  last  several  years  there  have  been 
many  success  stories  of  city  governments,  foundations,  and 
coonunity  organizations  working  together  to  build  a.fordable 
housing.    Unfortunately,  the  resources  have  not  been  avail- 
able to  turn  there  local  success  stor^^es  into  -a  aajor  new 
nationwide  supply  program  for  affordable  housing. 

THE  PROPOSAL;  Creation  of  a  National  ConBunity-Based  Housing 
Partnership  Prcgran   

A  new  national  Community-Based  Housing  Partnership  Program 
would  restore  the  federal  government's  role  in  housing,  while 
pronoting  self-help  efforts  from  local  and  state  government 
and  connunity  organizations.    It  would  provide  Hatching 
grants  to'lp*.al  governments  and  non-profit  housing  groups  to 
build  and  renaf^il itate  affordable  housing.    This  approach 
offers  many  advantages,  including  the  following: 


it  emphasizes  self-help  and  local  initiative. 

it  is  cost-effective  because  it  relies  on  non- 
profit groups  to  build  and  manage  the  housing. 

it  restores  the  federal  government's  role  in  hous- 
ing, but  it  also  gives  local  and  state  governments 
a  responsibility,  by  requiring  matching  funds. 

it  is  tailored  to  local  needs  and  local  housing 
conditions. 
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*  It  Is  flexible,  by  m&klng  It  possible  to  create 
for*sa1e»  rental t  or  cooperative  housing* 

♦  It  provides  long-term  affordable  housing,  thus 
avoiding  the  problea  we  are  now  facing  with  "ex- 
piring use  restrictions"  on  privately-owned  feder- 
ally subsidized  housing* 

The  National  CommunUy-Based  Housing  Partnership  approach  Is 
In  the  best  of  American  tradition  —  helping  communities  that 
help  theisselves*    It  recognizes  that  not  all  communities  have 
equal  resources,  and  thus  need  different  levels  of  federal 
assistance,  but  that  each  community  understands  best  how  to 
meet  the  housing  needs  of  Its  residents* 

He  recommend  that  the  program  be  funded  Initially  at  $500 
million  annually,  or  at  a  funding  level  that  would  produce 
12.000  to  25.^1.0  housing  units  annually* 
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GLOSSARY  OF  HUD  PROGRAMS  TO  BE  PRESERVED 


PROGRAM 
CDBG 

(Conmunlty  Developiaent 
Block  Grants) 


HoDAGs 

(Housing  Development 
Action  Grants) 


RENTAL  REHABILITATION 


SECTION  8 


SECTION  202 


DESCRIPTION 

Annual  grants  on  a  foraula  basis  to 
entitle  coanunltles  to  carry  out  a 
wide  range  of  community  development 
activities  directed  toward  neighbor, 
hood  revltallzatlon,  economic  devel- 
opment, and  Improved  community 
facilities  and  services. 

Funds  awarded  to  local  governments, 
and.  In  turn,  to  developers  to 
finance  the  substantial  rehabilita- 
tion or  new  construction  of  private 
rental  housing* 

All  projects  must  reserve  at  least 
20  percent  of  the  units  for  families 
with  Incomes  at  or  below  80  percent 
of  the  median  Income  of  the  area  and 
keep  the  assisted  units  available 
for  occupancy  by  lower  Income  ten- 
ants for  20  years. 

Grants  to  cities  and  states  to 
encourage  rental  housing  rehabilita- 
tion, for  low-  and  moderate-Income 
families  by  matching  capital  funds 
with  Section  8  housing  vouchers  or 
certificates. 

An  Income-transfer  program  to  aid 
low-  and  moderate-Income  families  In 
obtaining  decent,  safe  and  sanUary 
housing  In  the  private  market.  HUD 
makes  up  the  difference  between  what 
a  low-Income  household  (80  percent 
of  area's  median  Income)  and  very 
low-Income  household  (50  percent  of 
area's  median  Income)  can  afford  and 
the  fair  market  rent  for  an  adequate 
housing  un1t« 

A  new  construction  program  which 
provides  direct  loans  to  non-profit 
sponsors  to  finance  rental  or  coop- 
erative housing  for  elderly  or  hand- 
icapped persons. 


797 


.13- 


SECTION  221(d)(3) 


SECTION  312  LOAN 


UDAG 

(Urban  Development 
Action  Grants) 


URBAN  HOMESTEAD  PROGRAM 


Federal  nortgage-incurance  program 
to  insure  private-lending  institu- 
tions to  help  finance  the  construct- 
ion or  substantial  rehabilitation  of 
muUi-fanily  (five  or  more  units) 
rental  or  cooperative  housing  for 
moderate-income  or  displaced  fami- 
lies. 

Direct  federal  loans  to  finance  the 
rehabilitation  of  single-family  and 
rauUi-faraily,  mixed  use,  and  nonres- 
idential properties  to  prevent  un- 
necessary demolition  of  basically 
sound  structures. 

Grants  awarded  to  assist  distressed 
cities  and  urban  counties  to  finance 
development  projects  having  substan- 
tial private  funding,  but  In  need  of 
additional  financing  to  make  the 
project  feasible. 

A  national  program  to  revitalize 
declining  neighborhoods  and  reduce 
the  inventory  of  federally-owned 
properties  by  transferring  vacant 
and  unrepaired  si-:gle- family  proper- 
ties to  new  homeowners  for  rehabili- 
tation.   Suitable  properties  owned 
by  HUD,  the  Veterans  Administration 
(VA)  and  Farmers  Home  Administration 
(FmHA)    may  be  used  in  this  program. 
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VI.    IHPROVIHG  EXISTING  PROGRAMS 

Calls  for  new  low-income  housing  strategies  such  as  the 

1nS'p,"?t„'I^lJ'""?*  """"  National  "cSLSnitlfeased 

Housing  Partnership  in  no  way  diminishes  the  need  to  presarve 

tJi  cSiKSSnitri*"?^  programs.    Forenost  among  thim  is 

the  Conaunity  Development  Block  Grant  (r.nRR)  Pfogram.  The 
CDBG  Program 'nas  proven  its  mettle  yei^  aftir  yeir.  but 
?«r"rnRfl*''  f»«  devastating  budget  cuts!    Betwien'  ?981  and 
ifS^I-hSr  ,221  "'il       2*  percent  in  real  terms,  since 
September  1986.  the  entire  program  has  existed  solely  on  the 
basis  of  a  continuing  resolution  appropriation. 

tl  ihe^?,'J?i"^.!;!HiJ'"J        ^"""^"9  °f  CDBG  be  restored 

fSndina  rllrJeS  "Kl^"  """^^  "^Os  when  nationwide 

leJel  of  IS  ^  M?^n  "^""•iJ''"'  should  be  funded  at  a 

1!    L.  ""^lljo"  annually  to  account  for  inflation  and 

the  devaluation  of  the  dollar.  ••a.-iun  ana 

Ift  5hBth£Ji''f!!'""  cncept  als5  should  be  reexamined  to  evalu- 
SJrt^^  PfoJect-by-proJect  approach  should  be  con- 

^lr^f»„!    'r"""  long-term  and  comprehensive  redevelopment 
lie  nri?;*/?':!:"^  "'l^'^  dictates  against  coordinated  pub- 
lic-private investment  strategies.    Public  ag    .ies,  working 
with  private  developers  and  the  financial  se?v  ces  indSJtr^! 
can  plan  only  one  year  ahead. 

PrograI*has""''*'°"  Development  Action  Grant  (UDAG) 

*  financed  2,678  development  projects  in  1,122 
cities,  creating  528,700  new  permanent  Jobs,  with 
more  than  50  percent  for  low-and  moderate-income 
workers; 

*  leveraged  almost  six  dollars  of  private  investment 
for  every  one  dollar  of  federal  uoAG  investment! 

S??£3!J!JU*  performance,  the  UDAG  program  has  been  slated  for 
elimination  year  after  year  by  federal  budget  cutters    The  iidar 

OTof*  675'.?flio„'""°;^'^*'  <"'1»'  at  ulllll 'funding 

-2    ^  ll  Sid  the  UDAG  selection  criteria  should  be 

p?oj2ct  me°r1t!  basid  on  ' 
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The  Rental  Rehabilitation  Program,  as  currently  structured,  does 
not  solve  our  housing  problems*    Low-Income  Americans  are  faced 
with  a  supply  and  affordabll Ity  problem.    Shopping  for  housing 
does  not  work  If  there  are  no  choices*    Vouchers  are  not  Increas- 
ing the  supply  or  quality  of  housing.    They  do  not  help  developers 
get  financing,  and  they  don't  guarantee  project  success* 

Reconaended  Revisions: 

I.      Permit  the  permanent  attachment  of  Rental  Rehabilitation 
certificates  and  vouchers  to  low-  and  moderate-Income 
projects*    Attaching  vouchers  to  projects  would  enhance 
•the  ability  of  the  project  to  meet  the  15  year  compli- 
ance period  for  projects  using  the  Low-Income  Tax  Cred- 
its* 

2*      Revise  the  Rental  Rehabilitation  program  to  permit  Its 
operation  similar  to  the  Hoderate  Rehabilitation  Pro- 
gram, allowing  owners  to  use  existing  equity  to  qualify 
for  rental  rehab  assistance* 

Other  programs  which  should  be  adequately  funded  at  the  Section 
312  Rehabilitation  loans  and  Section  8  Hoderate  Rehabilitation* 

VII*  PRESERVING  EXPIRING  SECTION  8,  SECTION  221  AND  SECTION  236 
CONTRACTS  AND  MORTGAGES  

Between  now  and  the  year  2000,  most  of  the  1*9  million  pub- 
licly assisted  units  will  be  "at  risk"  as  subsidies  and/or 
use  restrictions  expire*    If  mortgages  are  allowed  to  be 
prepaid,  and  projects  are  sold  or  uses  change,  displacement 
and  loss  will  threaten  between  200,000  and  900,000  low-Income 
units  by  1995  alone*    The  federal  government  must  take  Imme- 
diate steps  to  head  off  this  loss*    Owners  must  be  encouraged 
to  forego  mortgage  prepayments  with  Incentives  to  rehabili- 
tate and  refinance,  or  maintain  mortgages  through  maturity* 

To  carry  forth  the  Conference's  primary  policy  of  preserving 
exTstlng  low-incoi..e  housing  stocky  the  following  incentives 
are  recommended; 

X.      Congressional  action  mandating  HUD  to  permit  current  or 
future  owners  to  refinance  mortgages  to  generate  /addi- 
tional resources  for  rehabilitation  If  the  housing  will 
be  maintained  pursuant  to  the  low-  and  moderate-Income 
requirements,  past  the  prepayment  allowance  date* 

Z.      Revision  of  the  Tax  Reform  Act  of  1986  to  permit  state 
and  local  housing  finance  agencies  to  Issue  tax-exempt 
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bonds  outside  the  state  or  hone-rule  volume  gap,  for  all 
"preserved"  project  financing. 

3.  Revision  of  the  Tax  Reform  Act  of  1986  to  allow  tax 
credUs  as  needed  to  preserve  all  existing  subsidized 
housing* 

4.  Permit  the  permanent  attachment  of  Rental  Rehabilitation 
certificates  or  vouchers  to  low-  and  moderate-income 
projects  to  enhance  the  ability  of  the  project  to  con- 
tinue to  meet  the  15-year  compliance  period  for  those 
projects  qualifying  for  low-income  tax  credits. 

S«  Revision  of  the  Rental  Rehabilitation  program  to  permit 
its  operation  similar  to  the  Moderate  Rehabilitation 
Program.    Owners  should  be  permitted  to  use  existing 
equity  to  qualify  for  rental  rehab  assistance. 

VIIK     EXPAHDIH6  LOW-COST  HOMEOWNEkSHIP  OPPORTUKITI ES 

One  of  the  most  well-worn  cliches  in  the  housing  field  is 
that  "owning  a  home  is  part  of  the  American  dream."  Yet, 
like  other  cliches,  the  kernel  of  truth  doesn't  disappear 
with  use*    Ko  National  Housing  Policy  would  be  complete 
without  attention  to  this  dream* 

The  federal  government  must  redouble  its  commitment  to 
expand  homeownership  opportunities,  particularly  for  lower 
income  persons*    An  expanded  federal  role  doesn't  neces- 
sarily entail  Increased  capital  expenditures*    In  the  long 
run,  continuing  the  existing  federal  housing  insurar<ce  and 
guarantee  programs,  for  example,  will  free  up  mortgage 
money  from  private  lenders* 

To  meet  this  commitment  to  expanding  homeownership  opportu- 
nities, the  Conference  of  Mayors  recommends  these  actions: 

*  Congress  should  modify  provisions  in  the  Tax  Reform  Act 
of  1986  to  help  local  and  state  governments  use  tax- 
exempt  bond  fin>fncing  to  finance  below  market  rate 
mortgages*    Spctclflcally,  Congress  should  define  as 
"governmental,"  tax-exempt  bonds  issued  to  finance  below 
market  rate  mortgages  in  disinvested  low-  and  moderate- 
Income  areas.    These  bonds  should  be  exempt  from  the 
unified  cap  or  the  alternative  einimum  tax* 

*  Congress  should  preserve  existing  federal  housing  insur- 
ance and  guarantee  programs  such  as  FHA*  Furthermore, 
FHA  should  not  be  privatized,  nor  Its  operations  re- 
stricted by  volume  limits,  additional  user  fees,  or 
income  targeting* 
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Congress  should  preserve  the  secondary  nortgage  aarket 
programs  of  FNHA,  6NMA  and  FHLNC  and  should  not  encunber 
these  programs  by  such  limitations  as  overall  credit 
authority  caps  and  excessive  user  fees* 
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Alternatives  Center 

2375  Shittuck  Ave..    Berkeley.  CA  94704    (415)  644-8336 


October  3,  1987 

Senator  Alan  Cranston 
Senate  Building 
Washington,  D.C. 

Dear  Senator  Cranston: 

This  is  in  response  to  your  request  for  input  from  housing  professionals  regarding 
new  national  housing  policies  to  prodtce  housing  affordable  to  low  and  moderate 
income  citizens.   You  are  well  aware  of  the  problems  of  old  programs.   We  all 
know  that  policies  are  desperately  reeded  that  will  address  the  need  for 

decent,  affordable  housing  without  imposing  an  intolerable  drain  on  public  funds  and 
using  the  least  intrusive  and  costly  bureaucratic  arrangements  possible.   While  the 
program  I  suggest  below  will  not  answer  all  housing  problems,  its  implementation 
would  go  a  long  way  in  meetlns  these  goals.   I  believe  that  such  a  program  is 
fiscally  and  operationally  feasible,  even  undnr  tight  budget  conditions. 

RecoverabSe  interest  dcqubition  and  rehabilitation  loans  to  non-  profit  developers 
or  Cooperatives. 

Financingt  In  such  a  program  HUD,  perhaps  in  cooperation  with  state  and  local 
government  agencies,  would  supplement  commercial  mortage  loans  for  multi-unit 
properties  with  30  year  loans  'n  amounts  and  at  interest  rates  so  as.  to  make  the 
housing  affordable  to  the  targe\  population.   These  properties  would  be  owned  and 
operated  largely  by  non*equit>  sharing  cooperatives  (see  below)  or  other 
non-profits.  At  the  end  of  the  30  year  period  when  both  the  commercial  and 
government  mortages  have  ben  paid  off,  the  owners  would  owe  the  government  the 
difference  between  the  the  interest  rate  on  the  government's  mortage  and  the 
commercial  mortage,  compounded  over  the  preceding  30  year  repayrrent  period. 
The  owners  would  be  required  to  take  aout  a  commercial  mortage  to  repay  this 
note.   Since  the  government's  cost  of  Its  money  is  lower  than  the  commercial  loan 
rate,  the  repayment  of  the  difference  in  rate  should  largely  compensate  for  the 
decreased  value  of  money  over  time.  As  you  know,  all  other  low-income  housing 
subsidy  programs  require  continuous  massive  funding  inputs.   In  the  proposed 
scenario,  a  large  portion  of  housing  assistance  becomes  self-funding  instead  of 
requiring  continuous  massive  capitalization  and  subsidies  that  never  meet  more  than 
a  small  portion  of  needs.   Though  available  for  new  building,  I  recommend  that 
such  a  prograno  g\\:  priority  to  the  acquisition  of  existing  apartment  nouses  for  the 
next  five  to  ten  years,  since  this  would  make  it  possible  to  both  improve 
deteriorating  housing  stock  and  cost  much  less  per  unit  than  new  housing 
construction. 

To  briefly  illustrate:  A  cooperative  or  other  non-profit  developer  has  site  control 
of  a  property  or  plans  to  build  a  50  unit  apartment  house.   The  cost  of  the 
development  would  amount  to  $75,000  per  unit.  Assum'i  that  the  target 
population^  household  income  averages  $22,000  a  year,  with  a  maximum  affordable 
monthly  housing  cost  of  $600.  The  feasibility  study  indicates  that  occupants* 
payments  can  cover  fourty  percent  of ^:^5X  mortage  at  prevailing  commercial 
interest  rates,  provided  the  rest  oi  tbe3^tage  could  be  obtained  at  three  percent 
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interest.  Following  local  HUD  approval,  a  three  percent  interest  loan  of  $1,959,000 
for  the  property  is  approved,  and  begins  at  the  time  escrow  is  closed  along  with  an 
11%  interest  commercial  loan  for  $I,W5,000  (*0  percent  of  the  95»  mortage). 
Reapayment  of  both  loans  begins  at  the  time  escrow  closes,  and  ar  the  end  of  30 
years  the  owners  are  obligated  to  take  out  a  nev  commercial  loan  to  repay  the 
government  the  compounded  difference  between  the  3  percent  and  1 1  percent 
loans.   Simple  calculations  show  (I'd  be  glad  to  send  you  the  analysis),  that  the 
government^  cost  of  such  a  program  apUied  to  an  example  like  this  one  would  be 
a  fraction  of  'iie  cost  of  any  other  subsidy  program  for  tenants  or  investors  tried 
since  the  second  world  war. 

Ownership  and  operation:  This  kind  of  program  can  be  effective  only  if  owned 
and  operated  t/y^non-profit  organizations.   Many  Community  Development 
Organizations  throughout  the  country  have  demonstrated  their  technical  competence 
in  developing  and  managing  housing  over  the  last  decade,  and  many  of  them  could 
take  on  expanded  responsibilities.  I  also  urge  particular  attention  to  the  excellent 
record  of  performance  by  housing  cooperatives  In  this  country  and  Europe  over  the 
last  100  years,  exemplified  by  the  sustained  success  of  the  more  than  500,000  **213'* 
cooperatives  developed  between  the  mid  1960s  and  70s  under  HUD'S  loan  guarantee 
program.  The  failure  rate  of  these  cooperatives  was  (and  is)  below  that  for  single 
occuparK:y  homes  financed  in  the  open  market.   These  and  many  other  cooperatives 
are  organized  so  that  the  paid-off  mortage  principal  remains  with  the  cooperative. 
As  members  leave  they  gain  only  a  small  inflation  adjustment  on  their  original 
downpayment  (ranging  from  three  to  ten  percent).   Provisions  must  be  made  to 
assure  that  if  these  properties  are  ever  put  on  the  market  all  ntx  profit  would 
have  to  be  paid  to  the  government  or  to  another  non-profit  housing  group 
commlted  to  provide  comparable  housing.   In  this  way,  housing  speculation  Is 
improbable,  and  permanent  affordability  is  assured. 

These  arragements  ail  minimize  the  need  for  elaborate  bureaucracies. 
Government  agencies  would  exercise  the  same  monitoring  as  other  lenders. 
However,  it  would  be  wise  to  support  the  most  effective  management  support 
framework  possible.    These  appear  to  be  "Mutual  Housing  Associations"  whose 
success  has  been  demonstrated  in  Sweden  and  elsewhere.   Through  these, 
coperatives  In  a  locality  or  region  join  together  in  one  of  several  forms  of 
Associations  that  provide  management  expertise  and  continuous  monitoring  of 
performance.  Including  the  authority  to  step  in  and  temporarily  take  over  In  case 
of  trouble.   Though  these  associations  should  be  able  to  support  themselves  through 
fees,  some  development  assistance  may  be  necessary  for  the  first  three  to  five 
years  ;f  their  operation. 

These  suggestions  are  based  on  over  20  years  o<  housing  experience  as  a 
developer  of  low  Income  housing,  especially  the  conversion  of  multi-unit  properties 
into  limited  equity  housing  cooperatives.   There  is  ample  empirical  evidence  that 
such  housing  is  not  only  more  cost-effecttve  than  any  other  type  of  multi-unit 
hcfusing,  but  provides  a  consistently  higher  quality  physical  and  social  environment 
for  residents  who  take  pride  and  responsibility  for  their  homes. 

If  these  suggestions  are  of  interest  to  you  or  to  your  sttff,  I  would  be  glad  to 
expand  them  in  whatever  technical  or  other  detail  may  interest  you.   Thank  you 
for  your  continued  leadership  for  the  common  good. 
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BT^^AI  BWTH  INTERNATIONAL. 


October  7»  1987 


Senator  Alin  Cranston 

Chalraani  Subcocalttee  on  Houalo^  tod 

Urban  Affairs 
Sanate  Coaolttee  on  ftanklot,  Houaius» 

and  Urban  Af falra 
535  Dlrkaen  S«aat«  Of  flea  Bldf. 
Vashlnston»  D.C.  20510 

Ret   Requeata  for  Houaing  LegiaUtion  CosBcnta 
p<or  Kr.  Chalrmant 

On  b«b«lf  of  the  Senior  Cltlteoa  Houalnf  Coialttae  of  B*aai  B*rlth 
Intemetlonal,  Z  vould  Ilka  to  offer  our  cooenta  with  raapect  to  your 
cooaldaratlon  of  devaloplo^  a  federal  houal&s  policy  for  the  1990* a  and  beyood. 

The  prUuTj  objective  In  the  area  of  houal&giand  related  sattera  In  tha 
poat-f«acnn  yaara  Kiat  be  to  fulfill  the  pladga  of  the  Housing  Act  of  19A9  of 
&  decent  hooe  for  every  Axerlc«n.    Decent  housing  for  every  Aaerlcan  1>  > 
ressonabls  snd  huane  goal  for  ths  richest  nstlon  on  ths  ssrth.   It  has  been 
our  goal  for  sljeost  AO  years  snd  It  la  shajMful  that  the  go^l  ^>  sot  been 
Achieved.   It  Is  tlae  thst  ve  tske  the  goal  sod  the  pledge  seriously. 
Undsrlylcg  our  housing  policy  for  the  laaedlate  future  sust  be  s  coooltBent  to 
provide  decent  housing  for  all  snd  to  sake  It  s  reslity  In  our  .Ifetlaws. 

B*aal  S*rlth  Interoatlonal,  through  Its  Senior  Cltltens  Housing  Covedttee,  has 
for  the  P«st  15  yesrs  been  Involved  In  a  cooncrstlve  partnerahlp  vlth  the 
federal  govenuunt  In  building  subaldlted  boualng  for  aenlor  cltltana  through 
the  varloua  prograM  of  the  Departaent  of  Boualn)  ard  Urban  Developnentf  undxr 
Section  202/236  and  now  202/8.    Durlrg  thla  tlse,  ve  have  opened  21  aenlcr 
cltltens  apartaent  bulldloga  natlonvlda.    Ve  have  two  additional  projectfi 
under  conatructlon  and  have  recently  been  notified  that  tvo  aore  appllcatlona 
have  been  aalacted  'iov  funding  thla  year  (198?). 

By  I989»  ve  vlXl  have  constructed  and  be  operating  25  apartaent  bulldlnfe, 
nationwide*  with  over  3»000  apartc«nta.   Vhlla  aoat  of  these  unite  house  only 
one  Individual!  xany  are  for  couple  a.   Ve  will  te  aarvlng  approxUately  4,000 
older  cltlteoa*  without  regard  to  rsctt*  religion,  national  origin,  or  creed. 
Thla  la  a  great  achlav»e3t,  but  In  tama  of  c:iinitTiz%  the  nee^j  of  the  aenlor 
cltltens,  It  falls  terribly  abort  of  ineelcg  the  deaanJ. 
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The  ** greying  of  Axaerlca**  la  veil  docuaented.    The  population  65  and  over  grew 
by  20.6  percent  between  1960  and  1970,  and  by  23  percent  betveen  1970  and 
1900.    Today,  according  to  goveroDcnt  otatistics,  27  &illion  Aaericana  are 
over  65  years  of  age.    The  Ijiplicationa  of  these  projections  for  housing  in 
this  country,  and  for  the  federal  housing  policy  in  particular,  are  profound. 

The  deaand  for  Section  202  housing  units  far  exceeds  the  supply.    This  is 
docujoentbd  by  the  national  survey  of  Section  202  housing  projects  conducted  in 
1984  by  the  U.S.  Senate  Special  Cocnittee  on  Aging,  and  coafimed  by  our 
ezperieoca  at  B*nai  B*rith  International*    A  survey  of  the  B*nai  B*rith 
facilities  reveals  that  each  of  our  21  projects  is  filled  to  capacity.  The 
tvo  projects  still  in  the  developoent  stage  are  already  accuaulating  sizable 
waiting  lists,  even  though  construction  is  far  froa  coeiplete  and  no  public 
annouoceoent  for  applications  has  been  oade.    Our  Washington  office  receives 
letters  and  calls  daily,  froa  individuals  all  across  the  country,  requesting 
information  about  our  progracs,  and  aslcing  vhere  they  can  find  available 
housing. 

Yet  these  figures  represent  only  a  fraction  of  the  actual  nuaber  of  persons 
who  need  the  housing  that  these  projects  offer*    Waiting  lists  only  represent 
those  persons  vbo  chose  to  apply,  and  do  not  include  those  who  were 
discouraged  by  the  prospect  of  a  long  wait  and  chose  not  to  bother.  Many 
tloes  these  are  the  people  who  Bay  be  cost  in  nted  lof  affordable  housing. 
Soaetiaes  a  waiting  list  becotaes  "frozen**  and  no  new  nai&es  are  added.  For 
exaffiple,  aL  our  two  housing  facilities  in  Allentown,  PA,  the  waiting  list  has 
been  ** frozen**  for  four  years*    They  are  Just  now  beginning  to  accept  new 
applications  for  apartoents.    Unfortunately,  ve  can  docus»nt  sitiilar 
situ'^tions  in  nany  other  cities  across  the  country. 

With  this  in  nind,  vs  would  like  to  offer  the  following  specific  points  to  be 
included  in  any  future  housing  legislation  that  may  b«  offered: 

1*     As  one  of  HUD*s  oost  successful  prc«>raBs,  the  Section  202  direct  loau 
program  for  the  elderly  and  handicapped  should  be  authorized  to  fund 
an  additional  ninloua  of  30,000  housing  units  annually,  with 
appropriations  adjusted  for  inflation*   Ten  years  ago,  this  prograa 
vas  being  funded  at  levels  of  30,000  units.    Today,  with  the  nuabers 
of  needy  elderly  growing  larger  each  day,  we  mist  resist  the  trend  to 
barely  keep  the  progran  alive  and  viable,  and  take  steps  to  insure 
that  our  future  needs  are  act. 

2.     Provide  tUat  eligibility  for  occupancy  in  low  incooe  hrMsing, 
including  the  Section  202  direct  loan  progran,  be  extended  to 
families  and  single  persons  with  incooes  of  up  to  80  percent  of  the 
sedlan  incoac  for  the  area* 
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The  current  llaltatlon  requiring  that  eligibility  for  adaiaaloa  to 
occupancy  be  Halted  to  thoae  with  Inccaea  of  50  percent  of  the 
Dedlan  Incoae  for  the  area  la  far  too  reatrlctlve,  ahuta  out  lov 
Incooe  faslllea  and  persona  who  cannot  obtain  decent  housing  vlthout 
the  expenditure  of  exceaalve  percentages  of  their  lacoce— often  In 
ezcesB  of  50  percent,  creates  over-concentrations  of  the  very  poor, 
and  tcoda  to  result  In  the  use  of  oaxlaia  subsidies  per  unit 
subsidized,  rather  than  sazlalzlng  the  nuaber  receiving  aaalatance, 
Such'an  aaendaent  vould  return  eligibility  to  the  Incose  groupa 
originally  aade  eligible  In  the  197A  Houalng  Act, 

Our  experience  at  B'nal  B*rl»-b  Indlcatca  that  veil  over  85  percent  of 
the  realdenta  In  our  buildlnga  are  In  the  very  lov  lnc(»e  group,  and 
would  continue  to  be  ao,  even  If  the  llolta  vere  to  b^  raised. 
However,  ve  are  currently  faced  vlth  the  task  of  rejecting  cany  needy 
and  deserving  Individuals  whose  Incooes  are  only  allghtly  above  the 
very  low  lncc=e  range. 

In  Kev  York  City,  50  percent  of  the  area  oedlan  Incoaa  la  ilO,o.50, 
Vhere  doea  a  widow  with  an  annual  Incoae  of  ill, 000  apply  to  llviv? 

Occupants  of  Section  202  and  other  houalng  projects  where  the  Secv.lon 
8  Housing  Asalatance  Paysents  are  uaed  aa  aubaldlea  are  required  to 
pay  30  percent  of  Incooa  for  rent,    /dalnlatrstlvely,  HOD  has 
detemlned  that  If  the  30  percent  of  the  faally's  or  person's  Incoae 
Is  nore  than  the  fair  market  rent  for  the  unit  to  be  occupied,  that 
faally  or  ptraon  Is  considered  Ineligible  for  occupancy*  This 
penalizes  an  otherwlae  eligible  faally  or  person  unfairly,  alnply 
because  a  given  project  has  a  relatively  low  rent  atructure, 

Becauae  coaiclentlous  owners  and  unagecent  have  controlled  coats  and 
have  not  rotttlnely.sought  rental  Increasea,  the  Incoee-ellglble 
applicant  Iri  penalized  by  not  being  adoltted  to  the  building. 
However^  th^  aaae  Individual  Is  able  to  gain  adalsslon  to  another 
Section  202  building  with  a  hl^er  rent  structure,  with  an 
accoapanylng  govemaftnt  auisldy  which  would  not  have  been  requited  In 
the  original  caae. 

Clearly »  this  "catch  22"  situation  Is  a  disincentive  to  keep  costs 
down.    By  aalntalnlng  a  low  aarket  rent,  aanageaent  nust  llalt 
prospective  applicants  to  only  those  peraoiis  with  the  sr»llest  annual 
incoae*    Thla  again  creates  an  overconcentratlon  of  "poor**  and  tenda 
to  "atlgaatlze"  a  particular  facility*    Froa  a  deficit  reduction 
view,  it  also  nazlaizes  the  use  of  govemaent  subsidy  dollars  rather 
than  provide  quality  houalng  for  as  nany  Incoce  eligible  pex  ons  as 
possible* 
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L«S^8^Btlon  should  be  aoended  to  pemlt  auch  faaillea  or  peraoaa  to 
be  aaaured  adnlaalon  if  they  are  otbervlae  eligible  uoder  HtJD 
guidelines* 

4«     Various  afforta  are  being  Bade  to  pemlt  the  prepayocat  of  nortgagea 
cori^xlQg  lov  Incooa  projects  auch  aa  Section  202  project  a  for  the 
elderly  and  handicapped  vfaere  the  narket  desand  for  houaing  auggesta 
that  hi^er  renta  and  profits  could  be  obtained  should  the  aortgagea 
be  paid  off  Imedlately*    This  vould  result  in  the  losa  of  already 
lUdted  houaing  reaources  for  the  lev  incoae  elderly  or  handicapped 
if  sudi  prepayaents  vere  permitted* 

Accordingly,  legislstlon  should  include  a  provision  thst  vould  allow 
a  lovlncose  project  oortgage  to  be  prepaid  prior  to  the  naturity 
date  of  the  aortgage,  without  penalty,  but  with  a  provlalon  that 
KUD*8  requireDcnt  assuring  that  the  project  vould  continue  to  aerve 
the  original  purpose  for  which  it  wss  approved  vould  atlll  be  in 
effect* 

5*     In  the  1990* a,  the  20-year  terss  of  Section  8  Houaing  Asalstance 

Payaents  Contracta  will  start  expiring*    In  the  abaence  of  extensions 
of  the  present  contrscts  through  legislative  aoendsents,  there  is 
danger  that  a  considerable  reduction  Im  the  aupply  of  decent  housing 
fnr  the  low-snd-aodcrste-lacoac  elderly  vlll  take  place  »hile  the 
deiiand  and  need  expand*    Oalesa  subsidies  continue  to  be  svsllable, 
nany  of  the  lov-lncoas  residents  could  not  afford  to  pay  the 
Increaaed  renta  they  vould  have  to  pay*    The  result  probably  vould  be 
oaas  evictions  vlthout  other  sultsble  housing  available*  Thua, 
either  the  Section  8  prograa  ahould  be  extended  or  a  nev  prograa(a) 
devlaed  to  replace  It* 

6*     In  Ita  efforta  to  seek  ecooooles  In  the  developaent  cost  of 

subsldlxed  housing,  the  Adalnlatratlon  has  lapoaed  overly  severe  cost 
contalnaent  requireaenta,  althou^  auch  econoaiea  are  desirable  when 
varranted*    Kevertheleas,  the  Congress  should  nandate  a  atudy  of  the 
present  coat  contalnaent  aeaaurea  used  in  the  subsidired  progrs&s  snd 
require  that  appropriate  changes  be  oade  as  aoon  as  feasible* 

7*     Having  deaonstrated  Ita  auccess  In  saetlng  the  needs  of  the  frsll 
elderly  snd  the  handicapped,  snd  vlth  continuing  unset  needs  aaong 
aany,  eany  thousanda,  the  Congregate  Housing  Services  Prograa  (CRSP) 
ahould  be  revltsllxed  and  eventually  be  authorired  to  aerve  an 
additional  ainiaia  of  20,OUO  frail  elderly  and  handicapped  faallies 
snd  persons  annually,  to  be  allocated  betveen  Section  202  and  public 
houaing  projects  as  currently  adnlnlstered* 
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0.     There  la  a  groxrlng  support  for  the  fu&ding  and  developseat  of 

aaalsted  or  care-type  housing.    Iliese  facilities  would  be  for  eluerly 
people  who  are  having  difficulty  in  living  fully  independently.  They 
&ay  need  help  with  housekeeping,  cooking,  shopping,  dressing, 
bsthing,  and  other  activitiea  of  daily  living.    These  are  persons 
whose  needs  are  not  teet  in  fully  independent  housing,  but  who  do  not 
require  dally,  or  regular  nursing  or  eedical  care,  although  a  nurse 
on  duty  eight  be  quite  advantageous,  especially  in  the  event  of 
eaergencies. 

The  need  for  assisted  housing  should  be  considered  on  its  ovn  serit. 
It  should  not  be  used  as  Justification  for  a  reduction  of  support  for 
independent  housing  as  developed  under  Section  202.    It  is  urged  that 
Congress  provide  funds  for  a  substantial  nuaber  of  such  projects, 
with  HUD  reuponaible  for  its  cdBlnistration,  the  projecta  financed 
through  direct  loans,  with  subsidired  occupancy  and  personal  care  and 
other  aervlces  available  to  is  occupants. 

9.  Federal  assistsnce  for  the  developoent  of  housing  for  the  elderly  has 
been  avSvllable  since  the  Housing  Act  of  19S6,  when  it  was  authorized 
under  the  Public  Housing  prograa.    Since  19S6,  housing  prograas  for 
the  elderly  have  resulted  in  billlona  of  dollara  invested  in  housing 
for  older  people  and  about  l.S  nlllion  unit a  of  aubsidized  houaing 
now  are  occupied  by  senior  citizens.    At  these  levels,  the  Depcrtoent 
of  Housing  and  Urban  Developoent  ahould  have- an  Assistant  Secretary 
of  Houaing  for  Senior  Citizena  to  coordinate  BUD*s  prograas  for  the 
elderly  and  to  be  the  Secretary*a  consultant  and  apokesperfon  on  all 
catters  relating  to  the  slderly. 

10.  Host  of  the  housing  designed  for  the  elderly  in  the  United  States  has 
been  developed  since  the  enactsent  of  the  Housing  A.:t  of  1959.  With 
the  pasaage  of  Dore  than  a  quarter  of  a  century,  houaing  for  the  next 
generations  of  older  people  should  be  designed  tc  aeet  their  needs. 
The  next  generations  of  the  elderly  are  likely  to  be  born  in  the 
Vnited  States,  better  off  finAncially,  better  'sducated,  aore  involved 
^tolitically,  healthier  and  Dore  independent  in  every  respect.  The 
m^w  elderly  aay  be  ao  different  that  we  aust  begin  nov  to  atudy  what 
they  will  need  and  want,  rather  than  aasualng  that  our  current  ideas 
will  aerve  thea  equally  well  in  the  next  few  decsdea* 

Since  the  Inception  of  the  federally  aubsidiz-id  houain,    rogtacs,  the  federal 
govemaent  has  depended  upon  the  non-profit  cocaunity  to  share  in  the  task  of 
providing  the  aense  of  coDaltaent  and  challengb  in  aakicg  quality  houaing 
available  to  lo'^incoae  sanlor  citizens.    For  the  non-profit  organizations  in 
general,  and  B*nsl  B'rith  in  particular,  thla  partnership  has  been  aa  exciting 
and  eye-opening  experience  of  govemaent  and  private  groupa  working 
hand-ln-hand,  to  the  benefit  of  thousanda  of  Aaerlcan  citizena*    We  believe 
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that  oany  tax  dollars  have  been  sAved  through  this  housing  progras,  and  that 
people  vho  needed  the  help  nost  have  been  helped* 

Without  the  tireless  suppoTt  of  your  Conodttee,  the  non-profit  cooBanity  ^oold 
rot  continue  in  this  great  endeavor*    The  reaarkable  advances  that  this 
country  has  aade  In  accot^lishlng  our  housing  goals  vould  not  hare  coae  about 
if  it  were  not  for  the  significant  participation  oJ  the  federal  goverasent* 

Ve  consider  it  to  be  a  privilege  and  a  sacred  task  to  be  involved  in  this 
prograa  of  caring  for  senior  citieens,  and  ve  hope  to  continue  to  build  new 
projects  in  cooperation  with  HUD*    Providing  affordable  housing  for  the 
elderly  r'squires  a  long-term  coaoltaent  of  tlae  and  resources*    Ve  have  tibat 
coionitbent*    It  is  because  of  this  cosadtaent  thet  ve  nov  ezpresn  our  vlevs* 

Mr*  Chaixman,  ve  appreciate  the  opportunity  to  share  these  thou^ts  with  you* 
Ve  look  forward  to  being  able  to  assist  you  in  developing  and  strengthening 
Federal  housing  programs  for  the  elderly  and  for  the  opportunity  to  continue 
to  provide  quality  housing  for  our  needy  seniors* 


Sincerely, 


Nathan  I.  Nagler 
CbalrDan 


Hllheu 
0249S 
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(This  naterlal  has  not  been  approved  by  the  Federal  Housing  Issues 
Committee,  the  Executive  Coonlttee  or  the  Board  of  Directors.) 

October  8,  1987 


Senator  Alan  Cranston 
Senate  Housing  Subcomnlttee 
Dirksen  Senate  Office  Building  Sd>535 
Washlngtor.,  D.C.  20515 

Dear  Senator  Cranston: 

The  California  Association  of  REALTORS®  Is  pleased  to  have  the 
opportunity  to  subolt  the  following  paper  outlining  'building 
blocks'  for  new  national  housing  legislation.    We  have  attenpted  ^o 
outline  new  approaches  but  also  to  suggest  why  soiae  current 

?rograQs  deserve  to  be  not  only  nalntalned,  but  strengthened, 
hroughout,  we  have  highlighted  these  Issues  from  the  unique 
California  perspective.    We  apologize  for  the  delay  In  getting  this 
to  you,  as  last  Thursday's  earthquake  caused  a  bit  of  a  disruption 
in  our  work  schedule. 

We  are  delighted  to  be  part  of  this  process  and  would  welcoi..  the 
chance  to  provide  further  specific  recofinendations  in  the  future. 
Please  do  not  hesitate  to  con^-act  us  if  we  can  be  of  any  further 
assi  stance. 

Best  regards, 


Vice  President 
Planning,  Research 
and  Economics 


California  Association  of  REALTORS* 
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I. 


Introduction 


The  California  Association  of  REALTORS^  has  prepared  this  paper  as  a 
conceptual  background  to  the  process  of  refonsulating  our  national  housing 
policy.   Ill  preparing  these  naterlals,  our  Association  Intends  to  provide  soooe 
9eneral  directions  for  further  exploration.  Thus,  these  reco»endat1ons  do 
not  necessarily  entail  official  REALTOR*  policy  and  are  suteltted  In 
conjunction  with  a  forthcosing  broader  analysis  being  prepared  by  the  National 
Association  of  REALTORS*.   In  particular,  C.A.R.  suggests  that  any  emergent 
national  housing  policy  smst  entail  three  broad  areas  of  esphasls: 

(1)  the  preservation  and  reforoulatlon  of  the  federal  role  in  housing 
finance; 

(2)  the  development  of  new  federal  funding  prograns,  featuring  a  strong 
essphasis  on  local  and  state  liopleaentatlon  In  those  housing  areas 
where  the  private  sector  cannot  fully  address  housing  needs; 

(3)  a  series  of  new  programs,  as  well  as  adaptations  and  enhanc&aents  of 
existing  prograas  designed  to  neet  current  and  emerging  problems  in  the 
housing  arena. 

Although  It  Is  C.A.R/s  view  that  most  current  housing  issues  are  best 
addressed  through  the  private  sector,  we  also  recognize  that  a  renewed  federal 
cosiDltoent  Is  vital  In  several  areas.  We  therefore  are  iiost  appreciative  of 
the  opportunity  to  coioaent  on  this  key  social  Issue  and  fully  support  this 
Important  project. 


Housing  affordablllty  has  been  a  major  constraint  on  the  state's  housing 
market  since  the  a1d-1970s.  Although  recent  growth  In  Incomes  and  generally 
lower  Interest  rates  have  Improved  the  affordablllty  picture  since  the  1981-82 
recession,  buyers  continue  to  face  serious  obstacles  In  achieving 
homeownershlp.   First-time  homebuyers  have  a  particularly  difficult  time 
because  of  the  often  substantial  downpayments  required  to  buy  a  hosse. 

DecHnlno  Hoffleownershlo  Rates  -  The  problems  of  housing  affordablllty  are 
reflected  In  a  decline  In  homeownershlp  rates  since  the  beginning  of  the 
decade.   Nationwide  the  rate  has  dropped  from  65.6  percent  of  households  In 
1980  to  63.8  percent  In  1986.    In  California,  a  state  which  has  relatively 
high  housing  costs,  the  drop  in  homeownership  has  been  even  wore  dramatic, 
failing  from  58.8  percent  In  1980  to  53.2  percent  in  1986.  Ulthin  age  groups, 
the  decline  In  homeownership  has  been  most  pronounced  among  those  25  to  34 
years  old,  typically  the  prime  homebuying  age. 

Affordablllty  Index  -  While  there  are  many  methods  of  measuring  housing 
affordablllty,  every  analysis  requires  a  look  at  three  key  factors:  housing 
prices,  household  Income  and  mortgage  Interest  rates.   C.A.R. 's  housing 
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affordability  index  iseasures  the  percent  of  households  who  coi!ld  purchase  the 
sedlan  priced  hosae  with  a  30-year  taortgage  at  current  cortgage  interest  rates 
and  a  loan-to-value  r.tio  of  80  peircent.   It  is  also  assuaed  that  principal, 
interest,  taxes  and  insurance  do  not  exceed  30  percent  of  total  household 


As  shown J n  Exhibit  1,  affordability  in  California  as  well  as  in  the  nation  as 
a  whole  hit  a  low  point  in  1981.   During  the  recession,  only  one-quarter  of 
the  households  nationwide  could  afford  the  nedian  priced  hotte,  while  in 
California,  affordability  reached  a  low  of  13  percent.  A  coabination  of 
declining  mrtgige  interest  rates,  nodest  growth  in  real  incoaes  and 
relatively  Moderate  increases  in  hone  prices  since  the  1981-82  downturn  has 
helped  iaprove  housing  affordability.   Currently,  48  percent  of  U.S. 
households  could  afford  to  purchase  the  aedian-priced  hoMe  of  $85,400,  while 
31  percent  of  California  households  could  afford  to  purchase  the  $143,900 
nedian  priced  ho«e.  However,  affordability  has  worsened  during  1987  as 
interest  rates  have  climbed  and  home  prices  have  been  pushed  higher  by  tight 
inventories  and  high  demand.   In  California,  the  proportion  of  households  who 
could  afford  to  buy  dropped  from  a  high  of  37  percent  in  February  to  31 
percent  by  August,  as  mortgages  rates  rose  from  9  percent  tc  11  percent  over 
the  same  period.   As  a  result,  600,000  fewer  California  households  could  have 
qualified  to  purchase  the  state's  median  priced  home. 

Rapidly  Rising  Home  Prices  -  A  large  part  of  the  housing  affordability  problem 
has  been  the  rapid  rise  in  home  prices  in  recent  years.  For  the  U.S.  as  a 
whole,  the  nedian  priced  existing  single-family  hone  in  1970  was  $23,003.  By 
1986,  the  nedian  priced  home  had  increased  249  percent  to  $80,300.  In 
California,  home  prices  appreciated  even  faster  with  the  state's  nedian 
increasing  from  $24,300  in  1970  to  $131,500  in  1986,  a  gain  of  441  percent. 
This  price  behavior  reflected  a  combination  of  high  demand  resulting  from 
strong  population  growth,  and  tight  housing  supplies  as  building  activity  has 
been  constrained  by  high  land  costs  and  anti-growth  measures  in  many,  areas. 

Slower  Income  Growth  -  Meanwhile,  the  growth  in  household  incomes  has  not  kept 
pace  with  the  rapid  rise  in  home  prices.  According  to  the  U.S.  Bureau  of  the 
Census,  median  family  .ncome  in  the  U.S.  over  the  same  1970  to  1986  period 
increased  only  183  percent  from  $9,867  to  $27,893,  compared  to  the  249  percent 
hike  in  U.S.  home  prices.   Similarly,  in  California,  nedian  family  incomes 
rose  185  percent  from  $10,828  in  1970  to  $30,837  in  1986,  much  slower  than  the 
441  percent  Jump  in  the  state's  housing  prices. 

Volatile  Hortqaag  Interest  Ratps  -  The  crucial  role  played  by  financing  in  the 
purchase  of  a  home  makes  interest  rates  a  major  factor  impacting  housing 
affordability.  The  volatility^of  mortgage  interest  rates  also  adds  to  the 
uncertainty  and  instability  of  the  housing  affordability  picture.   In  the 
early  1930s,  interest  rates  soared  as  the  Federal  Reserve  shifted  its  monetary 
policy  from  pegging  interest  rates  to  controlling  the  money  supply.   As  the 
Fed  clamed  on  the  monetary  brakes  in  order  to  fight  inflation,  mortgage 
interest  rates  reached  17  percent  and  housing  suffered  its  worst  downturn 
since  World  War  II. 
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Vhlle  the  easing  of  Interest  rates  in  1935  and  1986  helped  to  leprove  housing 
afford  .n.lty,  this  year  ra.es  climbed  In  the  Spring  and  again  In  the  Fall, 
and  are  now  close  to  11  percent  for  a  fixed-rate  loan.   Any  rise  In  Interest 
rates  Is  liwedlately  reflected  In  higher  costs  of  hoaeownership  and  adversely 
affects  housing  affordablllty  as  Illustrated  In  the  previous  example, 

Flrst^Tiaie  Hoighuvers  -  First-tine  hoaebuyers  are  hardest  hit  by  rising  home 
pricer  and  fluctuating  Interest  rates.  This  Is  due  to  their  relatively  low 
IncoMS  and  the  difficulty  they  face  naking  the  required  downpayment, 
Hoaeotmers  who  sell  their  hone  In  order  to  buy  another  have,  for  the  most 
part,  enjoyed  appreciation  In  the  value  of  their  hone,  the  gain  on  whic'i  they 
can  use  as  a  downpay«ent  on  another  hoioe.   First -time  hooebuyers  are  not  so 
fortunate  and  tend  to  face  both  downpaynent  and  Incoiee  constraints. 

In  C,A.R,'s  Annual  Housing  Finance  Survey  (1986),  first-time  homebuyers  In 
California  purchased  significantly  li^s  expensive  hones  than  repeat  buyers— 
$112,950  coffpared  to  $149,900,   First-tine  honebuyers  also  had  lower  Incon^es, 
$39,996  per  annua  versus  $50,000  for  repeat  buyers.   In  addition  to  nurcliasing 
less  expensive  hones,  first -tine  honebuyers  nake  significantly  smaller 
downpaynents  than  repeat  buyers.   In  California,  first-time  buyers' 
downpayaents  averagea*$K,550  In  1986  compared  to  $35,000  for  repeat  buyers. 
Also  nedian<loan-to-value  ratios  among  first -time  buyers  In  the  state  are 
h1gher-«at  88,4  percent  compared  to  78,2  percent  for  repeat  buyers.  This 
places  them  In  a  higher  risk  category  In  terms  of  default  and  foreclosure, 
thereby  making  affordable  financing  more  difficult  to  come  by. 

Housing  AffordabiHtv  for  Renter?  -  Many  renters  also  face  problems  finding 
affordable  housing.   The  rental  narket  Js  being  adversely  affected  by  Ine  Tax 
Reform  Act  of  1986  which  substantially  reduced  Incentives  to  Invest  In  rental 
housing.   In  the  short-run,  these  changes  In  the  tax  law  will  cause  a  decline 
In  the  construction  of  rental  housing  that  will  eventually  lead  to  higher 
rents,   C,A,R,  has. estimated  that  multi-family  housing  construction  will  be  20 
percent  lower  In  Callfomla  In  1987  compared  to  1986,   Furthemore,  as  the 
adjustment  In  rental  housing  supply  Is  made  over  the  next  several  years,  real 
fents  will  have  to  rise  by  12  percent  beyond  Inflation  In  order  for  Investors 
to  achieve  the  same  rates  of  return  as  they  dta  under  prior  tax  law.  Rent 
Increases  are  likely  to  eat  up  much.  If  not  all,  of  the  benefits  that  renters 
would  have  enjoyed  as  a  result  of  lower  marginal  tax  rates. 

Additionally,  tax  reform  has  significantly  reduced  the  volume  of  housing  bonds 
which  can  be  Issued  In  states  such  as  California  where  housing  demand  Is 
-strong.  The  new  tax  rules  brought  mortgage  revenue  bonds  and  multl -family 
IDBs  under  n  more  restrictive  volume  limit  which  Includes  other  private 
activity  bonds.  As  a  result.  It  has  been  estimated  that  by  1988,  private 
activity  bonds  Issued  in  California  could  face  a  potential  two-thirds 
reduction  from  1984  volumes.   In  1984,  housing  bonds  totalled  $3,2  billion, 
reorcsenting  81,2  percent. of  all  California  bonds  issued.  Of  this,  HRBs  and 
Bu I ti -family  IDBs  accounted  for  69  percent  and  31  percent,  respectively. 
Clearly,  a  significant  source  of  lower-rate  home  financing  will  be  sharply  cut 
back,  with  negative  effects  on  new  housing  construction  and  low-  and  moderate- 
income  renters  and  buyers. 
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The  problems  of  housing  affordability  are  particularly  acute  for  low-income 
renters.   According  to  HUD,  a  substantial  number  of  low-incose  renters 
nationwide  pay  wore  than  35  percent  of  their  income  for  rent.   While  the  Tax 
Reform  Act  of  1986  included  a  low- income  houi^ing  tax  credit  for  builders, 
investors  and  rehabilitators  of  residential  rental  units  geared  toward  low- 
income  renters,  these  projects  are  faced  with  severe  cutbacks  in  the  federal 
assistance  on  which  they  have  depended  for  many  years.   For  example,  housing's 
share  of  the  federal  budget,  as  measured  by  KUD's  budget  authority,  accounted 
for  7.4  percent  of  the  total  federal  budget  in  fiscal  1978  and  is  proposed  to 
be  less  than  1  percent  Vt  fiscal  1988. 

The  low- income  housing  stock  is  also  being  adversely  impacted  by  the 
conversion  of  currently  subsidized  low- income  housing  units  to  market  rate 
rentMs.   Over  the  next  20  years,  owners  of  many  subsidized  low-income  housing 
units  (under  Sections  236  and  22I(d)(3},  Section  515  and  Section  8}  will  be 
able  to  prepay  their  loans  or  not  renew  expiring  subsidy  contracts,  thus 
releasing  their  projects  from  all  rent  and  other  regulatory  restrictions. 

In  California,  an  estimated  1,400  projects  totaling  approximately  100,000 
assisted  units  will  become  eligible  to  convert  to  market  rates  in  the  next  20 
years.   High  housing  costs  and  rental  demand  in  many  areas  of  the  state  will 
provide  stror.p  incentives  to  assisted  project  owners  to  convert,  and  many  are 
expected  'co  d:  so.  HUD  conducted  a  national  study  that  shc::<Kl  approximately 
42  percent  of  eligible  Section  236  and  221(d)(3)  prdj[ects  are  likely  to 
prepay.   For  California  this  estimate  is  probably  conservative  in  light  of  the 
relative  strengths  of  the  state's  rental  housing  narket.   Vhile  housing 
vouchers  and  certificates  will  be  issued  for  any  displaced  tensnts  of 
converted  units,  the  problem  of  the  loss  of  low- income  housing  units  from  the 
total  stock  has  not  been  addressed. 

in.   The  Role  of  the  Federal  Government  in  Housing  Finance 

Since  the  1930s,  when  numerous  government  agencies  and  programs  designed  to 
promote  homeownership  were  established,  the  federal  government  has  been  the 
key  player  and  a  driving  force  in  promoting  housing  opportunities  for  American 
families.   The  dramai'c  increase  in  the  homeownership  rate  from  42  percent  in 
1940  to  nt^r-iy  66  percent  in  1980  is  a  tribute  to  the  success  of  these 
efforts.   Conversely,  the  reversal  of  this  trend  in  the  1980s  is  inextricably 
tied  to  the  deterioration  in  the  federal  commitment  to  housing.  A 
rededication  of  effort  to  ic^}rove  and  enhance  the  federal  housing  finance 
programs  of  the  FHA,  VA  and  the  federally-sponsored  secondary  market  agencies 
is  required.  Without  it,  homeownership  rates  will  continue  to  fall  and  first- 
time  buyers  will  find  it  increasingly  difficult  to  buy  a  home,  thereby 
reversing  more  than  50  years  of  progress  in  helping  families  achieve  the  dream 
of  homeownership. 

importance  of  FHA  and  VA  to  the  Primary  Kortoaoe  Harfcet 

Since  1934,  the  Federal  Housing  Administration  and  the  Veterans  Administration 
have  made  homeownership  possible  for  nearly  20  million  first-tis&e  and  moderate 
income  households.  Although  the  popularity  and  importance  of  the  home  loan 
pn^rams  in  the  marketplace  waned  somewhat  in  the  late  1970s  and  early  1980s, 
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application  voluine  has  reached  record  levels  during  ir.  past  two  years.  Even 
In  California,  where  high  hone  prices  Unit  the  use  of  5HA  and  VA  financing  In 
■wst  najor  aarkets,  these  programs  captured  a  24  market  share  In  1986  (see 
Exhibit  2).   The  surge  in  FHA  and  VA  lending  can  be  attributed  to  the 
substantial  tightening  of  underwriting  criteria  employed  by  FNKA,  FHLHC  and 
the  private  RX)rtgage  insurance  Industry  over  the  past  year.   Despite  the  sharp 
decline  in  interest  rates  over  the  past  few  years,  nany  prospective  homebuyers 
have  remained  'priced'  out  of  the  market  by  these  new  guidelines,  as  well  as 
by  the  considerable  resurgence  in  home  «r1ce  inflation,   ^s  a  result,  low- 
downpaynent  FHA  and  VA  loans  repre:>cnt  the  only  source  of  mortgage  credit  for 
thousands  o^  first-time  and  moderate  income  households. 


Unfortunately,  Just  as  FHA  and  VA  hava  reasserted  their  Importance  in  the 
mortgage  market,  they  have  been  faced  with  proposals  to  restrict  their 
operations.   During  the  past  few  years  the  mortgage  insurance  and  loan 
guaranty  programs  of  FHA  and  VA  have  been  'he  target  of  numerous  efforts  ^rom 
the  Administration  and  Congress  dssigned  to  'limit  private  market  overlap'  and 
restrict  program  benefits  to  'only  those  households  that  truly  need 
assistance.'   (^erhaps  the  most  damaging  aspect  of  this  hostile  agenda  is  the 
proposal  to  sell  or  'privatize'  the  FHA  single-family  Insurance  program,  under 
the  belief  that  the  horosbuying  needs  of  the  nation's  families  can  be 
adequately  met  by  the  private  market  without  federal  government  assistance. 

The  belief  that  FHA  and  VA  serve  substantially  the  same  market  as  private 
mortgage  insurers  is  simply  not  supported  by  statistics.    In  California,  the 
median  annual  income  of  FHA  borrowers  in  ig86  was  $36,000,  nearly  $17,000 
lower  than  for  borrowers  using  conventional  financing  (see  Exhibit  3). 
Veterans  relying  on  VA  financing  earned  nearly  $13,000  less  than  their 
conventional  market  counterparts.   More  than  62  percent  of  FHA  loans  and  56 
percent  of  VA  loans  went  to  California's  first-time  homebuyers  in  1986, 
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compared  to  only  one-third  for  conventional  loans.  As  the  table  belcw  clearly 
niustrates,  the  FHA  and  VA  procrans  servo  precisely  the  m?rket  they  were 
Intended  to  serve:   flrst-tloe  and  Boderate-1ncoR,a  noraebuyers  whose  Income  and 
downpayment  constraints  make  conventional  financing  Impossible. 

EXHIBIT  3 

RMly-0r1|U«ttd  Convtntlottl  vs.  FHA/VA  Hortg^g":  1986 

f.tHi-tcttr1»t1c^  CoBVtiitlontl         FHA  ViL 

KidUn  Inttr^st  Ratt  10.2SX  ,    9.5X  ,,J.5J 

KidltR  Lo«n  Aaount  9118,020  978,000  9103,000 

Nidltn  S«1tS  Prlci  9149,997  »8J.«S  '^22»SS2 

NidltR  Oownptyaint  930,800  9S,000  95,000 

KtdUn  Lo«n-to-y<1ut  R«t1o  79. 9X  94. U  96. 6S 

Proportion  of  First-TUt  8uytrs  34. SS  62.31  S6.U 

Nidltn  Annual  Kousthold  IncoM  952,900  936,000  9  40,000 


The  key  to  the  FKA  and  VA  programs  Is  that  they  do  not  compete  with  the 
private  market  for  mortgage  Insurance,  but  rather  complement  It.  These 
programs  assist  a  homebuying  population  that  generally  would  not  be  served  by 
the  private  sector.  This  function  has  become  particularly  Important  In  light 
of  the  recent  problems  experienced  In  the  private  mortgage  Insurance  Industry 
which  have  left  FHA  and  VA  as  virtually  the  only  remaining  source  of  low- 
downpayaent  (1*e*  less  than  10  percent)  mortgage  financing.   Vhat  isakes  these 
programs  so  valuable  to  the  functioning  of  our  housing  market  Is  )jrec1sely 
their  gnverrv^^^nt  backing.  The  present  resurgence  of  the  FHA  and  VA  programs 
In  the  face     strict  underwriting  criteria  and  higher  Insurance  premiums  in 
the  conventional  market  Illustrates  what  Is  perhaps  FHA's  most  Important  role 
It  stays  In  the  warket  under  anv  and  all  ecor.omir  conditions. 

Proposals  for  Fnhancinq  thft  FHA  and  VA  Programs 

While  the  above  discussion  argues  strongly  for  the  preservation  of  the  FHA  and 
VA  home  nortgage  programs,  the  continuing  decline  In  homeownershlp  rates  and 
persistent  affordabi ilty  problems  In  high-cost  areas  such  as  California 
clearly  Illustrate  the  need  for  policies  that  go  beyond  the  mere  preservation 
of  FHA  and  VA  In  their  existing  state.   In  fact,  many  of  the  prooosals 
contained  In  this  year's  housing  legislation  and  veteran's  legislation 
represent  an  essential  first  step  In  revitalizing  and  enhancing  the  Important 
role  that  these  programs  play  In  providing  homeownershlp  assistance  to  those 
who  need  It. 

For  example,  bills  currently  under  consideration  would  Increase  the  FHA 
maximum  loan  amount  and  the  VA  loan  guaranty  ceiling  In  recognition  of  the 
substantial  Increases  In  housing  prices  In  recent  years.  Howover,  these 
Increases,  while  helpful,  will  only  partially  compensate  for  'che  cumulative 
dramatic  climb  In  home  prices  that  has  occurred  since  the  ald-lSyOs.  In 
addition,  the  legislative  wrangling  that  acroupanles  each  Increase  In  these 
loan  amount  and  guaranty  caps  means  that  future  Increases  will,  as  In  the 
past,  substantially  lag  the  price  movements  they  are  Intended  to  reflect. 
Furthemre,  the  use  of  uniform,  nationwide  ceilings  falls  to  capture  the 
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effects  of  large  regional  home  price  differentials.  As  a  resuH,  many  areas 
of  the  country  are  almost  entirely  unable  to  use  these  programs. 

Other  problems  with  the  FHA  and  VA  programs  have  inhibited  their  ability  to 
operate  efficiently  and  prevented  thera  from  fully  realizing  their  capability 
to  assist  first-time  and  noderate- income  homebuyers.   Within  the  context  of 
developing  a  national  housing  jalicy,  we  believe  that  the  following  proposals 
for  enhancing  the  t^itally  important  FHA  and  VA  home  iwrtgage  programs  should 
be  considered: 

•  To  better  reflect  overall  changes  in  the  cost  of  housing,  we  suggest 
that  the  FHA  maximum  loan  amount  and  the  VA  7oan  guaranty  ceiling  could 
be  indexed  to  change  in  line  with  overall  how  prices,  with  adjustments 
made  automatically  each  year.    In  addition,  tc  capture  regional  price 
differentials,  and  to  ensure  that  affordable  financing  is  provided  to 
both  high-  and  low-cost  housing  markets,  a  regional ization  of  these 
loan  ma::inuras  is  clearly  warj^anted, 

FHA  and  VA  should  also  be  encouraged  to  insure  and  guarantee  new 
njortgage  instrunjents  th  *  serve  the  needs  of  various  segments  of  the 
honft  buying  population.    Indeed,  legislation  currently  under 
consideration  would  increase  the  availability  of  FHA  adjustable-rate 
mortgages,  and  would  for  the  first  time  mako  these  low  initial  payment 
ARi'ts  available  to  veteran  homebuyers.   However,  further  efforts  to 
pioneer  and  standardize  new  mortgage  instruments  is  warranted.  For 
example,  extensive  research  and  pilot  programs  on  mortgages  designed  to 
serve  the  needs  of  first-time  buyers  (e,g,  shared-appreciation 
mortgages)  and  the  elderly  (e,g,  reverse  annuity  mortgages)  should  be 
undertaken.   Just  as  it  pioneered  and  standardized  the  long-tenn, 
fully-amortizing  fixed-rate  loan,  we  believe  that  FHA  should  once  again 
play  a  leading  role  as  a  mortgage  instrument  innovator, 

*  Efforts  should  continue  to  develop  methods  designed  to  reduce 
dovmpayment  and  closing  cost  requirements  on  FHA  mortgages,  as  these 
costs  frequently  pose  the  largest  hurdle  for  raar^y  potential  homebuyers. 
For  example,  the  3  percent  downpayment  requirement  coulJ  be  extended  to 
the  first  $50,000  of  the  Insured  mortgage  amount,  up  fr^m  $25,000 
currently. 

•  The  full  and  free  assumability  of  FHA  mortgages  has  recently  been 
curtailed  by  administrative  regulations  issued  by  HUD,  and  VA  loans  are 
currently  the  subject  of  similar  restrictions  in  pending  legislation. 
National  housing  policy  should  recognize  the  importance  of  the 
assumability  feature:   it  not  only  provides  a  safety  net  of  affordable, 
low-rate  financing  during  periods  of  high  interest  rates,  but  also  it 
allows  troubled  homeowners  to  sell  their  homes  quickly  and  efficiently 
and  cure  their  delinquencies  more  easily, 

*  Because  of  more  cumbersome  loan  proC4^ssinj  procedures,  many  home 
sellers  are  reluctant  to  sell  to  buyers  using  government  financing. 
Although  substantial  progress  has  been  made  in  streamlining  the 
underwriting  of  FHA  and  VA  loans  through  the  Direct  Endorsement  and 
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autonatlc  lender  programs,  further  efforts  should  be  nade  to 
standardize  and  reduce  the  loan  documentation  and  processing 
requlreoents.   For  example,  veterans  should  be  allowed  to  negotiate 
Interest  rates  and  points  on  their  VA  loans,  slrollar  to  the  program 
change  that  was  Instituted  by  FHA  In  1983. 

The  operational  efficiency  of  both  FHA  and  VA  has  also  been  restricted 
In*  recent  years  due  to  Iny.dequate  funding  and  staffing  levels.  During 
the  extremely  heavy  lending  activity  of  1986  and  early  1987,  FHA  and  VA 
staff  workloads  reached  overwhelming  levels.   The  resulting  backlogs 
severely  penalized  buyers  seeking  to  use  government  financing. 
Increased  resources  should  also  be  dedicated  to  Improving  the 
disposition  process  for  properties  acquired  by  HUD  and  VA  through 
foreclosure. 

Thg  Twportanrft  of  the  Federanv  Sponsored  AocnclP?;  to  the  Secondary  KortqaqC 
Harket 

A  consequent  by-product  of  the  financial  Institution  deregulation  which  has 
occurred  over  the  past  several  years  has  been  an  Increased  need  for  a  viable 
and  efficient  secondary  mortgage  market  to  ensure  that  homebuyers  can  compete 
effectively  for  mortgage  funds  at  a  price  that  would  not  be  prohibitive.  To 
date,  this  need  has  been  filled  by  the  strong  presence  of  the  federally 
sponsored  secondary  market  agencies.    In  addition  to  their  traditional 
counter-cyclical  role,  these  agencies  have  helped  solve  mortgage  market 
Inefficiencies  caused  by  geographic  mismatches  between  coital  surplus  and 
capital  deficit  regions,  and  by  Institutional  mismatches  (I.e.  by  providing 
mortgage  Invastment  vehicles  attractive  to  a  variety  of  capital  market 
Investors), 

Unfortunately,  like  the  FHA  and  VA  programs,  the  federally  sponsored  secondary 
Qortgage  market  agencies  have  aiso  been  the  s'Jbject  of  proposals  that  would 
severely  curtail  their  ability  to  provide  an  adequate  flow  of  capital  to  trie 
mortgage  market  at  a  reasonable  cost  and  under  all  economic  circumstances. 
The  professed  goal  of  this  agenda  Is  the  eventual  complete  privatization  of 
FHKA  and  FHLHC,  and  a  substantially  reduced  role  for  GHHA. 

As  the  first  step  to  privatization,  there  have  been  repeated  attempts  during 
the  past  several  years  to  Impose  user  fees  on  the  mortgage  securities  and  debt 
issues  of  FKMA,  FHLKC  and  GNHA.   The  cost  of  these  user  fees  would  necessarily 
be  passed  on  to  homebuyers  In  the  form  of  higher  Interest  rates  In  the  primary 
market,  and  it  has  been  estimated  that  the  combined  effect  of  these  fees, 
according  to  some  studies,  would  raise  mortgage  rates  by  one-half  percent,  cut 
housing  starts  by  50,000  units  per  year,  and  reduce  home  sales  by  100,000 
units  per  year.   Clearly,  full  privatization  would  hava  even  higher  costs. 
Moreover,  without  their  federal  charters  committing  them  to  the  goals  of 
housing,  FHHA  and  FHLKC  would  no  longer  be  able  to  serve  their  crucial  role  as 
a  counter-cyclical  force  in  the  market,  a'jd  their  presence  as  a  source  of 
market  discipline  and  as  Innovators  in  bicrtgage  finance  would  be  lost. 
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Proposals  for  Enhancing  the  Fivieranv  Sponsored  Spcondarv  Htr^^x 

UU1»ately,  the  argiflcents  surrounding  the  privatization  of  the  federally 
sponsored  agencies  say  be  philosophical.   Hcwever,  within  the  context  of 
developing  a  national  housing  policy,  the  preservation  of  a  federally 
sponsored  secondary  Bortgage  larket  Is  of  vital  luportance  to  aalntalnlng  an 
adequate  flow  of  affordable  wrtgage  financing  to  our  nation's  hoaebuyers. 
Once  again,  the  housing  legislation  currently  under  consideration  would  oo  a 
lona  way  toward  preserving  the  viability  of  the  federally  sponsored  secondary 
Birket  as  we  know  It  today  by  prohibiting  the    >^os1t1on  of  user  fees. 
However,  we  believe  that  other  measures  should  be  taken  to  enhance  the  vital 
role  that  these  agencies  play: 

As  with  FHA  and  VA,  the  effectiveness  of  FKHA  and  FHUK  In  high  cost 
narkets  is  restricted  by  a  unlfona,  nationwide  mxIwa  loan  Halt 
(currently  $153,100).   Although  this  figure  Is  adjusted  annually  to 
reflect  changes  In  nooe  prices  over  the  previous  year,  no  adjustoents 
are  cade  for  the  large  variations  In  regional  home  prices.   Thus,  we 
believe  that  provisions  should  be  cade  for  establishing  regional 
maxinua  loan  ilnlts  on  the  Bjortgage  purchases  of  FKKA  and  FHLHC  In 
order  to  ease  the  affordablllty  problems  experienced  in  high  cost 
markets  such  as  California. 

FKMA's  and  FHLHC's  role  In  piloting  Innovative  oortgage  Instrucents 
should  be  encouraged  and  enhanced.   The  resources  of  the  agencies 
should  be  used  to  research,  develop  and  standardize  the  new  Instruoents 
tailored  to  r'lrst-tlcje  buyers  and  the  elderly.   In  addition  to 
providing  a  secondary  market  for  Instruments  such  as  the  shared 
appreciation  mortgage,  growing  equity  loan  and  the  reverse  annuity 
Dortgage,  the  agencies  could  lead  the  way  In  developing  a  financing 
vehicle  for  lease/option  purchase  arrangements  that  would  help  turn 
thousands  of  renters  Into  homeowners. 

*  Because  rental  housing  represents  the  first  rung  on  the  ladder  of 
homeownership,  efforts  shouM  be  made  to  substantially  broaden  the 
commitment  of  FKHA,  FHLKC  and  6NHA  to  multi-family  housing.  By 
lowering  the  cost  of  multi-family  mortgage  financing,  the  stock  of 
affordable  rental  housing  would  be  substantially  Improved. 

•  Agency  Involvement  in  the  purchase  of  loans  originated  through  state 
and  local  mortgage  revenue  bond  and  mortgage  credit  certificate 
programs  should  be  greatly  enhanced.   By  providing  an  efficient 
secondary  market  for  such  loans,  lender  participation  in  these  programs 
would  expand  significantly,  thereby  improving  the  availability  of  these 
low-cost  funds. 

Existing  secondary  market  programs  for  the  purchase  of  rehabilitation 
mortgages  and  home  improvement  loans  should  be  expanded  and  enhanced. 
Hew  purchase  programs  for  rehabilitation  loans  on  multifamily 
properties  should  be  instituted. 
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other  Housing  Financp  Proposals 

With  the  establishment  of  the  Federal  Kome  Loa-^  Bank  systen  in  the  early 
1930$,  the  federal  govemaent  created  an  industry  dedicated  to  satisfying  the 
nation's  nortgage  credit  needs.   Undoubtedly,  the  existence  of  a  thrift 
industry  devoted  to  housing  finance  played  a  crucial  role  in  the 
transformation  of  the  country  from  a  nation  of  renters  to  a  nation  of 
homeowners.   Although  the  economic  and  technological  forces  of  1970s  and  1980s 
necessitated  some  loosening  of  the  regulatory  reins,  the  deregulation  of  the 
thrift  industry  and  certain  changes  to  the  tax  code  have  substantially 
eradicated  the  industry's  mandate  to  serve  the  nation's  housing  neeos.  Vhile 
some  deregulation  of  asset  powers  for  thrift  institutions  has  been  necessary, 
we  believe  that  attempts  to  reformulate  a  national  housing  policy  should 
include  ranewed  incentives  for  all  depository  institutions,  and  thrifts  in 
particular,  to  originate  and  invest  in  residential  mortgage  assets. 

The  Qualified  Thrift  Lender  test  should  be  strengthened,  and  the 
benefits  accruing  to  those  institutions  satisfying  its  requirements 
should  be  enhanced.   For  example,  the  tax  benefits  provided  to  thrifts 
that  Beet  the  QTL  test  for  the  IRS  bad  debt  reserve  provision  could  be 
restored  to  the  higher  levels  that  prevailed  before  the  Tax  Reform  Act 
of  1986. 

Ongoing  efforts  to  increase  bank  and  thrift  industry  capital  levels 
could  provide  for  capital  'bonuses'  for  institutions  that  maintain 
certain  proportion  of  their  assets  in  residential  mortgage  investments 
(loans  and  mortgage  s'tcurities).   Any  move  toward  risk-based  capital 
requirements  for  banks  and  thrifts  should  provide  for  the  favorable 
treatment  of  residential  mortgage  assets,  particularly  home  mortgages, 
as  these  have  historically  been  some  of  the  lowest  risk  loan  assets 
aval labia. 

Similarly,  attempts  to  shore-up  the  federal  deposit  insurance  funds 
should  also  provide  for  the  favorable  treatment  of  institutions  that 
maintain  a  large  proportion  of  their  asset:;  in  residential  mortgages 
and  mortgage  securities.    If  risk-»**sed  deposit  insurance  premiums  are 
pursued,  a  'bonus'  allowance  should  be  allowed  for  home  mortgages 
assets. 


IV.  Tax  Based  Finance  Prooraias 

The  traditional  deductlbilit/of  mortgage  interest  for  h^oeowners,  while  not 
representing  a  new  policy  thrust,  must  be  maintained  as  a  cornerstone  of  our 
nation's  housing  policy.    It  is  through  this  tax  incentive  that  liomeownership 
becomes  feasible  for  literally  millions  of  Americans.   Without  the  mortgage 
Interest  deduction,  the  purchase  of  a  home  would  be  beyond  the  reach  of  many, 
particularly  first-time  and  low-  and  moderate  Income  homebuyers. 

The  Mortgage  Revenue  Bond  program  (KRB)  has  been  an  Important  source  of  below- 
oarket  rate  financing  for  qualified  first-time  homebuyers  and  investors  in 
fsntal  housing  construction  with  targeted  low-income  units.   The  tax-exempt 
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status  of  the  bonds  enables  savings  to  be  passed  on  In  the  fom  of  below 
■arket  rate  financing.  Additionally,  the  Mortgage  Credit  Certificate  Progran 
(HCC)  has  allowed  an  increasing  number  of  first-tiae  honcbuyers  to  reduce 
their  tax  bill  with  a  direct  credit  equal  to  a  specified  percentage  of  the 
interest  paid  on  their  hoae  sortgage. 

California  has  issued  a  large  volune  of  KRBs  over  the  years,  peaking  in  198S 
It  $7.8  billion.   The  threat  of  tax  refonn  changes  to  the  HRB  programs 
savtrely  daj^}ined  issuing  activity  in  1986  to  $1.3  billion.   In  fact,  the  Tax 
Rifoni  Act  of  1986  did  change  the  rules  by  Including  KRBs  and  HCCs  under  a 
single  statewide  voltme  li«it  for  ill  tax-exe«pt  private  activity  bonds.  The 
new  cap  significantly  reduces  the  dollar  aaount  of  tax*exesipt  housing  bonds 
available  to  states,  like  California,  where  housing  desand  Is  relatively 
strong.   To  ensure  the  continuity  and  stability  of  these  prograas  we  recoanend 
the  following: 

*  Extend  the  authority  to  issue  HRB's  and  HCC's  beyond  the  Decei^r  H, 
1988  ^;.<iset  date.   To  elininate  the  uncertainty  that  the  need  for 
repeated  progran  extensions  cause,  consideration  should  be  given  to  a 
persanent  authorizj^tion  of  the  KRB/MCC  pro^rid. 

*  Review  the  linits  on  tax-exeapt  bond  financing  imposed  by  the  Tax 
Reform  Act  of  1986  in  light  of  the  detriiaental  i^)acts  it  is  likely  to 
have  on  the  voluae  of  housing  bond  issuances  in  high  housing  deeand 
states. 

*  Expand  the  KCC  pro^raji  by  increasing  the  KRB-KCC  conversion  ratio  as  a 
■eans  of  ensuring  a  tax  break  for  first-tioe  hooebuyers,  thereby 
lowering  the  cost  of  new  and  existing  housing. 

*  Expand  issuance  of  nilti-fasiily  Industrial  Developaent  Bonds  (IdQ't)  to 
Increase  production  of  low-  and  B»derate-inc63C  rental  units.   This  is 
of  critical  iB?>ortance  in  light  of  the  nus&>tr     potential  conversions 
fro*  federally-assisted  units  to  private  Earkei  rental  units. 

*  Develop  options  for  states  tu  use  their  taxable  bonding  authority  to 
provide  financing  assistance  for  low-  and  noderate-incoae  hoeebuyers. 
For  exasple,  funds  could  be  used  to  buy  down  rates  on  conventional 
loans  or  to  AStabliuh  prograas  whereby  the  state  provides  a  cash 
subsidy  for  a  downp^ooaent  at  tioe  of  purchase  which  is  then  repaid  at 
resale. 

Proflwte  the  establishaent  of  city  redevelopoent  agencies  to  utilire 
tax-incre«tent  financing.   California  requires  cities  to  set  aside  at 
least  20  percent  of  their  tax  Increment  for  low-incooe  housirq. 
According  to  California's  Department  of  Housing  and  Coaaunlty 
Developsent,  sore  than  10,000  low-  and  soderate- income  housing  units 
were  constrtjcted  during  FY8S  under  these  prograas. 
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V.  Housino  Assistance  Progratns 

The  Housing  Act  of  1937  contained  the  first  major  federal  prograra  to  provide 
housing  for  low-income  households—the  low-rent  public  housing  program.  This 
program  offered  local  housing  authorities  a  full  capital  subsidy  on  publicly 
owned  housing  units,  with  rental  income  covering  operating  and  utility 
expenses.  The  program  was  revised  after  the  war  and  again  in  the  1960s, 
setting  income  and  rent  limits  and  providing  additional  federal  subsidies. 
The  end  result  was  a  program  which  enabled  the  production  of  thousands  of 
housing  units  for  the  very  poor,  the  disabled  and  those  on  welfare.  The 
Association  recognizes  that  there  will  always  be  a  need  for  public  housing 
programs  for  those  segments  of  the  society  whose  needs  are  beyond  the 
capablMties  of  the  private  sector. 

Currently,  the  most  visible  form  of  housing  assistance,  particularly  to  low- 
and  moderate-income  households,  has  been  federal  direct  assistance  programs. 
These  programs,  which  have  required  Congressional  appropriations,  have 
included  mortgage  interest  subsidies,  rent  supplement  payments  on  bshalf  of 
low-income  tenants,  and  grants  to  state  and  local  goverr;oents  in  support  of 
housing. 

Since  the  1970s,  direct  federal  assistance  programs  have  placed  a  greater 
emphasis  on  subsidizing  tenants  in  the  existing  stock  of  rental  housing  and 
less  on  the  construction  of  new  subsidized  housing  units.   At  the  same  time, 
the  growth  '»n  direct  federal  housing  programs  has  been  cut  back  sharply.  The 
current  Administration  has  concluded  that  the  primary  housing  problem  of  low- 
income  households  is  affordability,  not  a  shortage  of  housing  units. 
Consequently,  the  Administration  has  proposed  a  system  of  housing  vouchers  to 
replace  all  of  HUD's  Section  8  programs. 

In  fact,  two  problems  are  on  the  horizon  for  privately  owned  but  federally 
assisted  rental  housing  projects  that  will  adversely  impact  the  supply  of  low- 
income  units*  The  first  is  the  likelihood  that  many  owners  who  have  the 
option  to  repj^y  federal  loans  in  the  next  20  years  will  choose  to  dc  so,  thus 
converting  low-income  assisted  units  to  the  private  market  rents.  The  second 
involves  cases  where  the  governiaent  chooses  to  discontinue  federal  assistance 
a^  :ontracts  expire.  In  l>oth  cases,  large  numbers  of  units  will  be  lost  from 
the  assisted  housing  stock. 

In  spite  of  the  redirection  of  federal  tenant  subsidies  awc^r  from  new 
construction  and  rehabilitatiui,,  there  remains  some  federal  resources  devoted 
to  low- income  housing  through  tl\e  Community  Development  Block  Grant  Program 
(COBG),  the  Urban  Development  Action  Grant  Program  (UDAG),  and  the  new  Rental 
Rehabilitation  and  Rental  Housing  Development  Gran^.  (HoDAG)  programs.  For 
example,  the  CDBG  prograra  was  designed  to  give  localities  much  greater 
discretion  in  designing  their  community  development  activities.  Existing 
federal  block  grant  programs  should  be  comprehensively  reviewed,  and  efforts 
should  be  made  to  modify  and  redesign  these  programs  to  ensure  the  productive 
use  of  the  federal  funds  by  state  and  local  entities  to  address  pressing 
housing  neeJs. 
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In  order  to  aalntaln  and  revitalize  these  housing  assistance  programs.  It  Is 
essential  that  the  federal  govemsent  take  core  responsibility  for  funding 
low-lncone  housing  programs,  while  the  development,  administration  and 
Implementation  of  these  pr  grasi:  should  be  conducted  at  the  state  and  local 
level «  The  nature  of  housing  programs  for  the  poor  should  not  have  to  depend 
on  the  budgetary  problems  of  the  fedei  j1  government,  but  should  Instead  be 
reflective;  of  a  studied  and  icnowledgeable  assessment  of  the  housing  situation 
specific  to  each  stata  and  locality.   In  this  manner,  a  more  focused  approach 
will  enable  more  efficient  use  of  resources  and  reduce  the  federal 
government's  administrative  burden.   Some  specific  recomnendations  in  this 
area  are: 

*  A  revitalization  of  the  public  housirq  program,  with  efforts  towards 
increasing  the  program's  e^ficienr     Consideration  should  be  given  to 
implementing  such  changes  as  tenant,  participation  in  management  of 
these  projects. 

*  Incentives,  such  as  the  broadening      income  requirements,  should  be 
provided  to  owners  of  federally-assisted  low-income  housing  projects  in 
order  to  keep  units  in  the  assisted  housing  stock. 

*  Federal  monies  should  be  targeted  toward  block  grant  funding  targeted 
specifically  to  housing,  in  which  states  and  localities  assess  their 
housing  needs  and  administer  the  funds  accordingly. 

Similarly,  constraints  on  CDBG  and  UDAG  should  be  removed  so  that  these 
programs  can  utilize  funds  for  new  construction  where  appropriate. 


As  stated  in  the  introduction,  we  favor  an  emphasis  on  l!^1ement1ng  targeted 
housing  programs  at  the  state  and  local  level  in  order  to  maximize  community 
input  and  involvement  as  well  as  the  chances  of  program  success*   At  the  state 
level,  a  viable,  active  Housing  Finance  Agency  Is  essential  for  formulating 
programs  tailor-made  for  a  state's  unique  housing  needs.   As  an  example, 
several  years  ago  California  Housing  Finance  Agency  (CHFA)  developed  Cal- 
First,  a  program  specifically  designed  to  meet  the  needs  of  the  first-time 
homebuyers  through  a  graduated  payment  mortgage  program. 

At  the  local  level,  conmunities  need  to  Increase  the  awareness  of  their 
residents  of  the  need  for  programs  designed  to  Improve  the  housing 
opportunities  for  low-and  moderate  household'^.   Education  is  the  key  to 
creating  an  environment  in  which  these  efforts  can  succeed.  Only  when  the 
public  fully  understands  the  Importance  of  housing  programs  to  themselves  and 
their  cofi&mnlties  will  solutions  be  possible. 

One  area  where  local  jurisdictions  can  have  a  major  impact  on  housing  is 
through  providing  maximum  flexibility  in  building  and  zoning  regulations. 
C.A.R.  is  on  record  as  favoring  the  following  types  of  polices: 


VI. 


STATE/LOCAL  PROGRAMS 
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*  Laws  that  zone  adequate  land  for  various  types  of  ownership  and  rental 
housing. 

*  Policies  that  do  not  attempt  to  limit  growth  and  restrict  residential 
developsient. 

*  Zoning  policies  that  penalt  development  at  higher  densities  and 
encourage  naxlmuia  site  utilization. 

The  provision  of  adequate  Infrastructure  and  other  public  facilities 
and  ;er^1ces. 

Policies  that  streaallne  the  permit  and  approval  process,  eliminating 
unnecessary  and  costly  time  delays. 

*  Policies  that  encourage  Innovations  In  development,  and  construction 
techniques  and  materials. 

*  Policies  that  encourage  Innovative  product  design  to  meet  affordable 
housing  nee;^s. 

*  Policies  that  promote  the  use  of  surplus  public  land  for  the 
development  of  affordable  housing  In  conjunction  with  the  private 
sector. 

In  recent  years,  much  attention  has  also  been  focused  on  the  homeless.  While 
there  are  no  accurate  counts  of  the  number  of  homeless  people,  estimates  run 
from  between  250,000  to  2  Billion,  with  anywhere  from  50,000  to  75,000  In 
California.  Moreover,  the  nuaber  has  gr-wn  sharply  since  1S80  and  has 
Included  many  single  wojaen  with  children.  The  problem  of  hooelessness  needs 
to  be  recognized  as  a  social  Issue  rather  than  as  a  narrow  housing  Issue,  and 
within  this  context,  should  be  paid  for  by  general  revenues  generated  by 
federal,  state  and  local  entitles. 

However,  In  developing  public  support  for  broad  based  responses  to  the  plight 
of  homeless  people,  a  case  must  be  made  for  the  need  to  encourage  development 
and  rehabilitation  of  low-  and  very  low  Income  rental  housing.  To  this  end, 
coarounltles  that  enact  laws  to  limit  residential  growth  or  control  rents,  are. 
In  the  (ong  run,  exacerbating  the  housing  situation  for  *iow  Income  households. 

A  recent  study  Indicated,  for  example,  that  there  Is  a  direct  relationship 
between  a  community's  enactment  of  rent  control  with  an  Increase  In  Its  local 
homeless  population.  The  presence  of  rent  control  hinders  private  Investment 
In  housing  construction,  rehabilitation  and  maintenance  and  therefore  works. 
In  the  long  run,  to  frustrate  the  ability  of  a  locality  to  meet  the  shelter 
needs  of  Its  lowest  Income  reildents.   6ro#rth  control  policies  attempt  to 
artificially  Unit  the  supply  t»f  new  housing,  thereby  eliminating  housing 
opportunities  for  a  population  of  lower  Income  families. 

Though  the  federal  government  cannot  directly  intervene  in  local  decision 
making  regarding  such  policies,  it  can  enact  sanctions  and  incentives  to 
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provide  a  powerful  message  that  such  policies  frustrate  the  nation's  progress 
toward  housing  for  all. 


Cutbacks  in  federal  direct  housing  assistance  has  led  to  a  ninsber  of 
alternative  approaches  for  producing  low- and  moderate  incoae  housinq.  These 
techniques  us'jally  include  a  mixture  of  local  govenwuent  involveaent, 
participation  by  non-profit/charitable  organizations,  relaxation  of  regulatory 
constraints  and  use  of  indirect  forcjs  of  federal  assistance,  ^?rt1cularly  tax 
incentives.   While  private  sector  efforts  represent  only  a  saau  contribution 
to  the  housing  supply  they  should  be  supported  as  part  of  the  overall  effort 
to  improve  the  housing  situation.   Exainples  of  such  efforts  range  froa: 

•  The  Enterprise  Foundation  -  which  provides  funding  and  technical 
assistance  to  local  non-profit  housing  corporation  for  rehabilitating 
or  constructing  housii.3  for  households  with  incones  of  ^10,000  or  less. 

•  Joint  Venture  for  Affordable  Housing  -  a  public-privatt;  partnership 
involving  various  organizations,  in  comaunities  willing  to  reduce 
zoning  regulations,  utilizing  cost-reducing  techniques  and  innovative 
site  planning. 

•  In  addition,  we  would  suggest  that  the  following  approaches  should  be 
considered: 


Special  IRA  provisions  for  first-time  homebuyers  to  enable 
tiiem  to  utilize  thbir  IRA  savings  as  a  downpay&ent  on  a  hoii.e 
without  incurring  any  penalties. 

A  dedicated  housing  account  or  tax-deferred  savings  plan, 
like  an  IRA,  to  help  first-time  hooebuyers  save  for  a 
downpayment. 

Sweat  equity/urbc.n  honesteading  programs,  which  increase 
housing  affordability  with  homes  which  are  sold  or  built  at  a 
discount  to  low-income  households  with  the  understanding  that 
they  will  work  to  build  or  reh?bilitate  the  structure 
themselves. 


VIII.  Conclusion 

The  California  Association  of  REALTORS®  is  pleased  to  have  the  opportunity  to 
submit  this  paper  outlining  'building  blocks'  for  new  national  housing 
legislation.   We  have  attempted  to  outline  new  approaches  but  also  to  suggest 
why  some  current  programs  deserve  to  be  not  only  maintained,  but  strengthened. 
Existing  programs,  such  as  the  FHA  and  VA,  have  successfully  addressed  the 
nation's  housing  needs  and  merit  continued  federal  support  as  well  as 
enhancements.   Additionally,  there  are  a  variety-  of  new  approaches  to  housing 
affordability  and  supply  problems  that  deserve  to  be  incorporated  into  a 
national  housing  policy.   We  are  delighted  to  be  part  of  this  process  and 
would  welcome  the  chance  to  provide  further  specific  recossaendations  in  the 
future. 


VII. 


Private  Sector  Approaches 
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A  SThiTBQY  TO  STXMDLATS  BOQSXNQ  AKO  JOBS 
Subiittad  to  the  National  Bousing  Task  Force 
Center  for  Puhlic  Dialogv 
Septeaber  29.  1987 


Introduction 

Tbe  Major  housing  probleas  are  1)  tbe  higb  cost  of  duelling  units.  2)  the  high 
cost  of  land,  and  3)  the  lov  incoaes  of  tbose  «ho  are  ill-housed. 

Our  tax  systea.  particularly  the  videly-aisunderstood  property  tax.  helps 
explain  the  persistence  of  Inerica's  chronic  housing  difficulties  and  holds 
vital  keys  to  tbeir  solution.    Tbe  conventional  property  tax: 

— Penalizes  vith  higher  t&xe«  tbose  «ho  provioe  and  aaintain  decent  housing. 
Kbo  generate  construction  ioon  and  vho  sake  neighborhoods  Mora  attractive. 

— tieiiards  Kith  loner  taxes  those  vho  let  their  boaes  or  rental  housing  fall 
into  d*srePair.  spanning  coaauoitv  bli^^ht. 

— Ondertaxes  lend  values  and  adds  to  the  nation's  poverty  by  letting  land 
speculators  recoup  the  hulk  of  these  values  created  by  the  coaaunity. 

— Favors  lt.>)d  holding  over  land  using,  creating  artificial  shortofes  of 
housing  sites.    This  boosts  urban-suburban  land  prices  and  drives  residents  and 
businesses  aiiav  fron  cities  into  the  countryside.    It  also  aastes  billions  of 
dollars  as  under-utilized  public  facilities  and  services  are  duplicated. 

— Taxes  at  scandalously  high  rates  a  basic  huaan  necessity.    A  3%  property 
tax  nay  sees  aodest.    But  a  5%  sales  tax  is  inposed  only  once;  the  property  tax 
paid  year  after  year  is  equivalent  to  a  50%  sales  tax.    A  28%  incone  tax  sounds 
hich.  but  a  coapsny  pays  this  on  profits  net  of  costs.    If  it  earns  8%  profit 
on  capital,  this  is  only  2.2%  on  full  capital  value  (tbe  basis  on  nbich  rental 
housing  pays  property  taxes,  hoaever  naager  tbe  profit). 


Proposal-*a  pro-housing  property  tax 

Significant  iaproveaants  in  housing  quality  and  af f ordability  can  be  achieved 
by  1)  reducing  oppressive  taxes  nox  inposed  on  bousing,  labor  and  production 
and  2)  by  obtaining  acre  revenues  froa  coaaunity-gen^rated  land  values. 

TyPi  .al  property  taxes  are  iaposed  on  land  and  iaproveaenta  at  tue  saae  rates. 
Provision  should  he  aade  for  differential  tax  rates;  that  is,  substantially 
loaer  .atas  on  hoaes  and  other  structures,  and  bigbar  rates  on  land  values 
This  describes  the     Jo-rata  property  tax**  ihicb  has  been  reaarkably  successful 
in  Pittsburt^b  and  six  other  Pennsylvania  cities. 

Reduced  taxes  on  dRellings  seen  loRsr  purchase  or  rental  prices.     Rill  not 
-greedv  landlords"  pocket  tbe  benefits?    They  aay  try.  but  lifting  tax  disin- 
centives creates  a  larger  supply  and  aarket  coapetition  restrains  prices. 
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Increased  taxes  on  land  vean  loner  prices  of  bousing  sites.    This  vital  fact— 
the  hi«her  the>sz,  the  loner  the  selling  price— is  counterintuitive  and  bears 
explaining:     a  lot's  sfcle  price  is  a  capitalixation  of  its  actual  or  potential 
annual  rent.     The  higher  tax  reduces  the  net  rent  and  thus  reduces  the  selling 
price.     Rill  not  owners  •'pass  on**  higher  land  taxes  to  purchasers/renters? 
A<ain.  they  aay  try,  but  price  is  set  by  supply.  Khich  oiiners  of  land  cannot 
Manipulate  because  the  .^nount  of  land  is  fixed.     As  Mill  Rogers  said,  •'Buy 
land--they  ain*t  making  any  aore. 

Loner  taxes  on  houses  and  higher  tax«?  on  land  are  recognised  as  fair.  Those 
sho  sork  hardest  to  satisfy  society's  shelter  needs  are  not  hit  sith  t;ie 
heaviest  tax  burdens.     Instead,  socially-created  valuee  are  recycled  for  public 
revenue.     Bos  does  the  co»«unity  create  land  values?    First,  Just  by  their 
existence,  people  create  demand  for  space  shich  translates  into  land  values. 
Hither  concentrations  of  people  generate  higher  square-foot  costs  of  lots. 
This  is  shy  land  in  Kes  York  City  is  acre  valuable  than  in  Tuxaa,  and  «ore 
valuable  there  than  in  "tdunk.    Second,  the  public  sorks  financed  by  the  taxes 
of  all  the  people  spa>  ,  »and  values.     Build  a  nes  highsay,  bridge,  school,  firs 
station,  sener  line  or  subsay  and  adjacent  land  values  iMediately  soar. 

Once  the  property  tax  is  fairer  and  aore  palatable,  onerous  local,  state  and 
fedetcl  taxes  that  iapede  production  and  perpetuate  the  poverty  of  those  sho 
are  ill-voused  gradually  can  be  replaced  by  revenue  fro«  the  tso-rate  tax. 


Federal  role 

Hhile  the  property  tax  is  primarily  a  state-local  respcTtsibility,  the  federal 
«overn«ent  has  strong  dustifj cations  for  assisting  it,  ^lodernising  this  tax. 

The  upside-dosn  incentives  of  the  property  taxt  already  noted,  have  eroded 
scores  of  federal  housing  prograM.     For  half  a  century,  Dncle  Saa  has  expended 
billions  to  fiaht  sluas,  urban  decay  and  poverty— picking  up  the  bill  caused  to 
a  considerable  extent  by  the  failings  of  local  tax  systeas.     The  federal 
«overnaent  can  iaProve  the  property  tax  in  the  folloxing  says: 

—Research  to  pinpoint  the  lessons  froa  pioneering  experiaents  aith  the 
tso-rate  tax.     Hhat  successes  can  be  duplicated?    Rhat  shortcoaings  can  be 
avoided?    MhJt  addition'il  steps  should  be  tested? 

—Education  and  diseeainatiou  to  shos  all  sho  are  concerned  sith  housing  and 
poverty  issues  that  here,  in  the  property  tax  arena,  is  a  hopeful  approach  for 
ceeting  the  shelter  needs  of  poorer  Aaericans. 

—Carrots  can  be  devised  to  encourage  states  and  localities  to  re-exaaine 
Present  anti-housing  tax  policies.     These  aay  include  technical  assistance  in 
assessaent  adainistration,  feasibility  studies  and  rate-setting  adjustaents; 
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bODuses  In  block  firants  or  other  housing  prograis  for  localities  that  edop  the 
tRO-rate  tazi  and  priorities  for  tuo'rate  tax  localities  seeking  to  quclify  for 
housing'related  fsderal  aid. 

«*'-Stioks  also  mny  be  devised.    For  ezanple.  Rhen  federally-funded  facilities 
such  8S  daas,  parks  or  highways  will  predictably  raise  land  values,  sponsor* 
ins  agencies  aay  require  localities  to  recapture  a  specified  portion  of  those 
vel  8S  froB  effected  sites.     Also,  certein  federal  aid  aay  be  aade  contingent 
on  localities  aeeting  a  schedule  of  progress  toward  use  of  the  two-rate  tax. 


Conclusion 

Kany  aspects  of  housing  the  poor  need  attention.     The  detrinental  iapacts  of 
the  Property  tax  are  enphasized  here  because,  if  not  corrected,  they  will 
continue  to  undereine  otherwise  worthy  federsl  and  local  housing  prograas. 

Re^'ults  to  date  of  nodest  applications  of  the  two-rate  tax  (see  attachaents) 
are  iaoressive.     They  have  encouraged  sore,  better  and  cheaper  housing. 

Dse  of  the  two-rate  tax.  far  froa  pitting  builders  sgainst  labor,  owners 
egainst  tena^.l^'.  feds  against  locals,  or  hoaeowners  against  assessors  and  tax 
collectors,  offers  coanon  ground  o.^  which  all  these  interest  groups  can  work 
together.     It  seeas  clearly  to  be  a  refoL**  whose  tiae  has  coae. 

Our  Center  appreciates  the  offer  to  contribute  to  this  syaposiua  of  ideas  and 
will  be  happy  to  cooperate  with  the  Task  Fore^  in  its  iaportant.  aiosion. 


Rsltor  Rybeck,  Director 
CEMTER  FOR  POBLIC  DIALOQDE 
Kensington,  Haryland 
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STATEMENT  BY  CHARLES  F,  DEAN,  PRESIDENT 
THE  COOPERATIVE  HOUSING  FOUNDATION 

EXPANDING  THE  ROLE  OF  HOUSING  COOPERATIVES  AND  NONPROFIT 
ORGANIZATIONS  XMTHIN  A  NEW  NATIONAL  HOUSING  POLICY 

I  INTRODUCTION 

The  Cooperative  Housing  Foundation  (CHF)  was  very  pleased  tO  receive  a  request 
from  the  Senate  Su^  '^mraittec  on  Housing  and  Urban  Affairs  to  help  develop  a  new 
framework  for  a  national  housing  policy.  Clearly,  v^c  have  reached  a  point  where 
some  major  changes  are  needed  if  we  are  to  do  a  better  job  of  helping  moderate- 
and  low-income  people  met.  their  housing  needs.  We  are  hopeful  that  the  role  of 
housing  cooperatives  and  nonprofit  housing  organizations  will  be  expanded  within 
the  new  national  framework  because  these  private  organizations  can  help  people 
obtain  better  shelter  who  otherwise  could  not  afford  it. 

The  Cooperative  Housing  Foundation  has  t  36-year  record  of  achievement  sponsoring 
the  development  of  more  that  60,000  homes  in  some  400  housing  cooperatives 
throughout  the  United  States.  CHF  has  also  been  very  active  in  international 
housing  since  1964  through  contracts  and  grants  with  the  United  States  Agency  for 
International  Development  (AID),  the  World  Bank,  and  the  United  Nations  (UN).  We 
are  currently  working  in  more  than  20  countries  helping  more  than  200,000  of  ti  c 
very  poorest  people  in  urban  squatter  settlements  and  rural  villages.  We  believe 
that  some  of  the  approaches  and  techniques  which  have  been  used  successfully  in 
other  countries  could  be  modified  for  tif.  here  in  the  United  States,  especially  in 
the  poorest  areas  along  the  border  with  Mexico,  the  poverty  areas  of  the  South, 
and  Appalachia. 
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n  THE  PROBLEM 

The  problem  of  providing  decent  shelter  for  all  Americans  is  serious  but  not 
unsolvable.  Substantial  progress  was  being  made  between  1968  and  1973  as  a  result 
of  bipartisan  support  for  the  Housing  Act  of  1968,  which  established  a  ten-year 
national  production  goal  of  2.0  million  new  units  pc.  year,  with  600,000  units  per 
year  targeted  for  low-  and  moderate-income  families.  However,  a  moratorium  was 
declared  on  most  funding  for  federal  housing  programs  in  1973.  Since  then,  there 
has  been  a  steady  decline  in  the  production  of  new  housing  for  poor  and  moderate- 
income  people  in  the  United  States. 

Most  of  the  94  million  units  of  housing  in  the  United  States  are  in  relatively  good 
shape  and  most  Americans  are  well  housed.  Howc/er,  too  many  people  still  live  in 
very  inadequati.  housing.  Minorities,  women  as  heads  of  households,  inner  city 
residents,  and  the  rural  poor  suffer  the  most  Some  recent  reports  predict  a  rise  in 
poor  households  from  11.9  million  in  1983  to  17.2  million  in  the  year  2000,  and  a 
total  need  for  new  housing  for  low-income  people  of  about  7.8  million  units. 

The  total  annual  production  of  new  housing  in  the  Untied  States  has  varied  in 
rewnt  years  from  1.4  to  1.9  million  units.  Currently,  it  is  at  the  annual  rate  of 
about  1.6  million  units.  However,  almost  all  of  this  new  construction  is  produced 
for  sale  or  rent  to  middle-  and  upper-income  families. 
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In  many  areas,  low-income  people  are  being  displaced  from  existing  rental  projects 
as  t'  rse  projects  a:e  refinanced  privately  and  federal  controls  no  longer  apply.  An 
estimated  900»00O  ^jnits  of  federally  assisted,  privately  owned  rental  housing  may  be 
lost  to  lower  income  people  during  the  next  few  years. 

Ill        EXPERIENCE  IN  OTHER  COUNTRIES 

Although  a  few  countries  such  as  Sweden  have  solved  their  housing  problems,  most 
have  not.  Many  are  faced  with  the  same  dilemma  as  the  United  States.  The  cost 
of  standard  new  housing  is  far  too  high  to  be  affordable  to  moderate-  and  low- 
income  people.  Governments  are  unable  or  unwilling  to  provide  the  funding 
necessary  to  subsidize  the  difference  between  housing  costs  and  the  amount  that 
people  can  afford  to  pay.  The  private,  profit-making  housing  producers  continue  to 
serve  the  needs  of  upper  income  families  and  government  housing  programs  work  at 
providing  relatively  small  numbers  of  new  units  for  the  very  poor,  leaving  a  big  gap 
for  moderate-  and  lower-income  working  people.  This  gap  is  the  place  where 
housing  cooperatives  and  nonprofit  housing  organizations  ^^n  be  most  effective,  if 
the  new  national  housing  framework  provides  flexible  funding  and  support.  These 
private  sector  organizations  can  help  reach  the  poor  with  innovative  self-^help 
programs  that  are  often  more  efficient  than  those  implemented  directly  by 
government  agencies. 

One  of  CH  *s  most  exciting  new  programs  overseas  is  underway  in  Central  America, 
where  CHF  is  making  loans  for  self-help  housing,  community  services,  and  jobs  in 
six  countries.  The  program  started  in  1985  with  a  SlO  millio.  .^rant  from  the  United 
States  Agency  for  International  Development  (AID).   It  has  since  grown  into  a  $16 
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million  program  with  additional  funds  ffom  local  credit  unions,  housing  cooperatives, 
and  private  organizations,  and  will  eventually  benefit  more  than  120,000  people  in 
the  poorest  urban  squatter  settlements  and  rural  villages. 

The  unique  feature  of  this  program  is  that;  for  the  first  time,  AID  funding  for 
housing  is  being  channelled  through  the  private  sector  as  a  complement  to  the 
traditional  flow  of  funds  through  government  housing  agencies.  The  results  are 
exciting  In  that  the  housing  loans  and  home  improvement  loans  are  reaching  poorer 
people  more  quickly,  the  housing  is  less  expensive,  and  most  important,  repayment 
of  the  loan,  is  at  99%,  which  is  unheard  of  in  lowcost  housing  programs  in  the 
region. 

The  key  to  this  program's  success  is  the  channelling  of  funds  through  the  private 
sector,  which  eliminates  most  of  the  red  tape  and  bottlenecks  of  past  programs. 
The  idea  for  this  unique  appioach  came  out  of  the  recommendations  of  the  National 
Bipartisan  Commission  on  Central  America,  headed  by  Dr.  Henry  ICissinger. 

IV  EXPANDING  THE  ROLE  OF  HOUSING  COOPERATIVES  AND  NONPROFIT 
ORGANIZATIONS 

During  the  past  \A  years,  there  has  been  a  steady  decline  In  the  amount  of  federal 
funding  for  housing  in  the  United  States.  CHF  joins  many  other  organizations  in 
deploring  these  cutbacks  and  strongly  supports  an  increase  in  Overall  housii.g 
funding  so  that  the  Department  of  Housing  and  Urban  Development  (HUD),  and 
Farmers  Home  Administration  (FmHA),  and  the  Bureau  of  Indian  Affairs  can  expand 
and  continue  the  best  of  their  current  programs.    At  the  same  time,  the  new 
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national  housing  framework  should  include  a  rr.ch  greater  role  for  private, 
nonprofit  or{>anizations  and  cooperatives  which  are  concerned  with  housing  for 
moderate'  and  lOwMncomc  people.  These  organizations  can  provide  an  effective 
delivery  system  to  reach  the  poor  by  providing  more  shelter  for  each  dollar  spent. 

Luring  the  past  ten  years,  thousands  of  community-based,  nonprofit  organizations 
have  become  involved  in  housing  throughout  the  United  States.  Cooperative  housing 
organizations  have  also  grown  and  gained  experience.  Some  of  the  largest  and 
strongest  cooperative  organizations,  SiCh  as  the  National  Rural  Electric  Cooperative 
Association  (NRECA)  and  the  Credit  Union  National  Association  (CUNA),  have  also 
become  more  involved  and  arc  interested  in  increasing  hou.tng  activities  in  the 
future.  Still  other  nonprofit  organizations  arc  related  to  religious  groups  and  labor 
organizations.  Some  of  these  cooperatives  and  nonprofit  housing  organizations  are 
efficient,  well  administered,  and  technically  competent.  Others  are  less  experienced 
and  need  technical  and  financial  back-up.  However,  as  a  whole,  they  represent  a 
growing  and  potentially  powerful  resource  for  meeting  the  housing  needs  of  low. 
and  moderate*income  people  in  the  years  ahead. 

In  western  Europe,  cooperatives  and  nonprofit  housing  organizations  accwunt  for 
the  production  and  management  of  more  that  20%  of  all  housing  in  such  countries 
as  Germany  and  Austria.  In  Scandinavia,  more  than  25%  of  all  housing  is  developed 
by  cooperatives.  Cooperatives  can  play  an  especially  important  rolc  here  in  the 
United  States  in  the  rehabilitation  and  conversion  of  rental  housing  to  Ownership 
the  residents.  Such  conversions  can  help  residc:^ts  avoid  displacement  as  developers 
buy  up  old  complexes  and  convert  them  to  higher-incomc  condominiums. 
Cooperatives  can  also  help  rural  people  ^Ith  i.umc  improvements  and  •scattered-sitc* 
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cooperatives  ean  help  elderly  Americans  to  continue  to  live  In  their  old 
neighborhoods,  avoiding  premature  moves  to  nursing  homes  or  other  institutions. 

There  are  already  several  examples  where  federal  funding  has  been  successfully 
provided  for  housing  through  private  or  mixed  public/private  institutions.  One  is 
the  Neighborhood  Reinvestment  Corporation  (NRC)»  which  was  established  by  the 
Housing  and  Community  Development  Act  of  1978  and  is  doing  important  work 
around  the  country  Iq  r^^raalng  urban  neighborhoods.  Another  example  is  the 
National  Cooperative  Bank  (>'  ).  established  about  ten  years  ago  with  federal  funds 
but  operating  now  as  a  private  sector  bank  owned  by  the  cooperatives  it  serves. 
The  NC0  has  an  impressive  housit.g  portfolio  exceeding  $200  million  and  operates  as 
a  very  efficlen:,  private  sector  housing  bank  with  a  minimum  of  red  tape  and 
maximum  service. 

V  CONCLUSION 

Many  recent  housing  reports  and  news  articles  have  called  attention  to  the  housing 
crisis  that  poor  and  modcrate-income  people  face  here  in  the  United  States.  If  we 
are  to  develop  an  effective  new  framework  for  housi  in  Amciica,  we  should  create 
a  new»  more  prominent  place  for  cooperatives  and  uther  nonprofit  organizations 
within  th^t  framework.  We  should  also  provide  motc  funding  thr«-  oh  private  sector 
channels  to  allow  these  organizations  more  flexibility  in  developing  innovative 
shelter  projects*  especially  for  the  working  poor. 
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A  HOUSIHG  AGENDA  FOR  AMERICA 


A  Federal-City  Partnership 


Raymond  L,  Plynn* 


Decent,  affordable  housing  is  the  American  Drecun.  The  task 
for  the  next  president,  and  the  next  Congress,  is  to  begin 
to  fulfill  the  promise  first  made  by  Congress  in  1949  of  a 
"decent  home"  for  all  Americans. 

In  this  article,  I  want  to  recommend  three  areas  rhat  can 
form  the  basis  of  a  new  direction  in  federal  housing  policy* 
The  first  deals  with  hoirelescness;  the  second  with  preserving 
the  existing  stock  of  subsidized  housing;  and  the  third  is 
expanding  tfie  supply  of  affordable  housing. 

During  the  past  few  year  /  the  rising  tide  of  homelessness 
has  put  the  nation's  housing  crisis  back  on  the  front  pages. 
The  sight  of  Amerx?ans  sleeping  in  alleyways  and  streets  has 
stirred  the  country's  conscience.  It  has  led  to  a  wide  range 
of  grass  roots  efforts  —  by  religious  and  other  volunteer 
croups,  as  well  as  local  governments  —  to  provide  ^the  homeless 
with  shelter  and  food.  In  Boston,  for  example,  we  have  more 
than  doubled  the  number  of  emergency  shelter  beds  sincis  1984. 
Sarveys  conducted  by  the  U.S.  Conference  of  Mayors'  Task  Force 
cn  Hunger  and  Homelessness,  which  I  have  the  honor  to  chair, 
reveal  thac  cities  and  volunteer  groups  are  stretching  their 
limited  resources  to  provide  basic  services  for  the  homisless, 
but  the  need  far  surpasses  available  resources. 


*  Raymond  L.  Flynn,  mayor  of  Boston,  is  chairman  of  the  U.S. 
Conference  of  ttoyors'  Task  Force  on  Hunger  and  Homelessness 
and  a  member  of  the  Democratic  Party  Platform  Committee. 
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If  the  record  numbers  of  people  on  America's  streets  had 
been  driven  there  by  a  natural  catastrophe,  many  states  would 
be  declared  disaster  areas.  But  even  though  homelessness  is 
a  national  problem^  the  Reagan  administration  has  given  only 
lip  service  to  the  >ssue,  and  has  taken  no  responsibility  for 
its  role  in  swelling  the  ranks  of  the  homeless  through  its 
cutbacks  and  policies. 

Homelessness  is  a  symptom  of  a  much  deeper  problem  —  the 
nationwide  shortage  of  affordable  housing.  This  problem,  in 
turn,  is  a  direct  result  of  the  federal  government withdrawal 
from  housing  assistance. 

Those  of  us  on  the  front  lines  of  the  housing  crisis  see 
the  impact  of  these  cuts  every  day.  .  We  look  at  vacant  buildings 
we  want  tr  rehabilitate.  We  look  at  empty  lots  where  we'd 
like  to  £e«  new  construction.  We  look  at  skyrocketing  rents, 
which  force  families  to  choose  between  such  basic  necessities 
as  heat,  food,  and  medical  care.  We  see  energy  bills  that 
could  be  cut  by  weatherizauion  programs.  We  look  at  long  waiting 
lists  -for  public  and  subsidized  housing.  Ai/1  we  look  at  homeless 
people  in  our  streets ,  alleyways,  subways,  and  shelters,  and 
see  Americans  who  deserve  decent,  affordable,  permanent  housing. 

In  the  late  1980s,  however,  housing  is  a  growing  concern 
among  many  sectors  of  our  population.  It  is  no  longer  simply 
a  problem  for  the  poor,  but  also  for  working-class  and 
middle-class  Americans.  Because  the  housing  crisis  is 
widespread,  we  ran  now  fashion  a  federal  housing  policy  with 
broad  appeal  —  one  that  can  help  restore  the  American  dream 
aid  the  promise  of  opportunity  for  all.  Affordable  housing 
must  be  a  centerpiece  of  a  new  urban  agenda. 
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Indeed,  from  the  late  1940s  through  the  late  1970s,  the 
housing  conditions  for  the  American  people  s».2adily  improved, 
thanks  primarily  to  federal  housing  poliu^es.  During  that 
period,  the  federal  government  was  committed  to  improving  the 
quantity,  quality,  and  affordability  of  housing  for  all  income 
groups  and  age  groups*  Home  ownership  rates  increast^d  steadily, 
reaching  65  percent  in  the  1970s »  Low-income  Ameri**"  «<  were 
«erved  with  a  variety  of  program,  to  boost  subsidirew  rental 
housing*  The  quality  of  housing  improved  as  well*  During 
this  period,  the  number  of  Americans  living  in  substandard 
units  declined  significantly*  Of  course,  there  was  always 
room  for  improvement*  But  in  that  three-decade  period,  America 
set  high  standards  for  itself,  and  »;77Mcd  its  talent  and 
resources  to  reaching  the  goal  of  d^^tsnt,  affordable  housing 
for  all* 

In  this,  decade,  however,  Hash^.ngton  has  transformed  the 
American  dreeun  into  a  nightmare* 

Since  1981,  the  federal  government  has  all  but  dismantled 
the  nation  «  housing  programs*  The  number  of  new  federally 
assisted  units  has  plummetted  from  above  200,000  to  about  25,000* 
Hous/^g  projrams  fimded  by  tho  Department  of  Housing  an*'  Urhan 
Development  (HUD)  have  oeen  cut  from  over  ^33  billion  to  under 
$8  billion  —  a  75  percent  cut* 


The  consequences  of  the  fe<3%2ral  government's  withdrawal 
froiu  housing  have  been  disastrous*  We  have  seen  a  steady  erosion 
in  the  quality  of  life  in  our  cpmmun.lties*  Americans  have 
begun  to  Ic^e  confidence  in  the  ability  of  our  economy  to 
"deliver  the  goods*"  The  housi:>g  crisis  has  become  the 
number-one  topic  of  conversation  a^  ross  the  country*  From 
posh    suburbs   to   inner-city   neighborhoods,    from   city   halls  to 


The  Impact  of  Federal  Withdrawal 
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state  houses #  from  corporate  boardrooms  to  neighborhood  bars/ 
from  young  families  to  the  elderly,  the  shortage  of  affordable 
housing  is  on  everyone's  mind. 

Home  ownership  —  the  symbol  of  the  American  dream  —  is 
increasingly  beyond  the  reacn  of  the  American  people.  In  1949, 
the  average  30-year  old  home  buyer  needed  to  spend  14  percent 
of  his  paycheck  to  afford  the  typical  iiome.  By  1985,  the  figure' 
had  risen  to  44  percent.  Since  1980,  home  ownership  rates 
have  fallen  each  year.  For  young  families f  in  particular,, 
this  dream  has  become  an  illusion.  The  home  ownership  rate 
among  30  -  34-year  olds,  for  exeunple,  declined  frcxn  59  3  percent 
in  1981  to  54.7  in  1985.  A  reo^nt  report  by  the  Joint  Center 
for  Housing  Studies  of  the  Massachusetts  Institute  of  Technology 
(MIT)  and  Harvard  ^  University  warned  that  "young  households 
feel  thwarted  by  the  high  cost  of  home  ownership  and  alarmad 
about  their> prospects  of  ever  being  able  to  buy."^2)  According 
to  American  Demographics,  the  proportion  of  young  adults  living 
at  home  with  their  parents  is  higher  now  that  it  has  been  at^ 
any  time  since  the  19505. ^-^^ 

The  rise  in  home  own*»tship  costs  has  pushed  many  households 
back  into  the  rental  market.  Because  of  this  growing  demand, 
rents  have  skyrocketed,  rising  much  faster  than  income.  Renters 
ara  thus  paying  a  growing  portion  of  their  income  for  rent. 
(The  average  rept  burden  grew  fron  20  to  29  percent  of  income 
between  1970  and  1983.)  This  is  particularly  true  for  the 
poor,  whose  ranks  are  swelling  nationwide^  and  who  have  the 
least  discret.ion  in  allocating  their  limited  incomes.  According* 
to  th  MIT-Harvard  stuay,  one-quarter  of  the  poor  pay  over 
three-quarters  of  their  income  for  rent.  (The  new  tax  law 
makes  matters  worse,  by  eliminating  incentives  to  build  new 
rental  housing  and  by  pushing  curren    landlords  to  raise  rents.) 
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The  most  serious  consequence  of   this  housing  crisis  is  the 
"rise   in   homelessness.     A  25-city   survey,    results  of  which  we 
released    in   December    1986    by   the    U.S.    Conference   of  Mayors, 
found   an    increasing   demand    for    emergency    shelter    across  the 
country.      Perhaps    the    most    tragic    finding    was    the  growing 
•proportion  of  families  and  children  among  th..  nation's  homeless 
!population. (4)     ^   follow-up    survey   of   29    cities,    released  in 
;May   1987,    found  that  the  number  of  fzunilies   seeking  emergency 
^shelter  had  increased  by  31  percent  in  two  years.     Every  survey 
•  city  reported   that   the   number   of    ^cimilies   temporarily  living 
.with  friends  or  relatives  has  increased. (5) 

This  epidemic  of  homelessness  in  our  affluent  society  is 
a  national  scandal. 

The  housing  crisis   is  also  a  problem  for  American  business 
^and  the  overall  economy.     High  housing  costs  make  it  difficult 
;for   employers    to   attract    employees.     The   chief    economist  for 
the    Port   Authority  of   New  York  and  New  Jersey  recently  told 
the  New  York  Times;     "Companies   are  not   going   to  expand  here 
when    their    employee*    can';.    a.fford    homes."  ^ 6)      The  business 
community  needs  to  become  a  more  vocal  advocate  for  affordable 
,  housing. 


The  Search  for  Solutions 

During  the  1980s,  as  the  Reagan  administration  dismantled 
his  fedaral  housing  programs,  state  and  local  governments  have 
assumed  a  greater  responsibility  for  dealing  w.xth  the  escalating 
demand  for  affordable  housinT.  Out  of  nect^ssAty,  they  have 
developed  many  innovative  programs,  combining  public  and  private 
initiatives,  including  partnerships  with  foundations  and 
community-based  organiz^l,ions.  ^"^5  of  course,  there  is  no  way 
that  cities  and  stafcis  can  fill  the  huge  gap  created  by  the 
federal  government's  withdrawal  from  housing.     Only  the  federal 
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government  has  the  resources  to  meet  this  basic  need*  But 
many  of  the  creative  efforts  of  local  governments  can  provide 
models  for  laderal  programs  in  the  future*  What  is  needed 
now  is  a  partnership  between  the  federal  government  and  our 
cities r  with  the  federal  government  providing  the  resources 
and  the  loce^lities  providing  the  initiative  and  taleat* 

In  housing,  the  problem  is  not  to  get  the  federal  government 
off  our  backs*  It  is  to  get  federal  dollars  back  in  our 
communities*  We  need  to  create  a  broad ,  bipartisan  coalition 
to  support  an  expanded  federal  role  in  housing* 

Congress  is  currently  (August  1987)  reviewing  a  $16  billion 
housing  bill  to  expand  funding  for  existing  programs  while 
initiating  a  few  aew  programs*  This  is  the  first  major  housing 
bill  since  President  Reagan  took  office*  Certainly  this 
legislation  neither  overhauls  our  housing  policy  nor  gets  close 
to  meeting  the  nation's  housing  necd'J*  But  i\.  does  reflect 
a  changing  mood  in  Congress ,  a  lirst  step  in  recognizing  the 
housing  crisis,  and  a  response  to  growing  grassroots  pressures* 
The  chairpersons  of  the  two  hot!sing  subcommittees  in  Congress 
—  Senator  Alan  Cranston  {D«*^Cal*)  and  Rep*  Henry  Gonzalez 
{D*--Tex* )  are  committed  to  developing  a  new  hording  policy 
that  restores  the  federal  government's  role  in  housing*  Various 
task  forces  and  ad  hoc  groups  Iiave  been  Svit  up  to  solicit  "new 
ideas'*  to  restore  and  redirect  the  federal  government's  role 
in  housing* 

Growing  cqncem  in  Congress,  alnng  with  the  current 
Presidential  campaigns,  will  trigge**  a  national  debate  on  housing 
policy,  waged  in  the  press,  through  studies  and  reports,  and 
election  czunpaigns  at  all  levels  of  government*  This  presents 
housing  advocates  with  a  rate  opportunity  to  inject  their  ideas 
into  the  debate  and  to  promote  a  new  vision  —  and  a  neW 
direction  —  for  national  housing  policy* 
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The  (la  ssachu  setts  experience  suggests  that  it  is  possible 
to  create  .a  pc.  tical  climate  that  i^trongly  supports  housing • 
There  is  a  broad  constituency  for  affordable  housing,  which 
is  led  by  Governor  Michael  Dukakis,  and  includes  the  state 
legislature,  mayors,  private  developers,  community  development 
corporations  (CDCs)r  unions^  religious  organizations,  tenant 
groups #  and  neighborhood  associations*  Th3  state's  business 
conmunity  understands  that  to  attract  employees  and  to  sustain 
economic  growth,  we  need  affordable  housing*  Business  leaders 
have  helped  to  create  the  Boston  Housing  Partnership  and  the 
Massachusetts  Housing  Partnership,  umbrella  organizations  of 
priv  sector,  government,  and  community  leaders  that  have 
played  key  roles  in  expanding  housing  opportunities  for  low^ 
ard  moderate*'income  people* 

Npjw  Pi r e ct i ens'    A  Th r ee "Part  Approach 

What  should  federal  housing  policy  look  like  in  the 
post-Rergan  period  and  through  the  end  of  this  century?  Three 
components  are: 

o    First,     emergency    shelter     and    services    for    our  most 
vulnerable  citizens  —  the  homeless  and  near-homeless 

o    Second,    preservation   of    our   existing   subsidized  housing 
inventory 

o    Third ,  a  major  supply  program  to  build  affordable  housing, 
based  primarily^ on  nonprofit  developers 

Emergency  Shelter  and  Services' 

As  a  nation ,  our  first  ^  priority  must  be  to  help  our  most 
vulnerable  citizens*  In  the  1960s,  as  noted  earlier,  we  have 
witnessed  an  increase  in  the  ranks  of  poor,  particularly  among 
women  and   children*     Almost  one-quarter  of  children  under  the 
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age  of  six  live  in  poverty*  In  general «  about  one  out  o£  seven 
Americzms  live  below  the  poverty  threshold.  Structural  changes 
in  the  nation's  economy  have  increased  the  niunber  o£  low-wage 
jobs  and  working  p  v^r*  people  whose  salary  is  below  the  poverty 
line. 

Federal  cutbacks  have  cut  huge  holes  in  the  so--called  safety 
net,  leaving  more  and  more  Americans  vulnerable  emd  needy*  For 
example «  job  training  progrzuns  slashed  from  $11*5  billion  in 
FY  1981  to  $2.4  billion  in  FY  1986.  Further,  wit\  the  growing 
vulnerability  of  Americans  to  layoffs  and  temporary  (but  often 
calamitous)  poverty,  the  percentage  of  unemployed  persons 
receiving  unemployment  Insurance  benefits  hit  a  record  low 
in  1986;  it  is  now  only  about  half  what  it  was  in  1980,  when 
the  unemployment  rate  was  about  the  same  level  as  it  is  today*. 

The  homeless  are  those  who  have  suffered  most  from  che 
widening  holes  in  the  safety  net.  The  cumulative  effect  of 
federal  cutbacks  and  reductions  is  the  tragedy  of  growing 
homelessness  and  hunger  in  this  wealthy  nation. 

Aiaericii's  homeless  population  comprises  poor  persons  who, 
for  a  variety  of  reasons,  cannot  afford  a  permanent  roof  over 
their  heads.  A  growing  number  of  the  homeless  are  families « 
pas. jicularly  children,  who  must  live  the  rest  of  their  lives 
with  the  emotional  scars  and  physical  problems  created  today 
by  America's    iilure  to  provide  decent  food  and  housing. 

In  addition,  a  substantial  segment  of  America's  homeless 
are  mentally  ill  persons.  They  are  victims  of  the  policy  of 
deinstitutionalization,  begun  in  the  1960s,  which  emptied  our 
nation's  mental  hospitals  without  providing  adequate  resources 
for  communi ^y-hased  facilities.  Nationwide,  the  number  of 
persons  institutionalized  in  mental  hospitals  declined  from 
505,000  in  X963  to  138,000  in  1980.  The  nation's  homeless 
shelters  are  often  filled  with  these  mentally  ill  persons.  For 
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exanpler    at    the    Pine    Street    Inn,    Boston's  largest  shelterr 

between   50   and    60   percent   o£   tne  guests   on  any  given  night 

suffer  from  mental  illness*  Many  shelters  have  become #  de 
factor  America's  new  mental  institutions* 

Vhe  most  frustrating  aspect  of  homelessness  is  that  Americans 
have  the  will  to  address  this  most  basic  human  need*  Cities 
around  the  country  are  working  with  individuals  and  organizations 
who  are  giving  their  hearts  and  souls  to  others  in  need*  I 
have  been  privileged  to  work  with  advocates  such  as  Mitch  Snyder 
of  the  Community  for  Creative  Non-Violence,  and  Robert  Hayes 
of  the  National  Coalition  for  the  Homeless,  as  well  as  many 
staff  and  volunteers  in  Boston's  shelters  and  soup  kitchens, 
who  reflect  the  many  caring  people  who  give  us  hope  for  the 
American  spirit* 

V7e  must  .give  these  people  the  rrfsourceti  they  need  to  help 
the  homeless*  Private  charity  and  local  government  cannot, 
on  their  own,  provide  theRe  resources* 

Our  immediate  response  must  be  to  restore  the  safety  net 
for  these  vulnerable  Americans*  The  One  Hundredth  Congress 
took  an  important  step  to  provide  this  e!:iergency  assistance* 

In  Spring  of  1987,  the  Congress  passed  a  $42^  million  bill 
sponsored  on  a  bipartisan  basis,  to  provide  funds  for  the 
homeless*  House  Speaker  uim  Wright  carried  through  on  his 
pledge  to  "fast  track"  the  legislation*  The  bill,  which  will 
expand  emergency  shelter,  food,  and  health  care  for  the  homeless, 
is  a  vital  first  step*  it  will  help  cities  -like  Boston  that 
are  stretching  their  limited  resources,  working  with  nonprofit 
groups  and  foundations  to  add  shelter  beds,  soup  kitchens, 
rent  subsidies,  and  mental  health  and  health  ptogr^uns  for  those 
who  live  in  the  streets  and  in  the  shelters*  Its  swift  passage 
was  a  fitting  tribute  to  its  cosponsor,  the  late  Representative 
Stewart  McKinney,  (R*.--Conn* ) ,  who  died  in  April  1987* 
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In  addition,  Senators  Albert  Gore  (D.-Tenn.)  and  Daniel 
P.  Moynihan  (D.-N.Y.)  have  filed  the  Homeless  Persons  Survival 
Act.  Working  clos'^ly  with  the  National  Coalition  for  the 
Homeless #  Senators  Gore  and  Moynihan,  with  Representatives 
Mickey  Le land  (D.-Tex.)  and  Leon  Panetta  (D.-Cal.),  draftee 
a  bill  targeted  at  $4  billion  *'hat  would  provide  housing,  food, 
and  social  service  benefits  oCided  to  serve  the  many  faces 
of  homelessness. 

We  also  need  funding  specifically  to  create  transitional 
housing  for  women  and  children.  Transitional  housing  is  designed 
to  help  women  get  back  on  their  feet  and  become  independent 
following  a  family  tragedy  —  a  divorce,  an  abusive  domestic 
qituation,  widowhood,  job  loss,  or  eviction.  It  is  a  self-help 
approach  that  provides  the  support  needed  in  order  to  live 
independently.  It  is  an  opportunity  to  leave  a  shelter  and 
prepare  for  independent  living.  In  Boston,  we  have  worked 
closely  with  womer  3  groups  and  social  service  providers  to 
create  transitional  housing  programs. 

It  is  critical  to  expand  resources  to  assist  the  homeless. 
The  ultimate  goal,  however,  is  to  eliminate  the  problem  of 
homelessness  altogether.  The  major  step  toward  achieving  that 
goal  is  to  protect  and  expand  permanent,  affordable  housing. 

Protectiiq  Existing  Hou^^incf 

The  most  valuable  housing  resource  in  the  nation  is  the 
existing  inventory  of  public  and  subsidized  housing.  During 
the  past  40  years,  the  federal  government  has  helped  construct 
more  than  three  million  units  of  low-income  rental  housing.. 
This  includes  approximately  1.3  million  units  of  public  housing 
and  about  two  million  units  of  private  assisted  housing. 
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Thd  American  public  has  a  substantial  investment  in  this 
housing  inventory.  There  is  absolutely  no  way  to  replace  these 
units  if  they  are  lost  as  low-*income  housing;  it  is  much  more 
cost-effective  to  preserve  this  inventory  than  to  build  another 
3*5  million  low-*income  housing  units.  In  addition ^  the  social 
cost  of  losing  these  units  the  displacement  of  families # 
the  public  funding  to  servo  the  ftunilies  mvde  homeless #  the 
jump    in    welfare^    and    related    public    dollars  would  be 

overwhelming.  The  federal  government  should  protect  the  public's 
investment. 

We  cannot  allow  HUD  to  become  simply  an  auctioneer  at  a 
garage  sale. 

Toward  this  endr  the  Reagan  administration  and  Congress 
shrvXd  abandon  all  plans  to  sell  off  public  housing^.  A 
HUD'^sponsored  demonstration  project  is  currently  under  way. 
Only  a  handful  of  public  housing  a<9encie8  even  volunteered 
for  the  program.  They  recognized  it  as  simply  an  effort  to 
rid  the  federal  government  o£  its  commirment  to  support  public 
housing  in  effect  #  to  balance  the  federal  budget  on  the 
backs  of  the  poor.  Allowing  tenant  groups  the  opportunity 
to  participate  in  management  is  a  us^ful  concept.  But  selling 
low-*incomci  public  housing  to  tenants  —  without  safeguards 
against  windfall  profits  or  any  attempt  to  replace  these  scarce 
units  —  is  a  flagrant  misuse  of  public  dollars. 

What  makes  more  sense  is  to  encourage  tenant  self-help  and 
long-term  affordability.  To  do  this^  HUD  could  help  public 
housing  tenants  to  transform  their  developments  into 
resident-owned  and  managed  limited-equity  cooperatives.  To 
make  this  feasible  #  HUD  would  have  to  provide  tenants  with 
the  down  payment  #  j^^ovide  ongoing  operating  subsidies  <  and 
provide  technical  ass '.stance  to  help  tenant  group;^  develop 
management  skills.  For  the  rest  of  the  public  housing  stocks 
Congress   must   provide    resources    to   guarantee    these  residents 
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safe,  decent  housing  flind  —  through  a  variety  of  antipoverty 
programs  —  opportunities  to  lift  themselves  out  of  poverty. 

A  more  pressing  ir 5ue  is  the  fate  of  the  1*9  million  private, 
government-assisted  housing  units  across  the  nation*  This 
inventory  is  a  ticking  time  bomb  waiting  to  explode.  Recent 
General  Accounting  Office  (GAC)  xeports  revealed  that  these 
developments  face  two  relat'^d  cri  ses :  First ,  project-based 
subsidies  (primarily  Section  6)  are  scheduled  to  expire;  second, 
20-year  use  restrictions  (which  allow  owners  to  opt  out  of 
their  pledge  to  guarantee  low-  and  ^moderate-income  housing 
by  prepaying  the  mortgage)  are  scheduled  to  expire. ^ 10)  When 
these  restrictions  escpire,  these  low-income  units  could  be 
turned  into  market-rate  housing  or  (in  weak  markets)  go  bankrupt. 
Either  way.  tenan'^s  would  be  displaced  and  pushed  into  a  tight 
housing  market.  between  now  and  the  year  2000,  most  of  the 
1.9  million,  assistea  units  will  be  at  risk  as  their  subsidies 
or  use  restrictions  expire.  Between  200,000  and  900,000  units 
may  be  lost  by  1995  alone. 

Now  is  the  time  to  plan  for  t^)is  inevitable  situation. 
Policies  must  be  devised  to  pre? trve  these  developments  as 
affordable  housing. 

Owners  must  be  encouraged  not  to  prepay  mortgages,  while 
funds  must  be  allocated  to  continue  the  subsidies.  The  most 
cost-effective  use  of  federal  funds,  however,  would  be  to  assist 
nonprofit  groups  and  resident-owned  i.:3operatives  to  purchase 
and  manage  this  inventory,  rather  titan  simply  pour  more  *ederal 
subsidy  dollars  into  filling  the  gap  between  what  tenants  can 
afford  and  the  rents  needed  for  absentee  private  landlords 
to  make  a  profit. 

In  Boston,  we  have  hacl  successful  experiences  i/.dP8f orming 
at  risk  HUD-subsidized  projects  into  cooperative  and  nonprofit 
housing.     HUD,    in   fact/    has   occasionally   seen    the   wisdom  of 
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this  cost-effective  approach  by  allowing  residents  to  use  their 
rent  subsidies  as  equity  for  cooperatives,  and  by  allowing 
nonprotit  groups,  through  the  Boston  Housing  Partnership  (BHA), 
to  buy  distressed  projects,  rather  than  selling  them  off  to 
the  highest  bidders*  This  approach  saves  taxpayers  dollars, 
gives  residents  a  gr6at.^i:  stake  in  their  homes,  and  guarantees 
the  long-tena  presentation  of  affordable  housing  by  removing 
it  from  the  speculative  market. 

Congress  must  create  incentives  for  current  owners  to  either 
retain  these  units  as  low-income  housing  or  sell  them  to 
nonprofit  groups  and  tenant  cooperatives.  Congress  should 
appoint  a  task  force  —  with  representatives  of  tenants,  private 
owners,  nonprofit  gnups  and  local,  state,  and  federal  government 

to  develop  a  workable  approach  to  protect  this  inventory. 

In  the  .meantime.  Congress  should  place  a  moratorium  on 
prepayments  —  or  at  least  require  owners  to  give  substantial 
prior  notice  of  their  intent  to  prepay  —  in  order  to  provide 
time  to  find  solutions  that  will  preserve  this  low-incozcs 
nousing.  This  would  simply  parallel  the  moratorium  Congress 
already  placed  on  Fanners'  Home  Administration .houiing. 

We  must  not  allow  this  ticking  time  bomb  to  explode.  If 
it  does,  Che  vict^lms  will  be  millions  of  low-income  Americans^ 
their  neighbors,  and  the  cities  they  live  in. 

The  New  Partnershi,^;    A  Community-Based  Supply  Program 

We  are  a  nation  of  builders  and  dreamers.  "^o  maintain  our 
country's  greatness,  to  expand  opportunities  for  all,  we  must 
continue  this  legacy.  We  must  build  more  housing  to  sustain 
the  American  dream. 
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Ke  continue  to  suffer  from  a  shortage  of  affordable  housing* 
We  see  this  not  only  in  the  expanding  waiting  lists  across 
the  country  for  public  housing,  and  not  only  in  the  many  housing 
vouchers  that  go  unused  because  of  a  tight  private  rental  market, 
but  also  in  the  growing  demand  for  moderates-income  home 
ownership*  For  exeunple,  the  Bricklayers*  and  Laborers*  Union 
recently  constructed  17  brick  townhouses  in  South  Boston  and 
sold  them,  at  codt,  for  $70,000  —  less  than  half  the  market 
value*  More  than  200  persons  applied  for  these  units,  which 
were  sold  by  lottery*  Soon  after  the  Union  started  construction 
on  another  46  units,*  in  Charlestown  more  than  1,700  families 
applied*  The  story  is  the  same  elsewhere  —  for  example,  the 
long  wait  in  Brooklyn  to  buy  a  home  through  the  Nehemiah  Program 
(nzuned  after  the  biblical  figure  who  rebuilt  Jerusalem* ) 

To  meet  this  demand,  we  must  expand  the  supply  of  housing, 
both  rental.and  owned  for  low^income  and  moderate*-income  persons* 
An  2unbitious  sUpply  program  will  not  only  help  satisfy  this 
demand,  it  will  also  create  many  new  jobs,  help  rebuild  our 
communities,  and  restore  confidence  in  our  country *8  promise 
of  opportunity* 

The  question  is  not  whether  to  embark  on  a  new  supply  program, 
but  i^ow  to  do  so* 

Fortunately,  much  can  be  learned  from  the  recent  efforts 
of  local  governments  and  community  groups  that  —  during  these 
lean  years  of  federal  cutbacks  —  have  found  creative  ways 
to  build  affordable  housing*  Across  the  country,  the  1960s 
has  been  a  period  of  renewed  local  initiative*  In  particular, 
many  cities  and  states  have  nurtured  community-based,  nonprofit 
housing  developers,  who  helped  rebuild  neighborhoods  that  the 
federal    government    and    for-profit    develcpers    had    ignored  or 


These  grass  roots  efforts  —  by  churches,  neighborhood  groups, 
unions,   and  others   —  planted  many  seeds*     Local  and  national 
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foundations/  along  with  the  local  government,  provided  financial 
support  to  help  these  seeds  grow.  The  Local  Initiatives,  Support 
Corporation  (LISC),  launched  by  the  Ford  Foundation,  and  the 
Enterprise  Foundation,  headed  by  developer  James  Rouse,  have 
worked  closely  with  these  nonprofit  groups  to  develop  new 
construction,  rehabilitation  and  financing  techniques.  In 
Brooklyn,  a  coalition  of  churches  launched  the  Nehemiah  Frogreun, 
which  is  rebuilding  a  blighted  neighborhood  with  low-cost  housing 
for  working-class  homeowners.  The  churches  provided 
interest-free  construction,  loans,  the  city  donated  30  blocks 
of  vacant  land  and  granted  each  buyer  a  $10,000  interest-free 
second  mortgage,  and  the  state  provided  below-market  mortgages 
from  a  tax-exempt  bond. 

Across  the  country,  these  nonprofit  community-based,  efforts 
have  now  borne  fruit.  Thousands  of  units  of  affordable  housing 
T-  sold  at^  or  below  construction  costs  —  are  now  in  place 
that  would  not  have  h  en  there  without  these  initiatives.  These 
groups  have  become  so^nisticated  developers  —  a  vast  improvement 
over  some  well-intentioned  but  naive  nonprofit  groups  thq.t 
emerged  in  the  1960s.  This  generation  of  nonprofit  builders 
combine  social  concern  with  hardnosed  business  skills. 

Some  cities  have  formed  umbrella  organizations  of 
community-based,  nonprofit  developers  to  improve  efficiency 
and  expand  the  scale  of  development.  The  Boston  Housing 
Partnership  (BHP),  the  acknowledged  leader  of  this  approach, 
is  a  consortium  of  private,  community,  ana  government  leaders, 
whose  board  includes  the  heads  of  major  banks,  the  directors 
of  nonprofit  CDCs, ^  and  top  government  officials.  The  city 
government  provided  ?4.1  million  in  Community  Development  Block 
Grant  funds ^ 11  J,  and  the  private  foundations  contributed  5430,000 
for  initial  seed  capital  and  acquisition;  the  state  provided 
financing  and  rent  subsidies.  Through  BHP,  10  nonprofit  groups 
have  renovated  700  units  'cf  low-income  rental  housing  —  a 
538  million  project.    The  BHP  is  so  successful  that  a  consortium 
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of  local  and  national  foundations r  including  LISC  and  the  United 
Way  (which  is  supporting  housing  for  the  first  time)  has 
committed  $4  million  for  a  six-year  support  program,  the  BHP*s 
next  project  is  the  rehabilitation  of  950  apartments  in  HtJD-owned 
buildings  that  were  saved  from  HtJD's  auction  block  by  community 
pressure* 

New  York  City,  Chicago,  Cleveland,  and  other  cities  are 
developing  similar  partnerships* 

These  efforts  are  working  well*  But  local  governments, 
churches,  and  , foundations  simply  lack  the  resources  to  turn 
these  small  success  stories  into  a  major  new  nationwide  supply 
program  for  affordable  housing*  Only  the  federal  government 
has  those  kinds  of  resources*  It  is  now  time  for  Washington 
to  learn  the  lessons  from  these  local  efforts*  What  is  needed 
is  a  partnership  between  the  federal  government  and  these 
community->based  housing  efforts* 

The  mechanism  for  realizing  this  goal  is  a  National 
Community-basea  Housing  Partnership  program*  Through  this 
program,  the  federal  government  would  provide  matching  funds 
to  locally  based,  nonprofit  housing  initiatives*  Federal  dollars 
would  be  matched  by  local  government,  business/  private 
foundations,  the  United  Way,  churches,  or  other  entities* 
Matching  grants  are  a  good  way  to  encourage  local  efforts  by 
helping  those  communities  that  help  themselves*  This  program 
is  the  best  way  to  leverage  federal  funds* 

First,  the  progr£un  would  provide  federal  matching  grants 
for  seed  money*  This  would  enable  local,  nonprofit  housing 
partnerships  to  start,  or  expand,  their  development  efforts. 
The  grants  would  provide  these  groups  with  ?  p-f ront  funds  for 
staff  to  do  planning,  and  architectural  work,  put  financing 
together,  and  acquire  abandoned  buildings  for  rehaJiilitation 
or  vacant  lots  for  new  construction. 


854 


Page  17 

Second,  the  federal  funds  would  provide  capital  grants  to 
community-based  partnerships  for  the  construction  of  housing. 
Direct  capital  grants  are  much  more  cost-effective  than  the 
current  approach.  They  reduce  the  long-term  debt  that  escalates 
the  cost  of  housing  far  beyond  construction  costs. 

Ironically,  the  Department  of  Defense,  which  uees  this 
approach  to  house  military  families,  has  a  lot  to  teach  us 
about  housing  development.  Over  the  years,  the  military  has 
constructed  400,000  units  of  family  housing.  It  is  financed 
and  operated  for  the  most  part  by  direct  capital  grants 
appropriated  by  Congress  —  eliminating  both  the  debt  burden 
and  the  speculative  resale  that  drive  up  the  cost  of  conventional 
private  housing. 

Who  can  turn  down  ^  idea  that  draws  on  both  local  CDCs 
and  the  Pentagon  for  its  inspiration? 

Housing,  especially  for  low-  and  moderate-income  people 
is  expensive  to  build.  But  Congress  need  not  carry  the  stigma 
of  simply  throwing  money .tt  problems.  A  National  Community-based 
Housing  Partnership  program  is  a  viable,  cost-effective 
alternative  to  some  of  the  wasteful  federal  programs  of  the 
past  and  the  do-nothing  approach  of  the  present.  By  learning 
from  the  successes  of  grass  roots  initiatives,  the  federal- 
government  can  chart  a  bold  new  course  in  housing  policy. 

Making  Housing  a  Priority 

This  three-pronged  approach  to  solving  our  deepening  housing 
crisis  —  providing  eaergency  shelter  and  services  for  the 
homeless,  preserving  the  existing  inventory  of  assisted  housing, 
and  creating  a  supply  program  linking  '  federal  dollars  to 
community-based  partnerships  —  provides  an  opportunity  to 
place  housing  at  the  top  of  our  nation's  agenda  once  again. 
There   is,   across  the  country,   a   growing  awareness  that  while 
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there  is  much  to  learn  from  the  mistakes  of  past  .federal  housing 
programs,  the  answer  is  not  simply  to  completely  withdraw  from 
housing*  We  need  a  new  direction/  one  that  will  address  the 
housing  needs  of  our  citizens,  but  do  so  in  a  way  thit  is 
cost-effective,  flexible,  and  sensitive  to  local  approaches. 
Equally  important,  it  should  target  resources  to  those  who 
need  it  most  —  low-  and  moderate-income  Americans* 

Government  must  play  a  leadership  role  in  expanding  housing 
opportunities  for  all  Americans*  In  housing,  there  is  no  such 
thing  as  a  completely  private  free  market*  The  private  housing 
industry  is  aided  by  a  wide  (but  often  invisible)  array  of 
government  supports  —  from  tax  deductions  for  builders  and 
buyers,  to  insurance  for  lenders,  to  secondary  market  mechanisms* 
This  support  system  is  an  essential  component  of  our  private 
housing  market,  and  is  responsible  for  the  considerable  housing 
progress  our  nation  made  during  the  three-decade  period  following 
'World  War  II* 

The  federal  government  must  extend,  not  reverse,  this 
progress,  by  providing  funds  to  build  and  preserve  housing 
for  low-  and  moderate-income  Americans*  It  must  do  so  in 
partnership  with  local  and  state  governments  that  have 
demonstrated  their  capacity  to  create  innovative  approaches 
to  housing,  but  lack  the  resources  to  meet  the  needs*  .  , 

We  still  have  a   way  to  go  to  fulfill  that  promise,   first  - 
made  in   1949,   of  a  decent  home  for  all  Americans*     We  should 
not  stop  our  efforts  until  we  have  succeeded* 
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CITY  HAU. 
LOS  ANOrtU.  CAUPORNIA  tOOU 


September  22,  1987 


Honorable  Alan  Cranston 
U.S.  Senator 
United  states  Senate 
Washington,  d.C.  20519 

Dear  Senator  Cranston: 

To  assist  with  your  effort  to  introduce  landmark  housing 
legislation  for  the  Nation,  we  have  collected  housing  policy 
proposals  from  various  agencies  of  the  city  of  Los  Angeles. 
Fifteen  proposals  are  presented  along  with  the  letters  from  each 
City  agency  which  describe  the  rationale  for  each  one. 

As  requested  in  your  Initial  announcement  of  this  legislative 
project,  we  are  submitting  these  prior  to  October  5  so  that  they 
can  be  incoporated  into  your  process  of  review  through 
conferences  and  meetings  in  Washington  and  throughout  the 
country. 

We  hope  these  suggestions  are  useful  and  are  thankful  that  you 
are  undertaking  such  a  major  legislative  initiative  which  will 
respond  to  the  housing  problems  of  the  Nation  and  those  of  the 
people  of  the  City  of  Lvts  Angeles. 


^ours  truly, 
John  Ferraro 

President,  Los  Angeles  City  Council 

Chairman,  Intergovernmental  Relations  Committee 


Robert  Farrell 

Chairman,  Grants,  Housing  and 
Cwtmunity  Development  Committee 
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P ropo 8 a  1 for_F«der«l  Houftlno  Pollclea 

1.  Provide  Federal  funding  for  rental  housing  dovelopoanta  which 
reserve  20%  of  their  units  for  very  low  income  households 
using  the  following  guidelines: 

-  allocate  funds  to  localities  on  ■  aemi-entitlsment  basis 

-  limit  eligibility  to  larger  jurisdictions  with  documantsd 
housing  needs  and  proven  housing  production  records 

-  require  local  plans  allocating  local  resources,  (such  as 
expedited  processing  and  density  bonuses) 

-  have  a  guaranteed  amount  of  minimum  funding  to  all  local 
governments  to  operate  a  serious  and  well  planned  program 

2.  Double  the  volume  authority  available  for  tax-exempt  housing 
bonds,  either  .  by  increasing  the  -private  activity"  bond 
allocation  or  through  a  separate  allocation  for  housing  bonds. 

3.  Extent  beyond  the  cv  ;nt  1988  sunset  date,  the  availability 
of  single  family  housing  bonds. 

4.  Give  clear  legislative  mandate  to  the  federal  mortgage 
agencies  •  FNMA,  FHLMAC  and  CNMA  -  to  provide  the  credit 
enhancements  needed  by  local  governments  to  issue  tax-exempt 
and  taxable  housing  bonds. 

5.  Oppose  creation  of  a  new  housing  block  grant  which  eliminates 
current  housing  programs,  l  Jch  as  Hental  Rehabilitation  and 
Housing  Development  Grants,  and  which  is  funded  only  by 
current  resoures. 

6.  Oppose  the  abandonment  of  past  commitments  such  housing 
as^-istance  paym^^nts  contracts.  Bespond  to  the  expiration  of 
low  income  rent  restrictions  which  are  scheduled  to  end  soon. 
New  federal  policy  should: 

-  establish  a  pre-payment  moratorium  to  prevent  the 
expiration  of  rent  restrictions 

-  apply  a  windfall  tax  to  conversions  of  assisted  housing  to 
market  housing  and  provide  tax  advantages  to  owners  who 
sell  to  buyers  willing  to  maintain  low  income  restrictions 

-  establish  •  FKA  refinftncing  progioft  to  protect  against  rent 
increases  and  continue  subsidies  to  tenants. 

-  prohibit  displacements  of  tenants  where  contracts  expire 
find/or  provide  relocation  to  comparable  housing 

-  allow  non-profits  or  current  tenants  a  right  of  first 
refusal  to  acquire  expired  units 
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7.  Cstabllth  annual  nt^ionwid«  housing  production  aoala  «uch  as 
the  600,000  unit  goal  a«t  in  1968. 

e.  Structure  new  housing  programs  to  address  fajaily,  elderly  and 
those  with  special  needs  -  handicapped,  recently 
deinstitutionalized,  emotionally  disturbed,  runaways,  and  the 
homeless. 

9.  New  programs  funds  should  contain  special  incentives  and  funds 
for  mnnagsment  of  assisting  the  "hard  to  house"  -  families 
with  poor  credit  histories,  deinstitutionalized  mental 
pAtients,  homeless,  etc. 

30.  FHA  should  reinstitute  its  "Special  Kisk  Fund"  to  allocate  a 
percentage  of  its  losns  to  insure  with  less  stringent 
underwriting  stsndards,  housing  developments  in  redevelopment 
areas  or  for  the  very  low  income  households. 

11.  Include  the  use  of  nonprofit  organizations  and  community  based 
organizations  in  federsl  housing  programs. 

12.  Provide  assistance  for  seismic  rehabilitation  which  includes 
long  term,  low  interest  loans  with  repayment  based  on  the 
bujlding's  sbility  to  absorb  the  new  debt. 

13.  Riiise  the  income  limits  for  households  entering  public  housing 
units  (conventionsl  public  housing)  and  establish  maximum 
income  limits  for  continued  occupancy. 

14.  Include  anti-drug  progrsms  and  protective  services  as 
eligible  costs  in  using  funds  provided  for  piAlic  housing 
operstions. 

15.  Amend  rules  regsrding  site  solection  snd  prototype  costs  for 
public  housing  so  that  instead  of  allocating  units,  funding  is 
aUocated  to  give  Public  Housing  Authorities  the  flexibility 
to  produce  safe,  decent  and  sanitary  housing  within  quality 
standards  of  the  community. 
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TOM  BRADLCY 


AUG  2  8  1337 


Hon.  MbVor  To»  Bradley 
Hftyor*  City  of  tos  Anffeles 
Rood  306.  City  HtU 


Attention:  Grace  M.  Davis 
Deputy  Mayor 


GRAKTS  THANSHITTAL:  Proposed  Federal  Housing  Policies 
(Farrell-Flores  Motion) 


NARRATIVE 

Transsitted  for  your  review,  Approval,  and  further  processins  are 
a  series  of  proposals  for  subaiseion  to  Senator  Alan  Cranston  for 
his  consideration  in  the  developaent  of  a  new  national  houslnfi 
policy  and  profiroa.    This  report  has  been  prepared  in  response  to 
the  Farrell-Floros  action  <C.F.  87-1340). 

Sen.  Alan  Cranston,  in  assuainfi  the  chairs&nship  of  the  Housinfi 
Subcosaittee  of  Senate  Bankins  end  Currency  Comaittee,  has 
announced  his  intention  of  enactinfi  new  federal  housinC 
initiatives  durins  the  next  two  years.    The  tiainff  could  hardly  be 
acre  appropriate  tflven  the    direction  of  federal  housinfi  policy 
during  the  past  six  yearv. 

Hith  the  eliainatlon  of  the  Section  8  new  construction  protfran  in 
the  first  year  of  the  Refttfan  Adainistration  the  federal  fiovernaent 
was  without  a  low-incoae  housinfi  production  profiraa  for  the  first 
tise  since  the  befiinninfi  of  the  Hew  Doal«    Durinfi  this  period  part 
of  this  fiap  was  closed  by  this  city  and  other  state  and  local 
ffovernaents  throufih  aortfiafe  revenue  bond  financinfi,  Hovever, 
this  tool  was  severely  restricted  by  the  Tax  Act  of  1986.    The  Tax 
Act  placed  severe  voluae  liaits  on  such  financing  (a  7fiX  reduction 
this  year  and  an  60X  next  year  froa  the  level  of  issuance  in 
California  in  1984)  and  unrealistically  narrow  incoaa  targeting 
(frosi  a  20X  set  aside  for  households  below  80X  of  nedian  to  20X 
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for  households  below  SC)i  or  <0X  for  households  below  60X  of  nediari 
for  Bultifaaily  housing).  jdcuiqij 

ContfreKj  aid  enact  %  United  housing  production  proffraa  in  the 
form  of  trh©  Houcinif  Dcvolopaent  Griint  progrmo.    Thi»  profraa 
provider  flexible  devclopacnt  grant  ansiptance  for  individually 
approved  projects.    However,  this  p> ograa  is  woefully  inadsQuatv 
both  in  its  level  of  funding  and  adainistratlon.    The  program  has 
received  linited  funding  only  over  the  opprsition  of  the 
adninitttration.    Funding  availability  is  uncertain  each  year,  but 
successful  projects  aust  have  fira  financing  coaaitment*.  Each 
approved  project  is  a  separate  grant  and  actual  funding  takes 
several  years.     Consequently,  the  prograa  cannot  aerv*  as  m 
syatenatic  houf;ing  production  resource. 

Any  realistic  new  federal  housing  policy  Initiatives  should 
recotfniz»  the  lessons  of  past  experience  and  the  constraints  of 
the  present: 

-DevelopDcnt  projects  oust  be  of  a  aixed  Incooe  nature 
in  order  to  avoid  the  aanagement  and  segre^^ation 
probleas  associated  with  Public  Housing  and  to 
alnimize  the  required  level  of  federal  subxidyl 

-Federal/local/private  se-^tor  joint  involvement  is 
needed  to  asfiuro  efficient  use  of  federal  funda  and  a 
prograa  responsive  to  diverse  local  housing  needs; 

-Rigid  federal  design  and  oost  foraulas,  along  with 
detailed  federal  project  review,  will  produce  projects 
both  nore  costly  and  core  likely  to  seat  neighborhood 
r»«lBtanco:  rather  local  governaents  and  developers 
should  be  given  incentives  to  aaxiaize  the  lev«ra<;inj; 
of  federal  assistance  funds; 

-Many  state  and  local  governaents,  through  the 
opsratlon  of  aortgege  revenue  bond  prograas,  have 
developed  ^"*«tantial  housing  finance  and  devolopniehi; 
•xpartis-,  x^num  offering  the  opportunity  for 
effective  local  federally  assisted  housing 
adoin  i  strati  on : and 

-Even  with  a  new  national  adainistratlon  in  1989, 
federal  assistance  dollar's  will  continue  to  hm 
Halted  due  to  the  feder^     budget  deficit. 

The  Comounlty  Devel^paent  Dcpartoent  proposes  the  following 
outline  of  a  new  federal  housing  policy: 

1.  Funding  would  be  available  for  development  or 

financing  assistance  for  rental  projects  reserving 
at  least  20X  of  their  units  for  very  low  incoms 
households; 
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2.  Ur/iike  the  current  HDG  protfram,  a  n&jority  of  the 
funds  would  be  el  located  on  a  semi-entitleiDent 
basis.     Unlike  the  CDBG  protfM»Wi  KHl^iil^Mr^H^: 
threshold  in  teras  of  Jurisdiction  size  would  be 
substantially  hitfher*  need  for  additional  housing 
supply  would  be  a  critical  factor  in  the  allocation 
process*  and  recipients  would  need  to  demonstrate  a 
proven  housing  production  record; 

3.  Entitlement  as  well  as  discretionary  recipiants 
would  be  required  to  develop  a  housing  resource  plan 
providing  local  development  (such  as  density  bonus 
and  expedited  processing)  assistance  as  well  as 
local  financial  resource  assistance  (gap  assistance 
and  bond  financing  for  example).    Upon  acceptance  cf 
the  plans*  individual  projects  would  not  require  HUD 
approval ; 

4.  While  the  level  of  funding  will  be  constrained  by 
the  federal  budget  deficit,  there  must  bo  a  level, 
both  in  the  amount  of  funding  and  the  certainty  of 
funding,  to  constitute  a  serious  program  around 
wh'Ich  local  governments  can  pi  an.  an  efficient  and 
responsive  program; 

5.  The  volume  authority  for  tax-exempt  housing  bonds 
should  be  doubled  from  the  amount  available  in  1986, 
c-ither  by  an  increase  in  the  amount  available  for 
"private  activity"  bonds  or  through  a  peparat© 
Allocation  for  housing  bonds; 

e.  In  addition  to  an  increase  in  the  available  volume 
authority  for  housing  bonds,  the  authority  to  issue 
single  family  bonds  should  be  extended  beyond  the 
1986  sunset  date.     Single  family  mortgage,  revenue 
bonds  remain  the  only  tool  available  to  the  City 
to  assist  moderate  income  home  purchase; 

7.  The  federal  mortgage  agencies-FtJMA,  FHLMAC,  and 
GNMA-must  be  given  a  clear  legislative  mandate  to 
participate,  consistent  with  responsible  real  estate 
underwriting*  in  local  housing  programs  through  the 
provision  of  credit  enhancement  for  tax-exempt  and 
taxable  bonds  issued  by  local  governments. 

These  proposals  are  offered  as  part  of  a  new  commitment  by  the 
federal  government  towards  housing  and  urban  development. 
Funding  under  the  program  would  be  in  addition  to  existing 
programs  such  as  Rental  Rehabilitation  and  Section  6  Existing.  A 
housing  block  grant  wherein  existing  and  possibly  new  activities 
are  funded  from  existing  resources  must  be  rejected. 

Moreover*  new  federal  housing  commitments  should  not  permit  the 
abarjdonement  of  past  commitments,  namely  the  possible  dislocations 
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and  absolute  low  cost  housing  loss  due  to  the  expiration  of 
Housing  Assistance  Payments  Contracts  and  the  expiration  of 
low-incone  regulatory  agreements.    Federal  responses  to  this 
problem  must  be  in  addition  to  the  type  of  new  initiatives 
described  in  this  transmittal. 

Finally,  a  special  cooperative  effort  between  the  federal 
government  and  local  governments  oust  be  launched  to  provide 
shelter  assistance  for  the  homeless  in  the  nation's  urban  areas. 

The  proposals  set  forth  in  this  transmittal  represent  an  initial 
starting  point  in  what  is  expected  to  be  a  two  year  legislative 
development  process.    As  a  consensus  begins  to  form  from  various 
housing  groups  arid  local  governments  the  City  should  seek  to 
actively  shape  any  such  emerging  housing  policy  so  that  it  is 
supportive  of  its  housing  needs. 


RECOMMENDATIONS 

The  General  Manager  of  the  Community  Development  Department 
respectively  requests  that: 

1.  Your  office  process  this  transmittal  to  the  Grants 
Committee  of  the  City  Council; 

2.  The  Grants  and  the  Intergovernmental  Relations 
Committees,  as  well  as  the  full  City  Council 
consider  and    adopt  these  proposals  as  part  of  its 
legislative  agenda  and  actively  communicate  its 
position  to  Sen.  Alan  Cranston 

3.  The  Mayor  concur  with  the  action  of  the  City 
Council. 

r».  .  .•  /■ 


DOUGLAS  S.  FORD 
General  Manager 


cc:  John  Tuite»  Administrator,  Community  Redevelopment 
Agency 

Leila  Gonzales-Correa,  Executive  Director.  City  Housing 
Authority 
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HEHORANt^UH 


date: 


AUGUST    24  1987 


WILLIAM  McCARLEY,  CHIEF  LEGISLATIVE  ANALYST 


xKo:!: 


JOHN  J.  TUITE,  ADMINISTRATOR 


Si:BJHCT: 


COUNCIL  FILE  87-1340 
FEDERAL  HOUSING  BILL  MOTION 


In  response  to  the  subject  Council  notion,  and  conversations  wit*^ 
Joe  Lopez  of  your  staff,  the  Agency  hereby  transmits  suggestions 
of  items  which  night  become  part  of  &  new  federal  housing  bill. 
Consistent  with  Mr.  Lopez's  request,  our  submittal  is  brief, 
although  explanatory  material  can  be  provided  if  desired. 

The  Agency's  recommendations  are  similar  to  input  provided  hen  I 
appeared  at  the  Housing  Forum  convened  by  senator  Cranston  in 
early  July. 

Please  contact  me  or  John  R.  Maguire,  Deputy  >t^ministrator,  for 
further  information. 


Joe  Lopez,  CLA's  Office 
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Establish  Annual  Goals  and  New  Prograins  -  Restore  federal 
comnitnent  to  housing  and  establish  annual  production  goals. 
In  1968  the  benchmark  of  600,000  units  was  established  and 
this  annual  level  remains  valid  today. 

New  housing  programs  should  oe  structured  vhich  address  - 
families  (new  construction) ,  elderly  and  those  with  special 
needs  (handicapped,  recently  deinstitutionalized, 
emotionally  disturbed,  runaways,  homeless) •  without  federal 
funds  those  who  were  to  have  been  protected  by  the  Reagan 
Administration's  "Safety  Net"  are  suffering:  very  low 
income,  elderly,  families  living  in  overcrowded  conditions. 
These  people  are  joining  tl:e  ranks  of  the  homeless. 

The  federal  assisted  -  housing  budget  was  $26  billion  in 
1981  and  in  1987  the  appropriations  dropped  to  $7.5  billion, 
most  of  which  is  used  to  fund  existing  contracts. 

without  federal  subsidies.  Agency  assistance  of  about 
$40,000  per  unit  is  needed  to  house  a  low  income  family  of 
four  (at  80%  of  median)  in  newly  constructed  bousing. 

The  result  is  at  local  level  -  fewer  units  are  assisted  for 
'•ignificantly  greater  dollars.  Agency  assists  projects  with 
an  income  mix  of  very  low,  low,  and  moderate,  as  a  means  of 
balancing  production. 

Housing  Management  -  New  housing  Programs  should  contain 
special  incentives  (extra  funds)  for  the  management  of 
housing  for  the  "hard  to  house":  deinstitutionalized  mental 
patients,  families  with  poor  credit  histories,  etc.  and 
other  hard  to  house  tenants.  In  conjunction  with  this, 
special  housing  programs  for  the  deinstitutionalized  are 
also  needed  which  would  address  a  major  cause  of 
homelessness. 

Special  Risk  Funds  -  FHA  should  reinstitute  its  "Special 
Risk  Fund"  under  which  a  certain  percentage  of  its  loans 
would  be  insured  with  less  stringent  underwriting  standards 
which  would  enable  shared  financing  of  projects  in 
redevelopment  areas  or  for  very  low  income  households.  These 
projects  are  difficult  to  finance  through  conventional  means 
and  the  locality  must  frequently  bear  the  entire  cost  of 
financing. 
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4.  Non>Profit  Developey?  All  federal  housing  programs  should 
include  provisions  for  the  use  of  non-profit  organizations, 
conaunity  based  organizations,  or  community  development 
corporations  as  owners  or  managers  of  housing*  Tax 
incentives  should  be  administered  to  encourage  non-profits 
to  syndicate  projects  and  for  joint-ventures  between  non- 
profits and  profit  motivated  developers* 

5.  Seismic  Safety  -  Federal  assistance  for  seismic 
rehabilitation  should  be  provided  and  should  include  long 
term,  low  interest  loans  with  repayment  based  on  the 
building's  ability  to  absorb  the  new  debt* 

Los  Angeles  and  many  ether  California  cities  face  the 
dilemma  of  whether  to  upgrade  the  existing  housing  stock  to 
meet  earthquake  safety  standards  or  to  loose  these  units  due 
to  the  owners*  inability  to  absorb  the  additional  debt 
required  to  make  the  improvements*  in  Iios  Angeles  there  are 
30,000  seismic  deficient  units,  of  which  7,500  are  located 
in  the  downtown  and  near  downtown  area*  This  housing  is  a 
major  source  of  housing  for  low  income  persons  and  the 
homeless/potentially  homeless* 

r^der?i^  Hougin?  ContrPctP  Expirations     -     m  Southern 

California,  there  are  30,000  units  under  federal  contracts* 
Allowing  the  contracts  to  expiure  will  have  dire 
consequences*  Contracts  should  be  extended  and  mortgages 
refinanced  or  purchased  where  feasible* 

Two  studies  underway  by  HUD  and  National  Corporation  for 
Housing  Partnerships  will  provide  information  needed  to 
analyze  assisted  housing  inventory*  A  field  study  by 
National  Association  of  Homebuilders  shows  that  of  581,000 
assisted  units  which  will  expire  uithin  10  years,  25%  have 
20  year  contracts  which  will  expires  in  Fy  89* 

CRA  recommends  that  the  housing  bill  attempt  to: 

o  Establish  a  pre-payment  moratorium  to  cover  all  federally 
subsidized  projects* 

o  Apply  a  windfall  tax  to  conversions  of  assisted  housing  to 
market  rate  and  provide  tax  advantages  to  owners  who  sell  to 
buyers  who  agree  to  maintain  projects  as  low  income  housing* 

o  Establish  a  special  FHA  refinancing  program  to  protect 
against  rent  increases  and  to  continue  subsidies  to  cover 
existing  tenants* 

o  Prohibit  displacement  of  tenants  from  projects  where 
contracts  expire  and/or  provide  relocation  to  comparable 
housing* 

o  Allow  non-profits  or  current  tenants  a  right  of  first 
refusal  to  acquire  expired  tinits* 
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HOUSING  AUTHORITY  of  the  city  of  los  anceles 

5JS  Celumbta  Aienuc  •  Lot  Angetet,  Ceitf^  900 J7  •  Box  J7JS:  Foy  Station  •  49^-6440 


September  8,  1987 


Hone /able  To:<  Bradley 

Mayer  cf  the  City  of  Los  Angeles 

Ciiy  Hell 

20C  Korih  Spring  Street  Room  305 
Lo£  Angeles,  California  90012 


Aitc-r.ticn:    Grace  M.  Davis,  Deputy  Mayor 


?,A:cTS  TRAICSMITTAL:  Proposed  Federal  Housing  Policies 
Farrell-Fiores  Kction) 


T*ie  fcllowing  report  has  been  prepared  to  address  the  Fariell- 
FloreE  Motion  (C.F.  87-1340)  relative  to  Senator  Alan  Cranston's 
invitation  to  submit  proposals  for  the  1989  Housing  Act.  The  report 
i£  tranEna tted  for  your  review,  approval  and  further  processing. 

Background 

Senator  Alan  Cranston  is  holding  hearings  for  the  Senate 
SjbcoirjTiittee  on  Housing  and  Urban  Affairs  through  the  nation  to 
w^rh  on  a  ma^or  housing  bill  for  1989  which  will  set  a  fresh,  new 
framework  for  national  housing  policy  in  the  1990* s. 
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As  expressed  by  Senator  Cranston,  the  Subcommittee  is  particularly 
interested  in  the  following  questions: 

What  significant  changes  have  recently  occurred  in  the 
housing  market?    How  have  housing  problems  been  effected  by 
changes  m  federal  pclicy,  such  as  reductions  in  tax 
ircfntives  for  housing  production  and  cutbacks  m  federal 
housing  programs? 

Wha;  has  been  the  impact  of  increasing  costs  of  home 
oiN'nership  on  different  segments  of  the  population  and  on 
different  types  of  communities?    Where  and  for  whom  is  the 
problem  r>ost  severe?    what  aspects  of  the  problem  nave  not 
beer,  generally  recognized?    Hoi.  could  public  policy  alleviate 
the-  prcMen:? 

Whe'-  has  been  happening  to  the  ability  of  low  income  people 
to  afford  decent  housing?    What  will  be  the  consequences  of 
ios.ng  privately  owned  low  income  housing  over  the  next 
decade  as  HUD  contracts  expire  and  Farmers  Home  and  HUD 
•nortgages  are  repaid?    To  what  extent  can  the  housing  needs 
of  low  income  people  be  met  vith  the  existing  housing  stock? 
What  housing  needs  of  2ow  income  people  require  new 
prod'jction? 

To  wh£-  extent  does  homelessness  reveal  new  probler.s  and  an 
exacerbation  of  old  problems? 

V-i at  should  be  the  federal  role  in  providing  more  affordable 
housing  and  supporting  the  hon;e  finance  system? 

We  W.21  address  in  this  report  those  issues  directly  dealing  with 
lov:  Income  housing* 


The  irost  significant  problems  that  public  housing  programs  are 
dealing  with,  not  only  m  Southern  California  but  throughout  the 
nation,  are  the  following: 

1,  T:.e  severe  impact  on  public  housing  projects  caused  by 
the  concentration  of  the  very  low  income  families.  This 
has  occurred  due  to  HUD  restrictions  imposed  on  PHAs  to 
serve  only  the  very  low  income  families. 

2.  The  lack  of  motivation  of  families  living  in  public 
housing  projects  to  move  **in-up-and-out*'  of  the  projects, 
with  no  incentives  for  low  income  families  to  achieve 
upward  mobility.    This  is  caused  by  two  factors:  (a)  the 
elimination  of  maximum  income  limits  for  continued 
occupancy,  and  (b)  the  lack  of  affordable  housing. 
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3.  The  seriousness  of  drug-related  activities  going  on  in 
the  projects  which  affect  the  security  of  residents  and 
which  is  impairing  the  effectiveness  of  youth  programs 
oriented  towards  training  and  jobs.    This  problem  is 
almost  universal  in  nature,  but  the  refusal  of  HUD  to 
fund  protective  services  at  the  projects  makes  it  almost 
impossible  to  achieve  the  goal  of  "drug-free  public 
housing . 

4.  We  cannot  list  the  problems  affecting  public  housing 
without  mentioning  the  enormous  need  for  mere  low  income 
housing,  whether  Conventional,  Section  8,  or  Voucher.  At 
present,  the  demand  for  housing  assistance  is  at  enormous 
levels  -  and  growing  -  while  resources  are  more  and  more 
lir.ited.    :he  lack  of  resources  is  aggravated  by  the  high 
prototype  costs  as  well  as  the  almost  impossible  to 
achieve  site  selection  criteria. 

The  Ho-  ing  Authority  of  the -City  of  Los  Angeles  proposes: 

1.    The  elimination  of  HUD  income  limits  which  effectively 
restrains  the  use  of  public  housing  only  to  the  very  low 
mcor.e  familie«,  thus  making  it  the  housing  of  last 
resori.    This  would  create  better  integrated  communities 
confronting  less  problems  by  t^c  impactation  of  extreme 
poverty  and  its  concomitance  concerns. 

I.    ?he  establishment  of  maximum  income  limits  for  continued 
occupancy,  coupled  with  a  perioc^  of  residence  in  the 
projects  limited  to  the  time  it  would  take  for  the 
youngest  member  of  the  family  to  graduate  from  high 
school.    This  must,  of  course,  be  accompanied  by  the 
creation  of  a  realistic  program  to  create  affordable 
housing  (between  $50  and  $70  thousand).    During  the 
period  of  residence,  all  service  agencies  would  be 
directed  to  concentrate  resources  in  the  projects  to 
assist  the  families  in  moving  "up-and-out. " 

3*    Funding  for  operations  of  public  housing  must  include  as 
an  eligible  cost  the  provision  of  protective  services  and 
the  creation  of  anti-drug  programs.    Our  nation  cannot 
afford  to  lose  our  youth  to  drug  abuse.    Wo  a.^e  fighting 
a  losing  battle  with  drug  dealers  because  we  are  not  able 
to  provide  our  youth  with  training  and  job  opportunities. 
HUD  must  confront  this  reality  and  provide  funding 
sources  to  combat  this  very  serious  problem. 
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4.    We  strongly  urge  that  HUD  change  its  rwles  regarding  site 
selection  and  prototype  costs  for  public  housing.  To 
this  end,  we  recommend  that  instead  of  allocation  of 
units,  HUD  should  allocate  the  funds  (dollars)  lecving 
the  local  PHAs  the  flexibility  to  produce  "safe,  decent 
and  sanitary**  housing  within  the  housing  quality 
standards  of  the  community.    The  PHAs  could  then  use 
innovative  ways  to  build  the  units  -  for  example,  using 
air  rights,  etc-  -  and  more  units  could  be  produced  with 
the  came  limited  federal  dollars, 

T'.e  above  represent  only  some  of  the  areas  of  concern  which  we  have 
L\  the  Housing  Authority.    Ke  are  i:.  the  process  of  meeting  with 
residents  of  public  housing,  lov  income  elderly,  and  potential 
r  cipients  of  housing  assistance  to  develop  more  areas  where 
cnanges  need  to  be  irade  to  reactivate  the  public  housing  programs 
and  bring  the-,  taik  to  the  useful  purpose  that  was  envisioned 
50  years  ago  whef.  the  firtt  public  housing  bill  was  enicted, 

F£C0:iyi£NDAT20NS 

Tne  Executive  Director  of  the  Housing  Authority  of  the  City  of 
Los  Angeles  respectfully  requests:  (a)  further  processing  of  this 
transmittal  to  the  Grants  Committee  of  the  City  Council;  (b) 
cons i (deration  and  adoption  of  the  proposals  hereinabove  contained 
by  the  Grants  ard  the  Intergoverniiier  tal  Relations  Comr.ittees,  and 
ihe  Citi  Council  as  the  position  of  these  bodies  regarding  Senator 
A:a-.  Crans-on's  Housing  Act  for  19B9;  and  (c)  that  the  Mayor  concux 
wjtr.  the  above  pxopc-sed  actions* 


Sincerely, 


Leiia  Gonzalez-Corr 
Executive  Director 


LGC.db 


cc:    Councilman  Robert  Farrell 

Councilwoman  Joan  Milke  riores 
Douglas  S.  Ford,  General  Manager,  CDD 
John  Tuite,  Administrator,  CRA 


Joe  Lopez,  Legislative  Analyst,  CLA  V 
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City  or  Los  Angeles 


DtWAKTMCNT 
tit  W  tta  tt«((t 


C.C.:  Cltyvldt 
CoDttot  FtrtOD  li  Lxt.: 


TOM  BRADtCY 


Balph  R.  Xtptrzt  x53^06 
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HoDortble  Tod  Bradley 
Mayor,  City  of  Los  Anstlta 
Booa  305,  City  Rail 

AttentlOD:    Oraoe  H*  Dtvlt,  Dtputy  Hayor 

OXAKTS  TKAXSHITTAL:  &0DSIIIO  FOLIC!  AHD  MEV  IIITIATIT2S  FOR  A^fORDABLB 
BOOSIfiO 

WARRATITE 

Trananlttod  for  your  review,  approval  and  further  prooeeslng  1»  this 
report  on  the  need  to  develop  a  new  City  Bouelns  Folloy  end  to 
reoonaend  Inltlatlr'^*  to  inorease  the  DU&ber  of  affordable  houslns 
UDlta. 

This  report  has  been  prepered  irt  response  to  a  request  by  the  Chalraen 
of  the  Crante,  Bouelsg  and  Coacjolty  Develop&ent  Coa&lttee  for 
oonalderatlOD  at  the  speolal  Orante  Coaalttee  aeetlng  of  Septeaber  StZ, 


REPORT  FORMAT 

This  report  report  oonslste  of  four  (4)  aeotlons 

SeotloD  1  -  ftCSKsrjr  of^MaJor .Bouelns  laenee  -  ^roblaas 
SeotlOD  2  -  Current  Bouslns  Folloles 
Section  3  "  CDD  Bousing  Unit  Inventory 

Section  \  -  Factors  end  reocnaendatlons  for  policies  vhioh 

provide  for  the  aoet  feasible  aethods  for  Inoreeelng 
affordable  houslcg  in  the  City 
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Tba  BoDoruble  Too  Brtdlty  -2. 

SEP  A  V  1387 

SECTIOH  1;  SiMMAHT^r  HAJOR  HOD.Smo  ISSDES/  PBQBLEMS 

Ih«  aajor  Istuts  iffpotlDe  tfco  cityU  tblllty  to  rtspood  to  tbe  city's 
BouslDS  Qttdt  and  dtatDdt  otn  bt  tUBBtrlrtd  ct  follows: 

•«tdootloD,  ttrBlDttlOD*  or  susptntlOD  of  Ftdtrtl  Ronttl 
AsslstSDot  prosrsBS  -  In  1980»  tbt  City  rtOQlved  HOD 
•pproTtl  for  2,*U  units.    In  1986,  HUD  approved  ^0  units, 
Tbn  tptolflo  tlloottlons  during  tblo  period  vere  as  follows: 

lo,  of  Ho,  of 

Projeots  Dp Its 

105  2,^U 

125  955 
5  713 
!  29* 
o  105 
0  .0- 
1 

In  addition,  tbe  Coaaunlty  Davelopaent  Blook  Grant  Proeraa 
bas  been  draaatloally  reduoed  (tbe  City's  blgb  of  |66,0 
■llllon  m  1985/86  vs  tba  ourrant  level  of  156,0  Billion), 

2,  Inoreased  deaand  for  affordable  rental  bousing  -  In  1983  tbe 
need  was  236,466  bousebolds.    In  I986,  tbe  need  uas  313,9ll3 
housebolds  or  an  Inorease  of  771*77  bouaeholds  <33J), 

3.  iHoae  ovnersblp  opportunltlaa  are  beooalng  aore  dlffloult  duo 
to  Inoreases  in  oosts  for  land,  oonstruotlon  and  financing, 

*,    i£Sobeduled  loss  of  Federal  Rental  Aaslatanoe  for  22,000  units 
of  Section  8  Contracts  or  Section  236  and  221(d)(3) 
prepayaents, 

5,  »Tba  financial  lapact  of  laprcvlng  1,*00  Residential 
Apartaents  and  3OO  Residential  Hotels  vblcb  are  selaalc 
4eflclent, 

6,  »Tbe  need  and  deaand  for  Inner-City  Hcvslng  Develcpaent 

7-      Reluctance  of  tbe  private  Investaent  ccaaunlty  to  ccaalt 
sufficient  funding,  particularly  to  tbe  Inaer-Clty, 

8,      Witb  tbe  advent  of  tbe  Tax  Refcra  Act  of  1986,  tbe  ability 
•to  Issue  taz-ezeapt  bonds  for  bousing  bas  been  restricted, 
Furtber,  tbls  Act  reacved  Incentives  for  profit  activated 
developers  to  Invest  In  affordable  bousing  develcpaent,  Tbe 
Act  schedules  tbe  teralnatlcn  or  sunset  of  Tax  Except 
financing  for  the  Slngle-Faally  First  Tine  Hose  Ownership 
Prcgran, 
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SECTION  2  -EXISTIHG  HODSINO  POLICIES 

Id  order  to  recoxaond  new  bousing  polloles,  It  Is  loportant  to 
Identify  ourrent  bousing  polloles  as  lepleeonted  by  tbe  COO.  The 
^aslo  polloles  followed  by  tbe  COO  Inolude; 

1.  Tbe  adopted  Bousing  Eleaent  of  tbe  City  General  Plan. 

2.  Tbe  City  and  BOO  approved  Bousing  Assistanoe  Plan  of  tbeffi^P 
Clty*s  CoBtaunlty  Oevelopaent  Blook  Grant  (CPBG)  Applloatlon. 

3.  Polloles  Initiated  by  tbe  City  Council  through  various 
ordinances  suob  as  Oenslty  Bonus;  Selsxalo  Ordinance  and  the 

.Dorothy  Hae  Ordinance. 

4.  The  15  prograa  1960-64  Bousing  Production  Prograa. 

5*    Prograa  specific  policies  approved  by  tbe  City  Council  as 
specific  housing  prograas  are  offered  to  tbe  City  or 
developed  In  response  to  a  specific  bousing  need.  Exaaples 
of  such  policies  would  Include: 
/ 

a.  Tbe  City  Tax-Exeapt  Bond  Program  for  Affordable  Bousing. 

b.  Bental  Rehabilitation  and  Bousing  Oevelopaent  Action 
Grants. 

o.    Tax  Credit  Allooatlon  Procedures. 

d.    Kehabllltatlon  loan  guidelines  for  BOKE,  MOBE,  Contract 
Agencyi  Xelghborhcod  Bousing  Services  (XBs)  areas  on 
prograas . 

a.       REHABILITATION  HODSXNG  POLICIES 

The  COO  Bousing  Olvlslon  Behabllltatlon  Progra&s,  as  described 
under  Section  2(a)  are  operated  to  provide  technical  and 
financial  assistance  to  single  faally  owner  occupied  households 
and  BUltlfaally  residential  renter  occupied  unl.s.    The  prograas 
ars  operated  In  accordance  with  City  Ccuncll  and  Mayor  approved 
guidelines.    Such  guld^ellnes  Include  loan  Halts;  eligibility 
criteria;  and  participation  and  application  procedures.  Since 
the  Inception  of  the  first  Bousing  Olvlslon  prograa  In  1976,  the 
BOHE  Prcgraa,  the  guidelines  and  procedures  have  been  aodlfled, 
through  City  Ccuncll  and  Mayor  approval  based  upon  Increases  In 
rehabilitation  costs,  and  through  the  Introduction  of  new  prograa 
resources  (In  addition  to  COBCi  Funding,  such  as  Section  312, 
Rental  Behabllltatlon ,  Section  6  Moderate  Rehabilitation, 
Tax-Exeapt  Bond  Flnanclng«  and  other  slallar  resources).  Further 
prcgraa  aodlf Icatlons  were  aade  based  upon  the  need  to  achieve 
optlaa  operating  efficiency  wnd  effectiveness. 
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yew  COHSTBDCTIOM  ROqSIHQ  POLICIES 

Tbc  Housing  DlTlslon  lo  1979  developed  lt*a  nev  oonatruotloQ 
prograa  In  r^spoDte  to  (i)  antlolpeted  eotlons  by  tbe  Federal 
OoverOBeDt  to  reduoe»  teralnate  or  suapend  It'a  prlaery  nev 
oo-aatruotlon  prograaa;  <2)  tbe  CAP  In  nev  oonatruotlon  bouslDg 
betveea  elderly  and  faally  bousing  developaeDt;  (3)  tbe  reduoed 
level  of  HOD  flnanolng  ooBBltpeDts  for  Bsslsted  projeot  tberaby 
oraetlng  Bortgege  •OlPe";  and         tbe  need  to  provide  looentlves 
for  iDoer-Clty  Houelng  Produotlon*    As  a  result  of  tbesii  factors^ 
tbe  Housing  Division  Inltleted  progrsBs  to  faollltete  nev 
oonstruotlon  tbrougb  (l)  tbe  oreetlon  of  a  Housing  Produotlon 
Prograa  eleaent  under  tbe  CoBBunlty  Developaent  Blook  Grant 
applloatlon  (tbe  funda  of  vblob  vere  used  for  land  vrlte-dovn  or 
Bortgage  GAP  flnanolng);  (2)  the  oreatlon  of  a  Munlolpal  Flnenoe 
Section  to  develop »  etruoture  and  Issue  Taz-Ezeapt  Bonds  for 
First  Tlae  Hoae  Buyere»  for  aultlfaardy  non-rent  subsidized 
projeoti  end  for  Seotloo  8  rent  subsidy  developaenta  and  (3)  tbe 
adalnletratlve  reeponslblllty  for  tbe  Density  Bonus  Prograa, 
Crlterle»  developer  requests  for  proposalsi  Underwriter  and  Bond 
Counsel  request  for  proposals  and  ultlaetc  seleotlons  b&ve  been 
developed  by  Bousing  Division  staff  for  vblob  tbe  City  Counoll 
and  Mayor  provided  final  approval* 

TAHCETIHC  POLICIES 

REHABZLXTATZON 

For  single  faally  end  aultlfaally  rebabllltatlon »  prograa  aress 
were  Initially  seleoted  In  aooordanoe  vltb  federal  CDBG 
regulations,    Tbe  prlaary  faotors  for  targeting  vere  (l) 
B&nageaent  ospeolty;  (2)  areas  vblob,  once  esslsted  vould  eobleve 
oae  of  tvo  National  objeotlves  (a)  lov  Inooae  benefit  and/or  (b) 
reeoval  of  eluas  and  bllgbt;  (3)  proposed  areas  vblob  bed  a 
sajorlty  of  Ita  resldente  defined  as  lov  Inooae  (eernlng  less 
tban  60^  of  aedlan  Inooae);  ik)  prograa  areas  bevlng  bousing 
Blxes  vblob  vere  eltber  single  faally  (for  HOKE  Contraot  Agenoles 
and  )2H3  Prograas)  or  aultlfaally  (MORE  PXOGRAM);  and  (5)  boualng 
found  to  be  vltbln  tbe  Prograa  areas  deflolent  of  HOD's  Mlnlaua 
Property  Zaproveaent  Stendarde* 

XEV  COKSTSDCTZOH 

For  nev  oonstruotlon,  tbe  target  erea  polloles  vere  estebllsbed 
to  eddress  tbe  follovlng:  (l)  Tax  Exeapt  Bond  Flnenolng  for 
slngle-faally  ovnersblp,  tbe  Bxletlng  Progrsa,  Areas  vere 
deteralned  In  acoordence  vltb  federal  criteria,  essentlelly  all 
oensus  traot  vltbln  tbe  City  bavlng  a  aajorlty  of  lov  Inooae 
bouseholds,  end  (2)  GAP  Flnenolng  bas  been  available  for 
Tax-Exeapt  Bond  Multlfeally  Xentel  Projeot,  looated  In  tbe  City 
Counoll  epproved  Priority  Area  (La  Clenega  to  tbe  vest,  Vllsblre 
Boulevard  to  tbe  nortb,  Ihit  Seatern  City  Halts  to  tbe  eeat  and 
I20tb  Street  to  tbe  soutb)* 
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SECTIOM  3  -  CPD  >  HODSIWO  PBOCBAHS  BESOOBCES  -  COBBEKT  AWD  AWTICIPATED 

Slnslt  faally  rtbabllltatloa  and  First  Tlse  Boae  ovnersblp 
opportunities. 

«•      Kebabllltatlon  prosrttDS  -  tbo  CDD  operates  a  vide  variety  of 
slDgle-faDlly  rebabllltatlon  prosrass  to  preserve  tbe  Clty^s 
exlstlns  slnsle-faallj  bouslns  stook*    Tbe  prograos  lool*^do; 
BOHE,  HELP,  and  Contraot  Asenoy  Prosraas.    Tbe  results, 
slnoe  tbe  Inception  of  eacb  respective  prograa,  as  of  Juni 
30,  1967i  are  as  follows: 


Prograp  Units 

BOHE  3.710 

HOKE  69 

FELP  1,000 

Contract  Asency  676 

TOTAL  5,^55 


b •  Single  Faclly  Ownership 

Flrot  tl&e  boae^uyers  benefit  froB  tbe  City's  InTolvesent  In 

flnanclns  new  bones  and  oondoslnluas  by  obtalnlns  belov  narlcet 

rates.    Tbe  City  bas  already  financed  ownersblp  developaent, 

representing  2,697  units,  located  throusbout  tbe  City.  Ovfcr 

$209*'i  sllllon  In  bonds  bave  been  sold  under  tbls  progras^  Tbe 

Interest  rate  under  tbls  p  *osraB  ranges  fros  O.^iS^  to 

Tbe  City  of  Los  Angeles  a!   >  Bakes  loan  funds  avallab'  }e 

purchase  of  existing  boaes  «/blcb  are  located  In  desl 

'target  areas.*    Generally,  tbese  target  areas  Inoluv  ions 

of  Bollywood,  VlXsblre,  Sllverlake,  Exposition  Park,  hj^tt  Park, 

Vatts,  South  Central  and  Southeast  Los  Angeles  antf  San  F<)dro. 

2.    Hultlfsanv  Kehsbllliatlon  and  Kew  Cons'^ructlon 

a.      Hultlfaally  »ahabllltatlon  -  Tbe  City  offers  assistance  to 
^owners  of  aultlfaally  rental  properties  occupied  by  low 
Inoo&e  tenant  households.    Although  the  sajor  prograa 
operated  Is  the  HOSE  Prograa,  the  CDD  provides  this 
assistance  under  the  BOHE  Prograa,  and  the  Contract  Agency 
Prograa.    Tbe  results  to  ^ate  include: 


HulMfaally 

Pro^traa  Dnlts  flehabllltated 

HOSE  3,379 
HOHE  H,940 
Contract  Agency  966 


TOTAL  9,305 
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b«  Key  Multifaaily  Rental  Developmept 
KoD*>Sub8idlzed  Rental  DerelopBent 


To  date,  CDD  baa  ooapleted  four  Bultlfanlly  bond  Issues,  end 
•l«Ten  ipeolal  projeot  issues*    Tbe  Issues  to  date  provided  for 
tbo  flnanolng  of  projeots  representing  In  excess  of  8,569  units 
and  over  $460*0  Billion  Id  bond  financing*    Eacb  of  tbe  bond 
financed  rental  projeots  Is  0u'>jeot  to  tbe  requirement  tbat  at 
least  20%  of  tbe  projeot *s  units  be  available  and  rented  at 
affordable,  levels*    Approxlsately  1  ,838  units  bave  been  set*aslde 
for  lover  Income  bousebolds* 


Subsidized  Rental  Housing  -  Haw 


In  1979»  tbe  CDD  Initiated  tbe  Assisted  Bousing  Production  PrograQ* 
Tbe  prograo  objective  was  to  encourage  tbe  construction  of  Rev  Section 
6  faslly  and  large  faolly  projeots,  particularly  vltbln  tbe  Inner  city 
areas*    Tbe  City  bas  ecbleved  tbls  objective  by  using  botb  "Gap" 
financing  and/or  tax-exeopt  financing*    Under  tbls  program  ve  bave 
acccopllsbed  tbe  following: 


Bouaebold  Type 
Total  Large 
Proftran  Assistance  Onlts         Elderly  Faolly  Faclly 

1*  Mortgage  GAP  663  365  227  71 

Assistance  only 


2«  Tax-exempt  Bond  115  95  20 

Financing  only 

3*  Bond  Financing  and  694  329  289  73 

GAP  Assistance 


TOTAL  1,472  694  611  164 

3*       SEISMIC  REHABILITATIOH 

The  Community  Development  Department  bas  taken  tbe  Initiative 
since  tbe  Adoption  of  tbe  Seismic  Safety  Ordinance  (passed  In 
February  1961)  to  help  finance  residential  seismic 
rehabilitation*    During  tbls  period  tbe  City  bas  utilized  a  vide 
variety  of  financing  and  funding  resources  to  assist  In  the 
correction  of  such  buildings*    Tbe  City  bas  been  Involved  in 
three  difference  forms  of  assistance:     (1)  tbe  Community 
Development  Department  bas  provlJed  direct  funding  assistance 
tbroufh  a  combination  of  Federal  Community  Development  Block 
Grant  Funds  and  Rental  Rehabilitation  Funds;  (2)  tbe  use  of 
Federal  Tax-Exempt  Bond  Legislation;  and  (3)  tbe  Community 
Development  Department  as  a  referral  agency  to  various 
ccnventlcnal  lenders  wishing  to  finance  seismic  deficient 
buildings  upon  referral  by  tbe  Community  Development  Department* 
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Our  dfforts  to  date  have  provided  assistance  for  M  projects 
represeDtlDg  2.072  UDlts,  a  total  rehabllltatloD  value  of 
i25.636.66l  and  a  total  Selsslc  RebabilltatloD  value  of 
16.520. 6H>> 

4.      Dupsltv  Bonus 

On  Jtiae  1  ,  1983  tbe  City  Council  autborlsad  tbe  CcoDunlty 
Deve'^opoent  Departoent  (CDD)  to  enter  Into  and  ezecute,  on  bebalf 
or         City^  Bousing  Rental  or  Purcbase  Covenants  and  Agreeoents. 
Tbese  covenants  are  required  In  tbose  cases  vbere  tbe  Planning 
Dtpartoent  or  Planning  Ccsolsslcn  lapose  conditions,  approved  by 
tbe  City  Council,  on  a  develcpoent  vbere  specific  units  are  to  be 
beld,  sold,  or  conveyed  only  to  eligible  low  and  soderate  Incose 
bousebolds. 

Tbese  conditions  occur  In  oases  Involving  sucb  Issues  as  Density 
Bonuses,  Zone  Cbanges,  conditional  Use  Pernlts,  Tract  Maps, 
Parcel  Haps,  variances  and/or  Coastal  Perolts  or  Snvlrcnoental 
Clearances. 

As  of  August  30,  1987  tbe  CDD  bas  processed  S^i  contracts  for  all 
of  tbe  fibove  type  of  variance,   representing  3,677  total  units,  of 
wblcb  370  units  are  restricted  to  low  or  Doderate  Incooe 
bousebolds,  J(36  unfts  for  noderate  inooae  bousebolds,  and  ^AA 
units  for  low  Incooe  bousebolds. 

Specifically,  under  tbe  density  bonus  prograo  we  bave  executed  33 
cast:},  representing  1  ,685  units  of  wblcb  211  units  were  for  low 
and  noderate  Incooe  bousebolds;  111  units  were  for  noderate 
Incooe  bousebolds  and  86  units  were  for  low  Incooe  bousebolds. 


SECTIOH  ft;  FACTORS  EFFECTIMO  HODSIHO  POLICY  DEVELOPHEKT 

As  policies  wero  reccooended  to  and  approved  by  tbe  City  Council,  for 
the  above  referenced  prograos,  we  find  consistency  wltb  respect  to  tbe 
aforesentloned  polloles.    Factors  wblcb  oust  also  be  considered  In  tbe 
developsont  of  new  bousing  policies  sbould  Include  tbe  following: 

1.      Develcpoent  of  pr'ograas  responsive  to  tbe  diverse  bousing 
needs  of  tbe  City.    Hew  Construction  for  rental  units  and 
tbe  opportunity  for  first  tlae  ownersblp.    Tbe  preservation 
of  tbe  City's  existing  bousing  stock  -  botb  slngle-faally 
and  oultlfeolly  units* 

2«      Housing  Affordablllty  -  to  Include  new  ownersblp  at 
affordable  oarket  values  and  rent  levels  targeted  at 
affordable  levels  wltbout  federal  rent  subsidies* 

3*      Quality  Bousing  -  Hew  bousing  develcpoent  sbould  not  be  at 
tbe  expense  of  inferior  bousing  quality* 


CHART  1 

Coaparatlve  Analysis  of  Affortable 
Housing  City-vide  vs.  Central  City 


CENTRAL  CITY  VS.  NON  CENTRAL  CITT 

SUPPORTABLE  PROJECT  FINANCING 
no n- central  city 


+ 


nr^arket  rents 

1  bedroom  $677 

2  bedroom  $966 

supportable  loan 
equity  =  $3,450,000 


nourcei  Housing  Division,  CDD 
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market  rents 

1  bedroom  $500 

2  bedroom  $600 
supportable  loan 

+  equity=$2,709,174 
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4. 
6. 

?• 

8. 
9. 

10. 
11, 


12. 


ERIC 


Boseless  Preventlpn  -  to  Inolude  the  developoeDt  of 
transltloD&l  bousing  and  peraanent  bousing. 

Continuation  of  InterAgenoy  coordination  and  cooperation 

Private/public  aeotor  partnersblpa  -  tbe  City  alone  does  not 
bave  tbe  resources  to  address  lt*a  bousing  needs.  Tbe 
private  Inrestaent  oomaunlty  nust  be  activated  to  Invest  In 
tbe  Clty*s  bousing  prograas^  particularity  for  Inner-City 
Develcpaent  and  for  aelaolc  deficient  bulldlnga. 

Leveraging  of  public  aeotor  dollars  to  encourage  aucb 
Investaent  tbe  City  abould  continue  to  require  private 
develcpaent  financing  vltb  City  CDBG  funds  &  aervlng  to 
close  Bortgage  gaps»  not  substitute  for  Developer  equity. 

Operational  efficiency  of  current  prograas. 

Expediting  of  City  sponsored  projects  -  tbe  City  sbould 
evaluate  lt*s  current  processing  operations  for  Building 
Peralta  and  Zoning  approvals. 

Target-area  vs.  City  vide  Assistance  -  Cbart  1  sbovs  a 
ooBparatlve  analysis  on  tbe  need  to  finance  a  fifty  unit 
project  between  a  non-central  City  project  and  a  Central 
City  project. 

Policies  reactive  to  State  and  Federal  cbanges/dynaalcs  and 
tbe  iBpact  to  private  residential  levelcpaent  -  both 
assisted  and  non-assisted.    Sucb  factors  tbat  are  boyond 
direct  City  control  Inclade: 

a.  Interest  Bates  -  lapacts  constructions  financing  and 
ownership.    Cbart  2  shows  the  rent  level  differential 
between  conventional  Interest  rates  and  tax-exeapted 
Interest  rates.    Chart  3  shows  a  ccsparatlve  analysis  on 
Interest  rate  lapact  on  ownership  opportunities  based 
upon  conventional  Interest  rates  and  tax-exeDpted 
Interest  rates . 

b.  ^dlt  aarlcets  and  taxes  -  without  change »  for-profit 
«;6velcpers  will  defer  In  their  effort  to  develop  low 
Inccse  housing. 

c.  Rousing  aarkets  -  the  deaand  for  all  housing  vlthln  tbe 
Clty»  based  upon  supply*  creates  higher  oarket  values, 
and  therefore  excludes  those  at  or  below  aedlan  inooae. 

The  iBpact  of  sarket  foroea  on  private  residential 
develcpaent  -  both  assisted  and  ncn*asslsted  -  as  a  result 
of  the  tax  changes,  rental  develcpaents  will  be  cash  flow 
driven,  therefore  alnlalzlng  ability  to  develop  affordable 
housing. 


CHART  2 

Comparative  Analyels  of  inUrest  Rate 
Impact  on  Rent  Levels-Conventional  vo* 
Tax-  Exempt  rates 


CONVENTIONAL  RATE  (11%)  VS.  TAX-EXEMPT  (8.75^  RENTS 


C 

e 

o 

Z 
o 
* 


1100 
1000 
900 
800 
700 
600 
500 
400 
300 


20  unHs 


conveni'onal  role 
tax-exempt  rate 


^5  unrls 


20  unHsl 


vivi 

mi 


5  units 


5  unrts 


0  unrts 


0  unft9 


SI 


ERIC 
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unft  types  ^  bedroom  2  bedroom  low  fncome 

5oaircet  Housing  Division*  CDD 
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The  need  for  legislative  support,  advocacy  and  reform  -  In 
response  to  policy  Issues  wblob  effect  budgeting,  sew 
program  developoent  and/or  program  authority. 

Separation  of  bousing  roles  at  City,  State  and  Federal 
levels. 

Budgetary,  personnel  and  fiscal  constralnta  . 

(a)  City  level, 

(b)  stcte  level  and 

(c)  Federal  level 

Basic  demand  for  affordable  bousing. 

City  building  codes,  sonlng  regulations  -  wblcb 
unnecessarily  prolong  or  restrict  processing  can  Indirect 
add  or  Increase  Developer  costs. 

Land  availability,  assembly,  ronlng  and/or  community 
resistance. 

Investment  motivation  -  botb  for  lenders  and  for  developers 
to  Invest  DOW  In  bousing  development, 

SDGGESTED  HOUSIWO  POLICIES  - 

Bousing  Finance  -  Tbe  City  needs  to  encourage  tbe  aortgsge  lending 
community  to  remsln  committed  to  bousing  wltb  an  eopbasls  on  special 
City  bousing  needs  sucb  as  seismic  improvement  flnaoolng  and 
Inner-elty  Investment, 

Federal  Tax  Policy  -  Tbe  City  needs  to  encourage  our  California 
delegation  to  study  tbe  need  for  legislative  change  to  current  tax 
policies,  to  Include: 

(a)  Expand  tbe  volume  of  mortgage  revenue  bond  financing  to  help 
flrst-tlme  bomebuyers  and  extend  the  legislative  authority 
beyond  tbe  proposed  sunset  dnte  of  l966, 

(b)  Expand  tbe  volume .of  tax-exempt  bond  financing  for 
multlfamlly  projects, 

(o)    Exempt  from  tbe  volume  csp  tax-exempt  bond  financings  for 
seismic  deficient  bulldlngCt 

(d)    Reinstate  tsx  Incentives  to  developers  to  develop  affordable 
bousing, 

WEW  HOUSIHG  PRODDCTIOW  PROGRAM  -  The  City  should  urge  congress  and 
support  the  efforts  of  o,s.  Senator  Alan  Crsnstca  to  develop  programs 
ond  appropriations  to  fund  or  reinstate  bousing  production  prograrss. 


13. 

15, 

16, 
17, 

16, 
19, 
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Comparative  Analyoio  of  Interest  Rate 
Inpact  on  Hone  Ownerohip-  Conventional 
V8.  Tax-^S<erapt  Rate 

ANNUAL  INCOME  REQUIRED  TO  PURCHASE  A  HOME 


ERIC 


CONVENTIONAL  (10.75%)  VS.  TAX-EXEMPT  (8.5%) 
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Soureet  Housing  Division,  CDD 


897 


884 


The  Honorable  Toa  Bradley  -10« 

SEP  A  7  W 

gPnii!:  EIPIRATIOH  -  The  City  oould  resllre  a  loss  of  oYer 

?  Of  current  Federally  Assisted  Bousing,  during  the  Period 

1989  to  2006.    As  suoh,  the  City  should  go  on  reoord  to  support 
aotlons  vhloh;  '^'^ 

(a)  iBposa  Boratorlua  on  the  ability  of  prlvataly  ovnad  rental 
devalopaents  to  prepay  Seotlon  236  or  Seotlon  221(d)(3) 
■ortgrfges  until  an  lapaot  analysis  to  existing  tenants  Is 
Identified  or  altlgated. 

(b)  Support  the  efforts  of  Congress  and  the  State  Legislature  In 
their  effort  to  extend  Rental  Asslstanoe  Contraots  beyond 
Initial  oontaot  period  (15  or  20  years). 

(o)  The  City  should  obtain  and  assess  data  on  suoh  projeots 
soheduled  or -otherwise  deteralned  eligible  for  oontraot 
expiration  or  prepayment, 

CITY  ACTIOMS/IHITIATIVES 

In  addition  to  taking  positive  aotlons  to  Initiate  the  sbove  polloles 
the  City  should  oonslder  or  Initiate  the  following: 

(a)  Study  the  slternatlves  for  the  ellninatlon  or  reduotlon  to 
regulatory  barriers  (suoh  as  reoent  propossls  for 
envlronnental  Inpaot  reports  for  snnll  residential 
developaents)  nnd  foes  that  unneoessarlly  Inorease  the 
affordablllty  of  housing  suoh  as  growth  noratorla,  and 
exoesslve  ronlng  restrlotlons •    Or  at  a  alnlauBi  exenpt  low 
Inooae  housing  froB  sewer,  sohool  dlstrlot  or  other  suoh 
fees . 

(b)  The  City  should  evaluate  aeasures  to  streasllne  the  toning 
end  building  peralt  prooess. 

(o)    The  City  should  oonslder  the  lapaot/benef It  of  exaotlon 

fees,  suoh  as  ooaaerolal  or  Industrial  projeots  Indlreotly 
subsldlrlng  rental  projeots. 

(d)  The  City  should  oonslder  the  ability  of  ooaaerolal 
developers  who  reoelve  ronlng  oonoeaslons  to  obtain  and  then 
transfer  density  bonus  benefits  for  low  or  aoderate  units. 

(e)  The  City  should  oontlnue  to  appropriate  lt»s  Bousing 
Produotlon  funds  for  gsp  loans  within  the  City  Priority 
Areas.  Further,  CDBQ  or  Rental  Rehabilitation  funds  should 
oontlnue  to  be  a  priority  for  funding  Selsalo  Deflolent 
BulldlngL • 
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(f)  Continue  to  reserve  taz-ezeapt  bond  for  target  area 
developers  and  to  require  lt*s  selected  Bond  Ondervrlters 
and  Bond  Counsel  to  develop  Innovative  and  coot  saving 
approaches  vben  even  the  City  In  structuring  a  taz-exeopt 
bond  Issue* 

(g)  The  City  should  consider  the  establlshaent  of  a  City 
Municipal  Corporation  under  Tax  Code  301(c)  (3)  to  provide 
flexibility  to  financing  concepts  which  respond  to  diverse 
housing  dovelopnent  situations* 

(h)  The  City  should  give  full  consideration  to  a  proposal  under 
otu'ty  by  the  Rent  Stabllliatlon  Division  to  allow  owners  of 
Rent  Controlled  units  to  "Buy-out"  on  e  one  tlee  basis  froa 
the  Ordinance*    The  proceeds  oT  such  "<ould  be  available  to 
help  finance  low  Inooae  housing* 

(1)    The  City  should  also  consider  an  aggressive  effort  to  obtain 
funds  generated  froD  the  State  Franchise  Tax  Board  (FTB) 
originated  as  a  result  of  the  denial  by  FTB  of  Incooe  Tax 
Benefits  for  sluDlords  who  do  not  oonply  vlth  State  criteria 
for  tas  deductions*    As  an  exaaple»  according  to  a  report  by 
the  Rent  Stabllliatlon  Onlt  the  City  of  San  Francisco  during 
the  period  1979-1983*  received  |341»6^2*  It  Is  estloated 
that  the  City  could  receive  as  Buch  as  $1»400,000*  The 
funds  of  which  would  be  used  for  housing  for  low  Incooe 
households  * 

(j)    The  City  should  act  to  collect  court  laposed  fines  froa 

slUDlords  either  to  help  and  Isprove  the  property  or  other 
properties  needing  rehabilitation  (with  prlorl^^^y  for  selsalc 
buildings) * 

(k)    The  City  should  provide  surplus  sites  to  developers  at  below 
aarket  values  with  the  stipulation  that  low  Incoae  housing 
be  peraanently  convenanted* 

(1)    The  City  should  evaluate  the  perforaance  and  record  of  those 
lenders  In  which  the  City  Invests  It's  funds,  with  respect 
to  their  relnvestaent  policies  within  Inner-clty  or  Blnorlty 
concentrated  areas* 

(d)    Evaluate  the  possibility  to  duplicate  the  experience  of  the 
City  of  New  Tork  which  recently  helped  guarantee  a 
Tax-exenpt  Bond  Financed  Project  for  the  Hoaeless* 

(n)    The  should  consider  the  use  of  QulBby  Fees,  as  an  option  to 
park  developaent,  to  help  finance  low  Inooae  housing*  This 
option  would  be  practical  for  those  already  developed  City 
neighborhoods,  where  new  park  developaent  would  cause  the 
reaoval  of  existing  housing* 
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Private  Saotor  Fartlolpation 


Tbe  Cltjr  abould  enoourase  Cltjr  based  oorporatlons  to 
participate  under  a  obared  equity  or  low  inooae  tax  orodlt 
prooesa* 

Tbe  Cltjr  abouJd  enoourase  noc-proflt  bousing  developaent 
corporatlona  to  obtain  expertise  In  affordable  bousing 
prosraas,  partloularly  as  It  relates  to  autborlty  under 
501(o)(3). 

Prlrate  for-profit  developers  sbould  be  enoouraged  to 
respond  to  Cltjr  Issued  Open-ended  Bequest  for  Proposals* 


KECOHHEMDATIOMS 

Tbe  General  Manager,  Coaaunlty  Developnent  Departaant  respectfully 
reooBBends  tbe  following: 

1*      Tbat  tbls  transBlttai  be  scbeduled  before  tbe  Grants  Bousing 
and  CoBBunlty  Developaant  Coaalttee  and  for  furtber 
processing  before  tbe  City  Council; 

2*      Tbat  subject  to  tbe  direction  given  by  tbe  Grants  CcBaltteo, 

tbat  tbe  CDD  be  Instructed  to  develop  a  ooaprebenslve  work 

plan  for  tbe  lapleaentatlcn  of  tbe  CDD  proposed  bousing 

policies  and  developaent  ocnoepts; 

3*      Tbat  for  CDD  policy  propcaals  requiring  state  and  federal 
actions,  on  an  as  needed  basis,  tbat  CDD  develop  a 
legislative  ocnoepts  for  subalsalcn,  review  and  approval  by 
tbe  Intergcvernaental  relations  ooaalttee;  and 

Tbat  tbe  Mayor  Concur  wltb  tbe  actions  of  tbe  City  Council. 


Doa^ib:*    l  ord 

DOUGLAS  S*  FORD 
General  Manager 
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Rrr>oPT  OF  aHiEF  legislative  analyst 
oh"  r"RPP0SEp_CRA>5:,  program/project 

ITHMKO. :  6  C.F. :  87-1635  DATE:  ^-23^87 

TO:  GVAnta,  IfouQlng  and  CoirmunJty  Developnent  Committee 

FKOK:         Cki^f  Lojifflatlvo  Anniyst 

SUBJECT:    Low  Income  Housing  T^x  Credit  Application  Procedure a 

The  Community  Development  Department  hoD  imbmittec]  for  your 
reviCH  and  consideration  proccduiea  and  giiidolinea  for  the  levi^w 
n-.d  pioc'S5«?.ncf  of  application?*  to  the  Stat«  under  the  Low  Income 
llouaiin^  Tok  Crtdi*.  Progrwn.  These  procedur*»a  and  O'.iid'slintia 
including  criteria  for  piiori.t:izin9  projnctn  art  noted  In  the 
Add  1 1 J  onal. nf orma tion  c ec t i o*i . 

CDD  ^Isc  roqtieptB  approval  to  receive  fees  provided  by  the 
piogrr:n  rcrlativ^)  to  application  (s)  review  and  that  the  Planning 
Da;>E)'*;ti'*nt,  Pophrtment  of  Building  «nd  Safety,  and  the  City 
AT.t:orr.'.  y  provide  aaalstance  to  CDD  as  needed  to  facilitate  the 
pr^ic^rsing  of  Applications. 

Tlio  tnx  crftdita,  authorised  by  the  Federal  Tax  Keform  Act  of 
'15r8»>.  are  ftvftilablo  to  ovnero/devolopcra  of  rental  hounir.g 
<!cvelofMrntB  placed  in  service  between  January  1,  1987  and 
It^cenJ-^sr  11,  J 909.  For  calendar  ycf.r  1987,  $32.9  niillion  in  tax 
cvi^ditft  niA  available  statewide;  ]iowev«r,  no  single  jurisdiction 
may  rccr^tvc  oore  than  1/3  of  this  allocation. 

Z*l\t  purjjcee  of  the  I*ow  Income  Tax  Creditn  Program  is  to  provide 
9kn  JrcrentiVf'  for  the  Konetniction,  acquisition,  and 
roh-noiiltaUo**.  of  raulti- family  vorital  housing  unit?  for  low 
inrvifd  households. 

A  rtsrtr.J  housing  development  ni^y  ^zualify  for  a  tax  credit  of  up 
tc.  fcut  percent  (4%)  and/or  up  to  nine  percent  (9%)  proporticuate 
to  the  p»rcchtage  of  the  pj  eject  restricted  to  low  income 
ocr.npancy,  7)ic  opcicific  tar.  crodit  percentage  is  oubject  to  the 
r.yj:e  «>i  piojcct  and  the  nource(r)  of  rjnancing  for  the  project. 
H'^w  coiir^liructicn  projer.tn  whj:h  .^tc  sucixtantial  ly  (70%)  financed 
t|.Hb  ^^iX-excript  bond  proceeds  qualify  for  a  4%  tax  credit, 
whnrep.s  projects  financed  bi  conxentlonsl  loan?  qualify  for  a  9% 
ta::  cri»dic. 
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review  of  the.  applications  and  comnenta  will  be  done 
toy  CDD.  Commanta  nuat  Include  local  priori tlea  oatabllahed  for 
^??or.!iMn«''l*,^*''    '^''^fi^''  whether    any   objectlona   wlat  to 

F4n«?  VJI'^.?"  *  particular  project.  (See  Attachment) 

ciSmli.*.?-  T^n^^'nV^  ^  conducted  by  the  Mortgage  Bond  Allocation 
Committer  (MBAC)  eataiMlohed  by  the  governor  to  adalnlater  the 
tax  credit  program  and  t'>  allocate  the  tax  credits. 

FEDERAL  PROGIWl.^TjiRGETUy^^ANp^^  REQUIREMFTMrS 

The  1986  Tax  Reforin  Act  requires  that  projects  which  receive  tax 
credits  meet  and  maintain  certain  requirements,  including 
?ax"ex!Imni.  ^^"^  "^i^^'^^'i  lilinllar  to  developments  which  receive 
^^^C^T^li,^^'"*  financing.  At  the  time  the  project  in  placed  In 
V^^'^l  TV"  between  the  following  two  options 

««f-.  -  ""trlcted  to  occupancy  by  low-Income  tenants.  These 
units  nunt  be  restricted  for  at  least  15  yenrs: 

^'  Son^^i«^^/^4♦.l''^''^  ^''^"'^^  percent  (20%)  of  the  units  to 
Jiouseholds  vlth  Incomes  not.  exceeding  fifty  percent  {50%)  of 
median  Income,  adjusted  for  family  alse;  or  i    z^/  i- 

^'  S«!«^io?^.''!,4^i'*'l''^  forty  percent  (40%)  of  the  units  to 
Jiouseholds  with  Incomes  not  exceeding  sixty  percent  (60%)  of 
rredlan  income,  adjusted  for  family  bIzo. 

Owner/developer  applicants  will  be  charged  a   fee  equal   to  the 
greater  of  $2,000  or  four  percent  (4%)  of^'the  total  a^unt  of  tax 
%>''f?^''ff^'^-  addition,    applicants   must   include  with 

their  applications  a  performance  deposit  equal  to  four  percent 
(4%)  of  the  amount  of  tax  credits  requested.  percent 

^S-5^o"^L«l^^^^?;'^''l>,^*''l  four  percent  (4%)  application  fee  on  q 
50-50    basis  vlth  the  local  jurisdictions  (City  8h8re-2%)  that 
psrfoi-m  the  initial  review  of  the  tax  credit  applications.  ^' 

If  the  project  1 8  allocated  tax  credits  and  the  housing  units  are 
th^"" ^''^^''^  December  1  of  the  year  in  which 
TJie  tax  credits  were  Issued,  the  perfomance  deposit  will  be 
returned  In  full.  If  the  project  le  not  placed  in  service 
according  to  schedule,  the  performance  deposit  will  be  forfeited 
and  the  tax  credit  allocation  will  be  withdrawn. 

CDD    recommends    that    the    feen    received    by    the    City    for  the 
processing  of  the  tax  credit  appllcctlons  be  deposited  into  a  new 
Low  Income  Housing  Tax  Credit  Fund*  and  that  the  proceeds  be 

Tcity  C^"';^^'^^^^^^^^^^  "'^^-^  ^-^^'^^  P-'--  -^J-t 

RECOMMENDATIONS 

That  the  City  Council,  subject  to  the  approval  of  the  Mayort 

1.    Authorize   the  Community  Development  Department   to  review 
comment  upon,  and  collect  a  fee  of  up  to  two  percent  (2%)  of 
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the  amount  of  the  requested  Low  Income  Housing  Tax  Credit  for 
review  and  processin?  of  applications  to  the  State  Kort^a^a 
Bond  Allocation  Committee.  These  applications  are  for 
private  par^Laes  seekin?  an  allocation  from  the  State  for  Low 
Inccwe  Housing  Tax  Credits  for  rental  housing  placed  In 
ct^rvice  between  January  1,  1987  and  December  31,  1989. 

2.  Approve  the  proposed  procedures  and  priorities  for  review  of 
thfi  tax  credit  kipplications  as  outlined  in  this  Report  to 
Counci I. 

3.  Instruct  the  Planning  Department,  the  Department  of  Building 
and  Safety  and  the  City  Attorney  provide  assistance, 
information  and  documentation  to  the  CLD  to  facilitate  the 
processing  of  applications  to  the  State. 

4.  Authorize  the  Controller  to  establish  the  •'Lo*^  Income  Housing 
Tax  Credit  Fund"  for  deposit  of  all  fee  income  received  by 
the  City  in   conjunction  with   the   review   and  processing  of 

.applications  for  Low  Income  Housing  Tax  Credits 

5.  Instruct  the  General  Manager,  CDD,  to  report 
semi-annually  on  the  number  of  applications  processed  for 
Low  Income  Housing  Tax  Credits. 

ADDITIONAL  INFORMATION 

Q^^J^9y,^JJl^i>BP^S9ll^S13  Tax  Credit  Application  Procedures  and 
Scoring  Criteria 

CDD  proposes  that  the  following  procedures  be  used  by  the 
Housing  Division  to  solicit  and  review  tho  applications: 

1.  Advertioe  the  availability  of  the  Tax  Credits  to  inform 
housing  developers  of  the  application  procedures. 
Applications  will  also  be  solicited  frora  the  Community 
Redevelopment  Agency  CCRA")  and  from  the  Housing  Authority 
of  the  City  of  Los  Angeles  fHACLA"). 

2.  Review  application  packages  for  accuracy  and  completion  and 
whether  the  project  complies  with  the  applicable  community 
plan  and  zoning  designations.  For  projects  recvivAng 
financial  or  other  assistaiice  from  any  City  agency,  soUcit 
assistance  and  comments  from  these  agencies  in  prfirparin<j  tiie 
project  review  and  comments  for  submission  to  M6AC. 

3.  Notify,  in  writing,  the  Council  Office  of  the  district  in 
which  the  development  would  be  completed,  and  request  that 
the  Counci  1  Office  submit  comme.'ite  to  CDD  within  ten  ( 10) 
days. 

4.  Prepare  written  review/prioritization  of  the  project  for 
inclusion  with  the  application  to  be  sent  to  MBAC  and 
include  any  comments  from  the  Council  Office  using  the 
attached  Comments  Sheet. 
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5.    Submit    application    .to    MBAC    alon^    with    conunenta  within 
approximately  thirty  daya. 

ScjDrlng^rlterla 

CDD  proposes  that  each  project  be  evaluated  by  ucorlng  It 
againnt  th*  following  criteria  which  Includes  preference  to 
projects  located  In  the  City's  housing  -Priority  Area-,  projects 
i^''!!^^^  redevelopment    areas,     and    projects    owned  and 

operated  by  the  Housing  Authority. 

"^if  housing  was  established  In  conjunction 

with  the  City  s  tax-exempt  bond  financed  program.  The  boundaries 
of  the    Priority  Area"  are  as  follows: 

On  the  West  :  La  Clenega  Boulevard 

On  tho  NprtJi:  wilshire  Boulevard  &  Pasadena  Freeway 

On  the  South »  120th  street 

On  the  East:    The  eastern  boundary  of  the  City 

£Ei11RI A  MAXIMUM  POINTS  AVAILABLE 

.  1.    Location  3 

Located  in  a  -priority  Area" 
for  housing  or  in  a  redevelopment 
area, or  is  owned  by  the  Housing 
Authority. 

•  2.     CLtyrAsslsted  Project  3 

Will  receive  flnar';lal  or  other 
^         asolctancs  from  any  City  agency. 

.  3.     Inc  l.n slon  _of_Faml  1    Unl  t g  3 

One  point  may  be  scored 
for  every  10%  of  units  in  the 
project  which  have  threa  or 
or  four  bedrooms*  up  to  three 
points. 

I 

•  4.     Inclusion  of  Units  Designed 

For  Handicapped  persons  3 


'.V; 
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5.    Seismic  Rehabilitation/ 
Retention  of  Existing 
Single  Room  Occupancy 
Units 

TOTAI,  POINTS  AVAILABLE 


3 

Is" 


Approved : 


JTe  Washington 
Assistant  Chief  Led 


JerSyDaviTa 
Ana^lyst  \ 


lative  Analyst 
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cm  OF  LOS  IBOBLBS 

svunATzox  or  project  applzcatzok 

FOR  FEDERAL  LOV  IXCOHE  BOOSING  TAXCRBDZT 

A  «««««««««ssss»ssssssssccssBcsssssssa 


Project  Location: 

Ovner/Developar: 
Type  of  Projeot: 
ConforsltF  vltb: 
Project  Priority: 


_C.D. 


Xev  Const: 


Bebab: 


Aoq: 


Coaatinlty  plan 


and  Zoning 


Low  (0-5  Points): 
KedluB  (6-10  Points): 
Blgb  (U.15  Points): 

CRITERIA  AKD  MAIIHOM  POIHT  AVAILABLE 
(A  aaxl&UB  of  3  points  aay  be  awarded  for 
•scb  criteria) 


POIMTS  AVARDED 


1 •  Location 


Tbe  project  receives  points  If  It  is  located 
m  »  "Priority  Area*  for  bousing  or  in  a 
redeveloppent  area,  or  Is  owned  by  HACLA. 

Z»      Clty^Assisted  Pro.lect 

Tbe  project  receives  points  If  It 
Is  or  will  receive  financial  or 
otber  assistance  froo  any  City  agency* 

Inclusion  of  Faaily  Dnits 

One  point  say  be  scored  for  everjr  10>  of 
units  In  tbe  project  wblob  bave  t'bree  or  four 
bedrooBs»  up  to  tbree  points* 

4*      Selsnic  Bebabllltstlon/Retentlon  of 
Existing  Single  Roop  Occupancy  Dnits 


5*      Inclusion  of  Onlts  Designed  for 
Handicapped  Persons  

One  point  aay  be  scored  for  every  lOJf  of 
units  In  tbe  projeot  nblcb  are  designed  and 
equipped  for  bandlcapped  persons* 


TOTAL  POIRTS  AVARDED 
Other  coanents: 


o 
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EXPRESS  MAIL 


October  2,  1987 


Mr.  Don  Canpbell 

c/o  Senator  Alan  Cranston 

112  SHOB 

Washington,  D.C.  20510 
Dear  Don: 

This  is  a  follow  up  to  cy  letter  of  August  14,  1987  describing 
Cooperative  Services'  areas  of  interest  vis-a«-vis  a  housing 
reform  bill.    Z  very  much  appreciate  the  chance  to  expand  on  our 
ideas  and  your  encouragement  of  such  submissions. 

Ke  believe  that  housing  reform  legislation  should  recognize 
consumer  cooperatives  such  as  ours,  or  "mutual  housing  associ- 
aticns'"  as  they  are  also  called,  as  important  and  effective 
F.tructures  for  developing  and  managing  affordable  housing  for  the 
elderly.    The  state  of  Connecticut  has  recognized  the  mutual 
housing  association  model  in  legislation  enacted  this  year  as  a 
result  of  efforts  by  Neighborhood  Housing  Services  (Neighborhood 
Reinvestment  Corporation) .    The  legislation  provid<»r;  .he 
state  may  grant  or  loan  financing  to  mutual  housing  associations 
for  the  development  of  housing  for  low  and  moderate  income 
families,  and  stipulates  conditions  under  which  associations 
shall  operate  that  must  be  written  into  contracts  between  the 
state  and  the  association.    The  elements  of  the  Connecticut 
Mutual  Housing  legislation  that  we  believe  should  be  embodied  in 
national  legislation  are: 

1.  The  purpose  of  the  mutual  housing  association  is  the 
provision  of  high-quality,  long-term  housing  for  low 
and  moderate  income  families,  in  which  residents: 


A.  participate  in  the  ongoing  operation  and 
management  of  such  housing; 

B.  have  the  right  to  continue  residing  in  such 
housing  for  as  long  as  they  comply  with  the  terms 
of  the  occupancy  agreement;  and 

C.  do  not  possess  an  equity  or  ownership  interest  in 
such  housing,  which,  upon  sale,  artificially 
inflates  the  cost  of  housing  for  future  residents. 


2S900  OttM  Ro«}.  m 
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2.  The  governing  body  or  Board  of  Directors  of  the 
Association  would  have  as  its  aajority  the  residents, 
including  waiting  list  residents. 

3.  Any  surplus  realized  at  the  end  of  the  fiscal  year 
would  be  used  for  the  following  purposes,  as  determined 
by  the  Board  of  Directors: 

A.  .to  establish  reserves; 

B.  to  reduce  rent;  and 

C.  to  pronote  and  produce  new  affordable  housing. 

There  will  be  no  return  or  distribution  of  earnings  to 
any  individual. 

ifJ^^^  2"  aware,  we  tre  experiencing  a  housing  crisis  in  the 
U.S.  today  because  housing  costs  have  so  escalated.    Also,  for 
low  in cone  people  there  is  no  benefit  to  the  tax  deduction 
associated  with  ownership.    The  consumer  cooperative  or  the 
"mutual  housing^  model  treats  housing  as  a  carvice  not  an 
investment.    Resident  control,  security  and  affordability  are  key 
factors,  not  equity.    The  mutual  housing  model  also  provides  the 
benefit  of  a  central  organization  that  owns  and  operates  the 
network  of  housing  projects.    The  central  association  is  a  sov  -i 
of  educational  and  financial  resources  and,  in  our  case, 
management  services. 

Cooperative  Services,  inc.  (CSI)  is  the  oldest  and  largest  of 
such  organisations  in  the  U.S.    Ve  own  20  cooperative  apartment 
buildings  in  operation  in  four  states  (Michigan,  Massachusetts, 
.'^  California),  which  are  attractive,  well-built  and 

efficiently  managed  by  our  competent  and  enthusiastic  resident 
members.    The  members  consider  CSI  as  a  "family  of  buildings," 
all  working  together  for  the  common  good.    Ke  very  strongly 
believe  that  the  mutual  housing  association  is  a  superior 
structure  for  producing  quality  and  affordable  housing  which  is 
efficiently  managed  by  resident  members.    Our  2 3 -year  history  in 
developing  and  managing  senior  citizen  cooperative  housing  has 
illustrated  the  success  of  the  mutual  housing  approiich. 
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CSI'8  second  area  of  interest  in  the  development  of  a  reform  bill 
is  the  Section  202  program.    Of  our  25  cooperative  projects  for 
senior  citizens  (five  of  which  are  in  the  pre-developmont  phase) , 
20  are  financed  through  the  202  program.    As  originally 
developed,  the  202  program  was  an  extremely  successful  production 
program  for  elderly  housing  in  the  country.    Over  the  years, 
however,  many  administrative  rules  and  regulations  have  been 
adopted  which  have  made  the  program  oore  rigid  and  less  workable. 
Efforts  for  housing  reform  should  look  very  closely  at  the  202 
program  to  bring  it  back  in  line  with  its  original  intent  and 
original  success.    Many  new  ideas  for  financing  are  being 
discussed;  however,  the  202  program  provides  a  model  with  a 
proven  track  xsficrd-    It  would  be  extremely  unfortunate  if  this 
program,  the  "flagships*  of  the  government  production  programs, 
were  not  preserved  and  enlarged. 

In  a  related  matter,  efforts  are  being  made  to  add  a  service 
component  to  federally  subsidized  elderly  housing  to  enable  the 
frail  elderly  to  avoid  premature  institutionalization.    There  are 
economic  as  well  as  social  benefits  to  this  idc?  because  of  the 
increasing  difficulty  in  financing  long-term  health  care.  One 
approach  to  packaging  and  providing  services  to  the  frail  elderly 
is  the  Congregate  Housing  Services  Program,  created  by  Congress 
in  1978  and  being  implemented  by  the  Department  of  Housing  and 
Urban  Development.    Many  states  have  also  developed  congregate 
housing  programs. 

We  believe  such  programs  are  needed  and  we  support  their  develop- 
ment.   However,  it  is  important  to  note  that  the  primary  need  of 
a  growing,  mostly  healthy  low  income  elderly  population  continues 
to  be  affordable  housing,  with  perhaps  some  limited  sevices. 
Congregate  care  housing  and  programs  should  be  a  separate  effort 
for  the  frail  elderly;  all  seniors  in  subsidized  housing  do  not 
need  to  become  automatic  clients  of  the  Department  of  Health  & 
H\:san  Services.    He  support  the  development  of  specially  designed 
separate  congregate  care  facilities,  as  is  being  done  in  Massa- 
chusetts.   While  it  is  important  to  reform  federal  programs  and 
make  them  more  workable,  it  is  also  critical  not  to  overlook  what 
has  worked. 

For  example,  CSI  using  the  202  subsidies  and  through  its 
participative  management  system,  pro. ides  assistance  to  building 
residents  with  health  problems  on  both  an  informal  and  formal 
level.    The  support  our  member/residents  provide  each  other 
ranges  from  informal  assistance  to  one's  neighbor  (such  as 
helping  with  meals  or  cleaning  the  apartment)  to  resident 
committees  structured  specifically  to  identify  and 
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resolve  problems  in  carrying  out  daily  living  activities.  For 
example,  our  residents  on  "Faaily  and  CoBsdnity  Resources* 
coBBittees  spend  aany  hours  working  with  family  aeabers  and 
coMunity  services  to  provide  assifctance  to  their  peers  as 

J^ijJ?^'^^*®^  support  structure  requires  no  additional  federal 
financing,  and  does  assist  seniors  to  continue  to  live 

Rsfona  efforts  should  recognire  and  encourage 
^i?;ibS{!T!;i^*  Pj^^^'-i'^nal  staff  »ay  inhibit  resident  volunteer 
S«2  fi^^*'^^"*'    ^^""^       a  great  need  for  hoae  delivered  «eals 
and  other  coamunity  support  services  as  well  as  separate 
congregate  facilities  in  order  to  prevent  prewture 

«wever,  subsidies  for  affordable  housing 

n»t«^?^mm«^^;  Ti^^^'^^u^?  ^^^^^^  together  and  ?he 

natural  support  it  can  bring.    The  benefits  are: 

A*     The  services  have  no  cost, 

^'      fi^2?«"2^'^®?i°  ?^  care  giving  is  a 

source  of  pride  for  the  "provider"  and  enables  the 
receiver  to  know  he/she  may  at  soise  point  reciprocate— 
aaintaining  individual  dignity,  h  *-« 

The  benefits  described  above  are  a  by-product  of  the  sense  of 
^of'^th^S'l^^^er?  '""^  ^"""'"^ 

J°  provide  additional,  and  specific  information 
t^S'^J.^y?  approach  and  the  elements  of  it  that  wa  believeTave 
led  to  its  success,    we  would  welcome  a  visit  froa  you  to  let  our 
co-ops  speak  for  themselves.    Thank  you  very  much  for  your 
attention  to  these  ideas. 

Sincerely  yours, 

-^^^^^ 

Martha  Sachs 
^  Co-General  Manager 

■•S2487 
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SUMMARY  OF  HOUSING /COMMUNITY  DEVELOPMENT 
RECOMHEN?>XTIONS 


David  ti.  Und 


Coinniunlty  Deveiopment  Commission 
County  of  Los  Angeles 

I4M  Ooodikh  eovl«vwd*Comm«ftc  C*UfoniU  00023*(3 15)  725-7422 


nkh*cl  0.  Antonovtch 
CfMrmMt 

rctcrr  Sch«6«nim 
Kenneth  n«hn 
Cdmund  0.  Zdtimtn 


HOUSING/COMMUNITY  DEVELOPMENT  ISSUES 

Our  suggestions  for  consideration  of  policies  and  programs  to  be 
incorporated  in  new  federal  housing  legislation  are  based  upon  the 
following  major  concepts! 

*^ '  Expand  use  of  the  Block  Grant  approach,  such  as  the  Community 
Development  BlocJc  Grant,  for  all  BUD  housing  programs 

—  Increase  local  flexibility 

—  Appropriate  more  money  for  existing  programs,  particularly 
housing  assistance  programs  for  low  and  moderate-income  persons 

—  Raise  the  threshold  figure  for  compliance  with  the  Davis-Bacon  Act 

—  Promulgate  fewer  regulations  «md  cut  red  tape* 

—  Use  federal  resources  to  stimulate  development  in  concert  with 
the  private  sector 

—  He structure  the  Performance  Funding  System  for  the  low  rent 
Publ.lc  Housing  Program. 

—  Establish  new  methods  of  allocating  Modernization/Compreh'snsive 
Improvement  Assistance  money,  such  as  incorporating  allocated 
funds  into  the  annual  operating  budget  of  the  public  housing 
authority. 

—  Revise  financing  mechanism  of  the  voucher  orogram  to  increase 
landlord  participation 

—  Increase  eligible  uses  of  CDBG  funds.    Currently  new  construction 
and  on-site  improvements  are  eligible  activities  for  nonprofits 
but  not  for  private  developers.    As  a  trade-off,  increase  targeting 
to  51-75%  low-moderate,  depending  upon  activity. 

Given  the  federal  deficit,  there  are  obvious  financial  constraints 
which  cannot  be  ignored.    However,  it  is  time  to  reprioritize« 
Housing  is  now  given  a  very  low  priority.    The  problems  relating 
to  the  need  for  low  income  housing  are  increasing  while  the  supply 
of  decent  and  affordable  housing  stock  is  declining* 

Attached  are  sheets  relating  to  individual  issues.    Comments  are 
offered  respectfully  and  in  a  noncritical  vein.    Historically  we 
have  found  officials  at  the  U.S.  Department  of  Housing  and  Urban 
Development  to  be  conscientious  and  dedicated  to  their  mission, 
which  is  ours. 

\ 

I 
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Community  Development  Commission 
County  of  Los  Angeles 


1 4M  Goodrich  Boukv«rd*Commcrc«.  C«liroml«90023*(2  li)  725'7422 


CeiHHiMURcrs 

Mkh«cl  D.  Antonovkh 


rctcr  r.  jChabarum 
Kcnrxth  Mihn 
Edmund  D.  Cdctman 
Oc«nc  D4n« 


Otvid  n.  Uind 
Cxtcuttve  Dirtctor 


POSITION  FAPOl  <M  THE  DAVIS-BAOHl  ACT 


Background 

The  Davis-Bacon  Act,  which  provides  that  the  "prevailing  watfe"  in 
a  geographical  region  oust  be  paid  to  workers  on  federally 
assisted  projects,  has  been  in  effect  for  over  50  years,  in  that 
time,  there  has  been  no  increase  in  the  threshold  amount  of 
$2,000.  In  other  words,  any  project  which  receives  $2,000  or 
more  or  federal  money  must  comply  with  the  provisions  of  the  act. 

The  Conaunity  Development  Commission  (CDC)  has  found  a  $2,000 
threshold  to  be  an  impediment  to  economic  and  community 
devaJopment  efforts.  A  threshold  figure  of  up  to  a  $500,000 
level  would  be  mort  realistic.  Such  an  increase  in  the  threshold 
would  i-.irect  approximately  701  of  all  federal  contracts,  but 
would  include  only  about  lo%  of  the  dollar  volume  of  contracts. 
Thus,  this  change  would  not  substantially  decrease  the  benefits 
of  Davis-Bacon  coverage  in  large  contracts,  but  would  help  a 
majority  of  smaller  projects  which  are  presently  hampered  by  the 
regulations.  j  jr 

Our  experience  proves  that  Davis-Bacon  adds  substantially,  and 
unnecessarily,  to  the  costs  of  most  CDC  projects.  An  adjustment 
for  the  increase  in  the  cost  of  living  since  J931  is  justified 
and  compatible  with  the  spirit  of  the  law.  An  increase  in  the 
threshold  would  create  greater  employment  opportunity  in  public 
sector  contracting,  as  well  as  grea':er  competitiveness. 

Inpact  on  CDC  Proqra»g 

The  requirement  for  prevailing  wages  in  CDBG  funded  projects 
sometimes  curtails  the  benefits  from  many  projects— especially 
sicaller  ones— and  precludes  others  from  consideration.  In  labor- 
intensive  activities  (e.g.  rehabilitation),  the  inpact*  is 
greater.  Smaller  contractors  find  it  difficult  to  pay  this 
wage.  Approximately  half  of  our  commercial  and  single-family 
rehab  projects  would  be  exempted  under  a  $100,000  threshold. 

The  CDC* s  CiJmmunity  Business  Revitalizatiou  (CBR) '  program  is 
designed  to  otimulare  the  County's  economic  base  by  providing 
financial  assistance  to  merchants  to  make  improvements  in 
targeted  areas.  The  majority  of  our  CBR  projects  consists  of 
improvements  totaling  i«ss  than  $100,000.  Project  managers 
estimate  that  Davis-Bacon  requirements  increase  project  cost  by 
approximately  15%  to  25%  on  smaller  rehab  and  CBR  projects. 
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CoMpctitivcncgg  in  Public  Contracting 

The  developcaent/contracting  . industry  is  characterized  by  a 
preponderance  of  smaller  contractors— 97%  of  contracting  firms 
employ  less  than  50%  of  the  labor  force  according  to  a  1979 
Department  of  Commerce  study.  Many  are  open  shops,  Por.them, 
bidding  on  government  contracts  entails  a  temporary  distortion  in 
labor  costs  (with  attendant  fairness  and  morale  problems  among 
employees)  and  increase'^  reporting  and  cotspliance  costs  which  are 
not  easily  absorbed.  The  result  is  that  smaller  contractors  are 
deterred  from  bidding,  and  reduced  coopetition  leads  to  higher 
costs  for  all  taxpayers* 

teployetit  Opportunities  under  Davis-Bacon 

Since  prevailing  wege  determinations  are  Used  on  the  wage  earned 
by  50%  of  the  workers  in  a  locality,  rather  than  an  actual 
average  wage  for  all  workers,  and  since  unions  are  usually  best 
able  to  document  earnings,  union  scale  tends  to  be  institu- 
tionalised aa  the  prevailing  wage  in  urban  areas  such  as  Los 
Angeles  County,  This  effectively  results  in  higher  wage 
structures  for  government  contracting  than  for  comparable  private 
work,  with  some  unfortunate  side  effects*  Since  costs  are 
increased,  cuts  B^ust  be  made  elsewhere*  A  higher-than-necessary 
skill  level  is  brought  to  the  jobj  people  of  lesser  skills  tend 
to  be  excluded  from  employment  opportunities*  even  with  a  higher  ^ 
labor  cost  structure,  the  actual  number  of  jobs  created  on  any 
given  project  is  reduced* 

Contractors  • have  the  business  acumen  to  bring  appropriately 
skilled  (and  priced)  labor  to  bear  on  productivity  decisions* 
They  must  still  meet  standards,  specifications  and  deadlines*  It 
is  not  necessary  for  the  government  to  require  that  contractors 
change  chelr  Mot  practices  to  get  the  job*  More  significantly, 
it  is  ambivalent  to  subsidise  a  high-paid  class  of  workers  on 
projects  which  are  intended  to  benefit  lower-income  petsons, 
whil«  systematically  excluding  loweir-income  people  from 
employment  opportunities  on  those  very  projects* 
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POSITION  PAF£H  "OK  REAOTHORIZATIOH 
ISSUES 


The  Consnunlty  Devoloonent  Conmlsslon  strongly  supports  a  two-year 
reauthorization  of  the  following  programs  to  provide  stability 
at  the  local  level,  to  pennit  rational  budgetary  procedures,  and 
to  give  Congress  adequate  tiao  to  consider  housing  issues  without 
tha  "revolving  door"  year-to-year  pressures. 

—  Caamuni'^y  Development  Block  Grant 

—  Assisted  housing  program g 

—  HODAG  program  at  $100  million  annually 

—  Rental  Rehab  program  at  $220  million  annually,  together  with  in- 
creased per  Unit  grant  amounts  including  a  continuation  of 
exceptions  to  H\;d  high  cost  areas 

Note:    We  strongly  recossnend  that  all  existing  housing  programs, 
including  the  three  mentioned  above,  be  folded  into  one  new 
Housing  Block  Grant.    If  that  is  not  feasible,  our  recomendatiom 
holds  that  the  above  should  be  reauthorized  on  a  two-year  basis. 
If  a  Housing  Block  Grant  is  structured,  it  should  be  a  two-year 
reauthorization. 
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INCREASEP_HOUSING  PRODUCTION 


The  Tax  Reform  Act  of  1986  ha«  eliminated  or  curtailed  federal 
tax  incentives  for  private  sector  development  of  low  income  housing* 
Only  larger  developers  now  are  able  to  construct  units  without 
government  assistance* 

The  Act's  passage  has  is^>08ed  an  80%  reduction  of  the  tax-exempt 
bonds  which  states  and  local  governments  can  issue  to  finance  low 
and  moderate  inccme  housing*     The  Community  Development  Cosaission 
has  financed  tlie  development  of  more  than  1],,000  affordable  single 
family  and  mu?.tifamily  units  under  the  County's  revenue  bond 
program* 

Attached  is  an  article  based  upon  an  interview  with  Ben  Bartolotto, 
research  director  for  the  Construction  Industry  Research  Board, 
which  effectively  states  the  status  of  rental  housing  in  Los 
Angeles  County*    This  article  will  appear  in  a  future  issue  of 
cur  Pro  Forma,  thei  CDC's  quarterly  magazine* 

Recoinmendations 

—  Increase  the  FHA  loan  limit 

—  Relax  the  moltifamily  bond  issue  targeting  requirements  from 
50%  of  median  household  income  to  80% 

—  Extend  the  "sunset"  provision,  enabling  the  issuance  of  single 
family  mortgage  revenue  bonds 
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REHTAL  HOUSING  PRODUCTION  PICTTRE  DARKEWS>>. 

An  increasingly  dismal  rental  housing  production  picture  is 
emerging  in  Los  Angeles  County,  according  to  construction 
industry   analyst   Ben  Bartolotto*  estimate   a   27  percent 

decline  in  rental  housing  production  for  1987  a^d  a  comparfible 
decline  in  1988,"  Bartolotto  said* 

"He  are  coming  off  of  a  very  strong  year  in  1986, "  he 
said,  "In  fact  '84  -  '86  were  all  good  years  following  a  three- 
year  housing  construction  recession,"  However,  the  rollercoaster 
production  cycle  is  once  again  pluoaeting  downward,  "i  don't  see 
rental  housing  production  improving  beforj  1991,"  Bartolotto 
said. 

The  decline  ccaes  at  a  time  when  there  is  a  need  for  more 
rental  housing,  "Los  Angeles  County  has  a  need  for  about  28,000 
rental  units  a  year,"  Bartolotto  said,  "Although  we  had  those 
few  highly  productive  y«ars  in  this  dec.^de,  will  average  out 
at  about  21,000  units," 

Although  the  County  needs  more  units,  the  prospects  of  their 
being  produced  are  poor,  "The  incentives  aren't  there  now," 
Bartolotto  said,'  Under  the  Economic  Recovery  Act  of  1981, 
liberalized  depreciation  rulcj,  among  other  incentives, 
stimulated  rental  production.  The  tax  reform  act  of  1986 
overturned  the  '81  act  and  put  a  cap  on  the  highly  effective  tax- 
exempt  revenue  bond  program. 

These  previous  efforts  helped  produce  affordable  housing  and 
were  probably  more  effective  than  the  public  housing  production 
program. 

Whereas  the  CDC/County  Housing  Authority  has  built  3,200 
federally  subsidized  public  housing  units,  the  agency  has 
financed  the  development  of  core  than  11,000  affordable  single 
family  and  multifamily  housing  units  under  the  county's  revenue 
bond  program.  Twenty  percent  of  the  rental  units  which  were 
produced  were  offered  at  below-narket  rents  to  lower-income 
households.  However,  that  income  group  benefited  more  than  is 
first  apparent,  despite  the  fact  that  most  of  the  new  rental 
unitt  were  offered  at  market-rate  rents.  Because  people  tend  to 
move  up  into  newer,  more  expensive  housing,  the  vacated  units 
become  occupied  by  lower  income  households.  How,  with  fewer 
units  being  built,  there  Is  less  movement,  ^ 

"The  fastest  growing  segment  of  our  population  are  those 
below  the  median  income,"  Bartolotto  said,  "Right  now  a 
substantial  number  of  households  are  doubling  up.  Without 
adequate  rental  housing,  that  condition  may  become  permanent," 

Vacancy  rates,  Bartolotto  predicted,  will  worsen,  "The  1990 
vacancy  rate  will  be  less  than  2  percent,"  he  said,  comparing  it 
to  the  4  percent  rate  of  1980,  "A  normal  vacancy  rate  is  about  S 
percent,"  A  low  vacancy  rate  and  decreased  housing  production 
will  promote  higher  rents  in  an  area  of  the  country  already 
burdened  under  staggeringly  high  rents,  Unacceptably  high  rents 
could  have  a  negative  impact  on  the  overall  economic  health  of 
the  county. 
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Bartolotto  did  not  see  obtt&cles  to  production  being  reaoved 
at  least  in  the  near  future.  "X  don't  see  any  signs  of  those 
previous  incentives  (revenue  bond#  depreciation)  returning.  On 
the  contrary,  the  State  Legislative  Analyst  Office  is  reviewing 
existing  accelerated  depreciation  rules  and  is  very  likely  to 
bring  them  acre  in  line  with  the  recent,  restrictive  federal 
depreciation  regulations.  That  would  not  be  going  in  the  right 
direction,  as  far  as  I  an  concerned." 

With  a  resJLricted  revenue  bond  prograa,  a  'moribund  public 
housing  production  prograa,  and  reduced  tax  incentives  in  effect, 
rental  housing  producers  are  looking  to  Washington  for  relief. 
There,  the  decade  of  the  *80s  has  shown  radically  diminished 
support.  Since  1981,  HUD*s  housing  programs  nationwide  have  been 
cut  from  over  $33  billion  to  under  $8  billion  —  a  75%  cut  —  and 
the  number  of  new  federally  assisted  units  has  dropped  from  more 
than  290,000  to  about  25,000  annually. 

The  Weed  Is  There 

The  long  term  ratification  of  such  restrictive  actions 
diminished  incentives  and  a  continuous  loss  of  low-income  housing 
to  private  development  could  be  profound.  A  Massschusetta 
Institute  of  Technology  study  predicted  the  number  of  Americans 
who  need  low-income  housing  but  cannot  find  it  will  grow  to 
nearly  19  million  by  the  ye&r  2003.  It  is  estimated  that  3.5 
million  low-income  people  currently  cannot  find  affordable 
housing.  The  study  predicted  a  27  percent  decrease  in  available 
low-income  housing  and  a  44  percent  increase  in  those  who  will 
need  it  in  the  next  16  years. 

Although  affordable  housing  production  appears  to  be 
foundering  on  the  shoals  of  federal  budget  cutting  measures, 
there  appears  \o  be  a  growing  groundswell  of  support  for 
rejuvenating  housing  assistance  programs  for  low-  and  jaoderate- 
income  households.  Both  houses  of  Congress  have  now  passed 
comprehensive  housing  and  community  development  legislation  to 
extend  existing  programs  and  enact  reforms.  Differences  between 
the  Senate  and  House  bills  are  now  being  reconciled  in  conference 
ccmaittee*  After  approval  by  both  houses  of  Congress,  the  bill 
will  then  be  sent  to  the  President  for  his  consideration. 

Boaeownership  among  young  Americana  has  declined  about  8 
percent  since  1978.  Meanwhile,  37  percent  of  all  rental 
households  in  the  nation  now  use  35  percent  or  taore  of  their 
toi;al  income  for  rent — up  from  25  percent  in  197.4*  "Unsold 
single  family  houeing  inventory  in  Los  Angeles  County  is  low," 
Bartolotto  said.  "First  time  hoaebuyers  will  be  forced  to  wait 
longer.  They  will  continue  to  rent  and  this  will  put  additional 
pressure  on  rental  stock."  The  squeeze  in  one  part  of  the 
housing  production  pipeline,  therefore,  has  put  a  bulge  in  the 
other  portion  to  the  detriment  of  the  entire  housing  industry  and 
the  people  it  serves. 
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reter  r  Xh«»«runi 
K«nn<th  n^hn 

D(«n<  Otna 


Exlitlng  low-lncoae  houilng  a took  fubiidlzed  or  Inaurod  Under 
the  Section  8,  Section  236»  and  Section  721  (d)(3)  progran*  nuat 
be  retained  a  a  low-incosco.    The  following  recoasaondationa  addreaa 
thia  iaauei 

—  Encourage  current  and  future  ownera  to  forego  nortgage  pre- 
paynenta  through  providing  incentivea  to  either  rehabilitate 
and  xrtffinance  or  maintain  the  nortgage  through  naturity* 

—  Enaure  that  any  loat  unit*  are  replaced  through  other  federal 
prograaa  or  proposed  incentivea 

Reviae*  the  Tax  Refom  Act  of  1986  to  permit  a  tats  and  local 
finance  agencies  to  iaaue  tax'-exesipt  bonds »  outaide  the  atate 
or  hoa?-rulo  voluae  cap,  for  all  "preservod"  project  financing. 

—  Perait  the  penaanent  attachnont  of  rental  rehab  certificates  or 
vouchers  to  lov/noderate  incase  projects  to  enhance  the  ability 
of  the  project  to  continue  to  neet  the  15-year  coapliance  period 
to  qualify  for  low  incoae  tax  credits, 

—  Revise  the  Rental  Rehab  prograa  to  pemit  an  operation  sirallar 
to  the  Mod  Rehab  progran.    Owners  should  be  penaitted  to  use 
existing  equity  to  qualify  for  rental  rehab  assistcnce. 
Certificates  ai^d  vouchers  should  be  project-based*^ 

—  Require  any  projects  needing  rehab  financing  to  extend  occupancy 
restrictions  for  the  nortgage  duration* 


Public  Housinc^  • 

Relative  O  che  question  of  preserving  the  existing  stock  of 
public  housing,  our  recasaendation  again  reverts  to  the  concept 
of  a  Block  Grant*    Give  %the  public  housing  authority  the 
responsibility,  along  with  a  known  financial  cocsaitaent,  to 
address  the  preservation,  itaintonance  efforts*    in  the  cost  recent 
request  for  CIAP  funds,  only  one  itea  was  ap^"ved  expenditure* 
The  result  of  this  approach,  long-tezn,  is  to  defer  cost  naintenance 
and  create  sIubs* 

The  Block  Grant  approach  would  also  addresa  the  exceasive  paperwork 
that  characterizes  the  ClAP  (Cccpriiiensive  loprovcaent  Assistance 
PrograaS    HUD  reviews  and  approves  the  initial  line-itea  budget 
ror  a  project,  any  line-itea  budget  revisions  that  occur  in  the 
course  of  a  project,  all  architectural  and  engineering  contracts, 
all  requests  for  proposals*    Even  when  HtJD  approvals  are  given 

expeditiously,  this  systea  of  reviews  adds  tlaa  and  costs  to  the 
project* 
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HOUSING  AUTHORITY  OF  THE  COUNTY  OF  GREENE 
t70  c  qrccnc  strcct 

WAYNCf  BURO,  PA.  18970 


p««oi(r«tT*«its 


Septerrber  S»  1987 


Senate  Housing  Fwbcoimittee 
Dirksen  Senate  Office  Building 
Room  535 

U^shington,  DC  20510 
Senator  Dirksen: 

The  Senate  subcamiittee  on  Housing  is  in  preparation  for  sweeping 
housing  legislation  to  be  introduced  next  year. 

As  a  IWRAmmrber,  I  would  like  to  submit  to  the  coimitteeny 
suggestiai.    I  am  a  strong  advocate  of  ceiling  rent  in  Public  Housing. 

1  have  nride  this  knowi  to  the  Area,  Regional  and  Central  Office  in  U^shing- 
ton  p.C.    "Hie  Greene  County  Housing  Authority  operated  290  units  under  the 
ceiling  rent  system  for  20  years  until  Congress  abandoned  the  ceiling  rent 

2  or  3  years  ago. 

The  20  years  that  the  authority  operated  with  ceiling  rent  the 
authority  had  a  solvent  budget  and  returned  approximately  $500,000.  back 
to  the  Federal  Govermnent.   This  may  not  seem  very  much  but  for  290  units 
I  ieel  it  is. 

In  the  past  2  years  since  ceiling  rent  is  no  longer  law,  >w  are 
struggling  to  maintain  a  solvent  budget  in  the  years  198C  and  1987.    I  have 
applied  for  perfomiance  funding  for  these  years  but  didn't  qualify  because 
our  reserve  was  at  $220,000.    The  authority  reserv   declined  to  $H0,000. 
The  reserve  will  continue  to  decline  to       of  or  $80,000.  before  the 
authority  is  eligible  for  perfomance  funding.   The  authority  rental  inccnc 
has  been  in  a  declining  status  since  the  elimination  of  the  ceiling  ren'*. 

I  would  like  to  demonstrate  how  inT.ortant  celling  rent  is  to  our 
authority. 

First  the  authority  establishes  the  amount  of  ceiling  rent  which  is 
required  for  solvency.    To rmintain  solvency  the  authority  adnits  65%  of 
its  tenants  in  the  low  and  very  low  category,  25%  oi  tenants  in  the  middle 
inconne  range  and  10%  high  incottie.   Iliese  percentages  are  all  within  the 
established  income  occupancy  limits.    The  middle  incore  tenants  and  high 
inccme  tenants  subsidizes  the  low  and  very  low  income  tenants.    The  authority 
does  not  need  subsidies  fran  the  Federal  Govermrent.    This  syston  has 
worked  for  20  years.  Wj  have  never  received  subsidies  frcm  the  Governrent. 
the  ceiling  system  is  perfect.   \We  have  had  a  solvent  budget  every  year  for 
20  years.  ^  ' 
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A  project  with  all  low  and  very  iov  incore  tenants  will  cause  a  heavy 
rrainlenance  repair  load  on  our  present  maintenance  personnel  and  possibly 
have  the  hire  additional  personnel  to  take  care  of  the  additional  rrainten- 
ance  problerr^; 

Ufe  are  now  experiencing  more  rraintenance  repairs  than  ever  before. 
There  is  no  question  that  under  the  ceiling  rent  v«  will  bring  back  solvency 
and  reduce  maintenance  calls  because  of  project  mix.   All  of  the  Authorties 
that  had  the  ceiling  rent  experience  the  same  problems  as  our  authority  did. 

Solvency  in  a  project  would  help  reduce  the  Federal  Cover rment  budget 
problems  because  it  would  reduce  subsidies  pzyment  to  an  authority. 

Please  give  this  your  serious  consideration. 


Very  truly  yours, 


[A  ^.w^O;yiW> 
LOUIS  3.  DpTDia 
Execut  i ve  h\ rector 
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i  ^^gf  Introduction  to  Cocrnunity  Land  Trusts  Aa  A  Vehicle  for  Developing 
anti  Preserving  Low  Coat  Howeownership  and  Rental llousing  — 


by  Chuck  Collins,  Director  of  Technical  Assistance 
Institute  for  Coessunity  Fconoaics 


The  need  for  decent,  affordable  housing  in  the  United  States  is  serious 
and  growing.    The  dinensions  of  this  crisis  neeo  not  be  detailed  here,  but 
it  is  appropriate  to  note  that  the  housing  crisis  of  the  1980s  —with  its 
combination  of  disinvestment  and  gentrification,  and  the  confluence  of 
growiri  needs,  declining  production,  and  publiri  budget  defici'ts  —presents 
unique  challenges. 

To  respond  effectively  to  present  conditions  and  trends,  a  housing 
program  must  have  three  strategic  objectives.    It  must: 

•  provide  decent,  affordable  housing  to  those  who  need  it  most,  with  the 
essential  benefits  of  houeownership  where  possible; 

•  insure  long  term  affordability  by  controlling  transfer  costs,  protecting 
the  ,gains  made  today  from  being  lost  to  the  market  tomorrow;  and 

•  build  and  economic  base  for  and  by  the  local  community  and  allow  local 
residents  to  reinvest  the  fruits  of  their  labors  and  benefit  from  their  own 
community  development  efforts. 

Traditional  housing  programs  do  not  adequately  meet  these  requirements. 
Hew  models  of  consaunity  development  and  property  ownership  are.  needed,  and 
the  community  land  trust  model  is  one  such  ssodel. 

A  Community  Land  Trust  (CLT)  Is  a  democratically  structured, 
cosmunity  based  nonprofit  corporation,  designed  to  strike  a  fair 
balance  between  individual  and  community  interests  and  to  meet  the 
strategic  requirements  for  a  new  approach  to  land  and  housing 
problems.   The  purpose  of  the  CLT  is  to  acquire  land  and  remove  it 
from  the  speculative  marl;et.   The  land  is  made  available  to  individual 
families,  cooperatives ^  and  other  organizations  through  long-tsrm 
(lifetime)  leases,  which  may  be  transferred  to  the  leaseholder's  heirs 
if  they  wish  to  continue  to  use  the  land.    All  lessees  are  members  of 
the  CLT,  and  they  are  represented  on  its  Board, 

While  leasehold'irs  4o  not  own  the  land  they  use  they  may  oyn  their 
buildings  (as  individuals,  or  as  members  of  cooperative  associations). 
The  CLT,  however,  retains  a  purchase  option  —should  the  owners  decide 
to  sell  —for  the  amount  of  the  owner's  investment  of  capital  and 
labor,  adjusted  Tor  appreciation  and  depreciation.    Homeowners  are 
thus  guaranteed  a  fair  equity  for  their  investment,  and  their 
successors  can  purchase  the  homes  for  a  fair  price.   Ko  sellers 
benefit  from  ftpeculative  gains  and  unearned  increases  in  uarket  value, 
and  no  buyers  are  priced  out  of  the  market  and  denied  decent  housing 
by  such  increases  (CLTs  can  also  manage  rental  housing  where 
appropriate). 
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Introduction  to  Coosiunity  Land  Trusts,  Continued 

CLTs  coDbine  the  best  features  of  private  and  cosmunity  ownership* 
Residents  have  the  essential  benefits  of  homeowner ship:  lifetime 
security,  a  fair  equity  for  their  investeent,  and  a  legacy  for  their 
descendants.   At  the  sanK,  time,  the  CLT  makes  access  widely  and  fairly 
available  and  prevents  absentee  ownership;  it  enables  a  oooaunity  to 
exercise  more  effective  and  representative  control  over  its  long-term 
devalopaent;  and  it  builds  an  economic  base  for  the  cotxBunity  through 
lease  fees  and  appreciated  value  of  CLT  lands*    A  CLT  distinguishes 
between  the  portion  of  property  value  created  .by  individual  .owners  and 
the  portion  created  by  cooaunity-wide  improvement  efforts,  public 
investment,  'and  larger  economic  forces* 

The  CLT*s  ability  to  reduce  a  community's  dependence  on  outside 
financial  assistance  makes  it  an  especially  appropriate  vehicle  for 
both  private  and  public  investment*    While  funds  applied  to ^ 
traditional  home  ownership  programs  are  spent  on  a  one-time  provision 
of  services,  funds  directed  to  CLTs  are  retained  and  reinvested  within 
the  cOESQunity,  for  repeated  use  with  multiple  effect* 

Tho  CLT  is  a  very  flexible  model*  It  can  accomodate  any  form  of 
housing,  commercial  activity,  community  gardens  and  other  public 
purposes*    It  can  work  in  partnership  with  other  community  development 
organizations,  and  serve  as  link  between  the  various  social  and 
economic  units  in  the  coonunity* 

In  recent  years,  spurred  by  the  housing  crisis  apd  the  rveed  for 
new  models;  of  development  that  meet  both  immediate  and  long  term 
needs,  there  has  been  a  tremendous  increase  in  the  number  of  CLTs,  the 
scale  and  pace  of  development,  and  the  breadth  of  public  and 
institutional  interest  and  support*    New  groups  are  emerging  in 
Syracu&e,  NY,  Durham,HC,  St*  Louis,  HO,  and  other  areas  — and  the 
accelerated  p&ce  of  development  seems  certain  to  continue* 


For  Further  Information  Write  or  Call:    Chjck  Collins. or  Chuck  Hatthei 

Institute  for  Cosaunity  Economics 
151  Hontague  City  Road 
Greenfield,  HA.  01301 
<ni3>  77^-7956 
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Who  is  the  Institute  for  Community  Econonics? 

The  Institute  for  Conaunity  Econonics  (ICE)  is  a  private  non  profit 
corporation  working  to  address  the  root  causes  of  the  housing  crisis  and 
community  underdevelopment  through  an  intergrated  program  of  technical 
assistance  to  CLTs  and  other  comaunity-based  development  organizations, 
community  investment,  and  public  education.  ^CE  is  the  principal 

provider  to  technical  assistance  to  cooaunity  land  trusts  in  the  U.S.  ,  ICE 
staff  provide  on-site  consultation  and  technical  assistance  to  community 
organizations  in  more  than  50  communities  in  29  states  each  year,  and  phone 
and  nail  assistance  to  others.    Fees  for  services  are  based  on  ability  to 
pay,  and  no  group  is  turned  away  for  lack  of  resources. 


In  1982,  ICE  produced  The  Community  Land  Trust  Handbook  (Rodale 
Press),  and  later  a  slideshow  entitled  "Coaiaon  Grounds    An  Introduction  to 
CLTs."    In  1982,  ICE  organized  a  week-long  technical  conference  on  cLt 
development;  in  1984,  a  conference  on  legal  issues  affecting  CLTs;  and  in 
1986,  a  strategy  seminar  for  local  CLT  leaders.    ICE  has  assembled  a  task 
force  of  15  attorneys  and  property  law  professors,  to  serve  on  a  voluntary 
basis  exploring  legal  and  public  policy  issues  affecting  CLTs  and  other 
forms  of*  long-term  limited-equity-  development.   ICE  is  currently 
researching  and  producing  the   Legal  Handbook  for  Community  Land  Trusts 
which  will  be  available  in  the  Spring  of  1988. 

In  1979,  to  meet  the  critical  need  for  capital,  ICE 'established  ttje 
Revolving  Loan  Fund  (RLF),  which  receives  loans  from  individual  and 
institutional  investors  and  places  loans  with  community  development  and 
service  projects.  To  date,  the  RLF  has  received  over  $5.5  million  from  more 
than  200  investors  across  the  country.    To  date,  the  RLF  has  placed  145 
leans  with  projects  in  25  states.    Approximately  60*  of  these  loans  have 
financed  housing  projects  (emergency  shelters,  CLTs,  cooperatives, 
nonprofit  rental  housing);  25>  have  gone  to  cooperative  businesses;  and  15% 
to  service  programs  os  diverse  9S  soup  kitchens,  a  nonprofit  helath  center, 
and  a  cultura;  and  arts  center  for  h  low-income  neighborhood. 

In  1983,  ICE  pioneered  the  Community  Loan  Fund  (CLF)  model,  and 
began  to  pssist  in  the  development  of  regional  CLFs.   To  date,  ICE  has 
a^^isted  more  than  a  dozen  new  funds  and  guided  the  formation  of  the 
National  Acsociation  of  Community  Development  Loan  Funds,  for  which  ICE  now 
provides  staffing  and  coordination.    A  book-length  manual  on  CLF 
development  and  ma  lagement  will  be  published  in  November  of  t987* 
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This  Program  was  drafted  over  a  three-yea^  period  by  the  members  of 
the  Institute  for  Policy  Studies'  Working  Group  on  Housing,  a  component  of 
IPS'  Aiternative  Program  for  America  project  Richard  P.  Appelbaum  had 
primary  responsibility  for  putting  the  Program  into  written  form.  Emily 
Achtenberg,  Chester  Hartman,  Peter  Marcuse,  and  Michael  Stone  drafted, 
organized,  and  edited  major  portions  of  the  Program,  Peter  Dreier,  Jacque- 
line Leavitt,  Christine  Minnehan,  and  Carole  Norris  also  provided  or  edited 
drafts  of  specific  sections.  Other  Working  Group  members  include  John  D. 
Atlas,  Arthur  Collings,  Bob  Goodman,  Daniel  Lindheim,  Michael  Rawson, 
Florence  Roisman,  and  Joel  Rubenzahl. 

A  version  of  this  Program  for  use  by  community  organizers  is  being 
prepared  and  will  be  available  shortly. 

The  Working  Group  was  funded  by  grants  from  the  Shalan  Foundation, 
the  Sunflower  Foundation,  and  the  Seed  Fund. 

Inquiries  should  be  directed  to: 

Richard  P.  Appelbaum  Chester  Hartman 

Department  of  Sociology  Institute  for  Policy  Studies 

University  of  California  1901  Que  St,  N.W.. 

Santa  Barbara,  CA  93106  Washington,  D.C.  20009 


(805)  965-3213 


(202)  234-9382 
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Housing  is  more  thin  shelter:  it  represents  home  and  community  as  well 
as  a  structure.  The  house  that  is  the  "American  dream"  is  not  just  four  walls 
and  a  roof;  it  couples  shelter  with  the  promise  of  security,  peace  and  inde- 
pcndencc.  The  purpose  of  the  housing  program  presented  in  this  document  is 
to  make  this  conceptio;i  of  housing  as  home  and  community  a  reality  for  all 
people  in  America.  For  most  Americans,  it  is  not  such  a  reality  today;  for 
some,  even  minimum  adequate  shelter  is  lacking. 

The  concept  of  the  "American  dream"  encompasses  inconsistent  elements. 
In  the  Midison  Avenue  form  sold  in  <  5  media,  in  the  rhetoric  of  politicians 
and  the  images  of  television,  the  home  hu  been  transformed  into  an  article 
of  consumption  that  in  many  ways  contradicts  the  values  of  home  and 
community.  Furtfcennore,  while  the  "dream"  is  symbolized  by  the  suburban 
single-family  house  typically  occupied  by  a  white  middle-class  family,  in 
fact  it  excludes  those  who  differ  from  the  standard:  the-poor  and  near-poor; 
blacks,  Hispanics,  and  other  minorities;  singles;  and  single-parent  house- 
holds, particularly  working  women* 

It  is  becoming  increasingly  apparent  that  the  economic  aspects  of  the 
"dream"  are  fundamentally  inconsistent  with  its  human  meaning.  The  house 
or  apartment  is  the  largest  consumption  item  in  most  people's  budgets.  One 
major  reason  for  such  high  costs  lies  in  the  profits  made  at  all  points  in  the 
housing  cycle-on  land,  construction,  financing,  sale,  rental,  and  manage- 
ment There  arc  many  who  share  in  such  profits:  developers,  builc'cts,  lend- 
ing institutions,  real  estate  firms,  landlords,  management  agents,  investors, 
and  speculators.  Even  homeowners  often  purchuie  their  homes  with  the 
expectation  of  making  a  profit  upon  resale.  The  cost  of  housing  reflects  the 
highest  profit  levels  atuinable,  not  the  cost  which  best  meets  our  needs  for 
decent,  affordable  shelter  in  a  supportive  community.  The  house  has  become 
a  dynamic  engine  of  consumption  and  profit  Its  purpose  has  become  the 
creation  of  needs,  not  their  satisfaction.  The  dream  it  embodies  is  designed 
to  bz  bought  and  sold,  not  lived.  The  profit  to  be  made  in  its  production, 
financier  ownership,  and  operation  has  become  an  end  in  itself. 

The  poor  have  never  been  able  to  afford  the  "American  dream,"  which 
in  recent  years  has  become  unattainable  for  the  working  class  and  large 
segments  of  the  middle  class  as  well.  New  single-family  housing  is  beyond 
the  reach  of  the  majority  of  our  population.  For  most  of  those  who  rent- 
and  for  homeowners  who  cannot  meet  mortgage  or  property  tax  payments- 
security  of  occupancy  is  highly  uncertain.  Rents  are  skyrocketing,  while 
choice  is  shrinking.  The  availability  of  particular  kinds  of  housing  to  meet 
special  needs  ia  also  declining.  For  lower*income  households  in  particular, 
the  housing  crisis  has  become  acute. 
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1  An  AlternaUve  Approach:  SocUI  ProvUIon  «nd  Protected  Occupancy 

The  Program  outlined  here  is  designed  to  move  towards  a  true  Ameri- 
can dream.  Housing  should  provide  protection,  security,  space,  beauty,  and 
k'einforcement  for  the  special  needs  of  its  occupants.  It  should  help  bring 
people  together,  respecting  privacy  while  fostering  the  common  pursuit  of 
common  goals.  These  are  the  ultimate  end3  we  have  in  mind  as  we  offer  this 
Program. 

To  achieve  these  ends,  we  put  forward  two  basic  concepts:  social  Drovi- 
Shm  and  protected  oceunancv.  SosM  prorision  includes  ownership,  financing, 
produc:ioru  and  managing  housing  in  ways  oriented  towards  use  rather  than 
profit  SocicJ  ownership  includes  direct  public  ownership  by  government  or 
quasi-public  entities;  ownership  by  tenant,  community,  or  other  non-profit 
corporations;  collective  ownership  by  resident-controlled  corporations  or 
neighborhood  councils;  non-equity  or  limited-equity  cooperatives;^  and  lim- 
itec-equity  ownership  of  single-family  homes.  Social  financing  means  provi- 
sion of  direct  public  grants  to  social  producers  and  owners  for  building,  re- 
habilitating, and  acquiring  housing,  free  from  the  distortions  caused  by  tax 
sLelte/s,  free  from  dependency  on  the  demands  of  mortgage  lenders  and  the 
insubility  of  the  capiUI  markets,  and  free  from  the  burden  of  debt  Social 
production  encompasses  development  and  construction  of  housing  by  commu* 
nity  development  corporations,  local  housing  authorities,  worker  coopera- 
tives, labor  unions,  and  other  non*{.rofit  development  and  construction 
firms;  on  land  held  in  public  ownenhip  or  community  trust;  with  materials 
provided  increasingly  through  cooperatively-owned  and  non-profit  suppliers; 
and  in  accordance  with  plans  democratically  arrived  at  Social  management 
V'Tiw  operation  of  housing,  under  resident  control,  for  the  benefit  of  the 
resitlents  and  the  community  as  a  wbo!e.  In  all  aspects  of  housing  provision- 
-constrnction,  financing,  ownership  and  management-*our  overriding  con- 
cerns are  the  interests  of  the  residents  and  cost-effective  use  of  housing  re- 
sources. 

Protected  occuoanev  is  likewise  achieved  in  a  variety  of  ways.  It  is  a 
form  of  tenure  that  combines  the  best  features  of  private  homcownership 
(security  of  occupancy,  control  over  use)  with  the  best  features  of  high- 
quality  reutal  tenure  (efficient  managemeut,  shared  facilities,  ease  of  mobil- 
ity). Through  these  alternative  forms  of  housing  provision  and  tenure,  both 


Under  limited-equity  forms  of  ownership,  tenant-Jwners  acquire  a  share  in 
the  cooperative,  which  as  the  legal  owner  hoI(>  a  blanket  mortgage  for  all 
the  units.  Typically,  the  share  is  equivalent  to  the  down-payment  for  the 
unit-perhaps  10-20  percent  of  its  value.  When  the  owner  wishes  to  leave 
the  cooperative,  the  share  is  resold  (to  the  cooperative)  at  the  original 
value,  plus  an  annual  appreciation  set  either  by  law  or  common  agreement 
at  a  low  level  (in  California,  state  law  presently  limits  the  annual 
appreciation  to  10  percent).  Cooperative  members  thus  cannot  sell  their 
units  at  market  value;  they  can  only  sell  their  share  at  a  controlled  rate  of 
appreciation.  In  non*equity  cooperatives  there  is  jio  appreciation  of  the 
value  of  the  original  share. 
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oriented  towards  lue  rather  than  profit,  we  <:an  achieve  the  true  American 
dream. 

3.  Hottsiog  aod  Neighborhoods 

Although  issues  concerning  neighborhood  quality  are  not  directly  ad- 
dressed in  the  Program^  we  recognize  the  importance  of  neighborhood  in  the 
overall  planniag  of  cities  and  towns,  and  in  securing  the  livability  of  hous- 
ing. A  major  part  of  the  value  of  housing-both  cu!tura'  and  financial-de- 
rives  from  its  immediate  social  environment  NcighborLoods  are  a  vital  part 
of  growing  up,  raising  families,  forming  friendships^  and  participating  in 
community  life. 

While  we  do  not  expect  that  a  housing  program  alone  can  resolve  all  the 
difficulties  which  presently  plague  our  neighborhoods  and  cities,  we  believe 
that  the  measures  proposed  here  will  significantly  enhance  the  quality  of 
neighborhood  life  for  most  Americans,  For  example,  the  creation  of  a  sub- 
suntial  stock  of  affordable  housing,  in  a  variety  of  locatioas,  will  increase 
neighborhood  choice  At  the  same  time,  the  availability  of  secure  and  af- 
fordable housing  will  encourage  the  "pride  of  place*  presently  associated 
primarily  witb  homeownership,  helping  to  stabilize  and  revitalize  deterio- 
rated and  dispirited  neighborhoods.  Improvements  in  housing  design  and 
construction  can  also  help  in  many  ways-reducing  crime,  fostering  coopera- 
tion, increasing  access  for  the  elderly  and  disabled,  and  in  general  improv- 
ing the  quality  of  neighborhood  life. 


4.  Housing  and  Kcoaomlc/Social  Change 

Finally,  while  the  Program  is  limited  tc  changes  within  the  housing  sys- 
tem, we  recognise  the  significance  of  broader  economic  and  social  treads 
and  forces  in  determining  the  adequacy  of  our  housing  and  neighborhoood's. 
For  example,  the  fact  that  such  a  small  and  unreliable  portion  of  our  soci- 
ety's resources  (public  and  private)  is  devoted  to  housing  is  a  major  cause  of 
our  chronic  housing  shorUge  and  of  high  houving  costs.  The  unequal  distri- 
bution of  jobs,  inccmfc,  and  wealth-^pecially  with  the  shift  from  a  manu- 
facturing- to  a  scrvicc-btsed  ecoaomy-is  a  major  source  of  the  housing  and 
neighborhood  disparities  jo  evident  today.  And  racism  and  sexism  in  the  so- 
ciety as  a  whole  create  special  problems  of  housing  discrimination,  exclusion 
and  oppression. 

While  the  alternative  housing  provision  and  tenure  systems  we  propose 
will  not  resolve  these  larger  proUems  affecting  housing,  they  will  amelio- 
rate them  in  several  important  respects.  For  example,  a  system  of  direct  fed- 
eral grants  for  housing  will  assure  reliable,  predictable  stream  of  funds 
for  productive  housing  investment  As  more  andTnore  residents  are  guaran- 
teed affordability  and  security  through  provision  of  social  housing  with 
protected  occupancy,  the  consequences  of  income  inequality  will  be  less  sig- 
nificant And  the  creation  of  new  ownership  and  tenure  options  not  based 
on  the  protection  of  property  values  will  encourage  greater  acceptance  of 
inclusionary  housing  patterns,  as  enhacced  affordability  increases  neigh- 
borhood choice.  Ultimately,  the  efforts  we  propose  to  improve  the  housing 
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system  could  become  part  of  a  broader  social  movement  for  control  and  al- 
location of  our  society's  resources,  to  allow  the  fulfillment  of  every  Ameri- 
canos basic  needs-*not  just  for  housing,  but  for  ^t^ployment,  education, 
health  care,  and  nourishment  as  well. 


Our  initial  priority  must  be  to  ameliorate  the  worst  impacts  of  the  pre- 
sent system.  But  without  a  vision  of  where  we  want  to  go,  we  have  no  staL* 
dard  for  choosing  among  the  different  roads  we  may  travel  to  move  from 
where  we  are.  Even  though  the  vision  we  offer  may  not  be  attainable  in  the 
immediate  future,  many  of  its  starting  points  could  be  implemented  today. 
Indsed,  the  initial  components  of  the  long-range  Program  are  based  on  ini- 
tiatives and  experiments  already  being  c&rried  out  in  various  parts  of  the 
country,  albeit  in  a  necessarily  limited  way.^  Building  upon  these  creative 
examples,  the  Program  offers  a  stirategy  that  meets  today's  needs  and  also 
will  lead  to  broader  changes. 


B,  The  Housing  Problem' 

'Americans  today  are  the  best-houf^d  people  in  history,*  the  President's 
Commission  on  Housing  assuied  us  (US,  President's  Commission  on  Housing, 
1982t  p.  xxvii).  Indeed,  current  economic  wisdom  is  that  Americans  are 
overhoused  and  that  too  many  of  the  nation's  resources  are  devoted  to  hous- 
ing, at  the  expense  of  productive  business  investment  (Downs,  1980;  Stern- 
lieb  and  Hughes,  1980,  pp.  3,  89). 

Yetf  while  most  Americans  have  experienced  improvement  in  the  physi- 
quslity  of  their  shelter  in  the  post-war  pericd,  their  housing  problems 
.  e  bcreased  in  other  ways.  Especially  over  the  past  decade,  it  has  become 
'ji^jTC  and  more  difficult  to  find-and  keep-housing  that  is  affoiJable,  well- 
maintained,  secure,  and  located  in  a  supportive  neighborhood  of  choice.  For 
poor»  minority,  and  female-headed  households,  the  housing  problem  has 
reached  crisis  proportions.  And  while  those  who  are  worst  off  are  dispropor- 
tionately tenants,  the  impact  of  the  housing  crisis  today  is  .Increasingly 
shared  by  low-  and  moderate-income  homeowners. 

A  few  statistics  illustrate  the  dimensions  of  the  problem: 

AYtllibllity:  Over  the  past  decade,  the  supply  of  available  housing  has 
decreased  relative  to  need.  For  homeowners,  who  constitute  approximately 
two-thirds  of  all  US,  households,  the  vacancy  rate  has  remained  low  and 
relatively  siable  at  between  1  and  2  percent.  For  renters,  the  vacancy  rate  m 
1983  was  5.9  percent,  down  from  7.1  percent  in  1980  {US,  Bureau  of  the 
Census,  1984a:  7  J  I). 


Many  of  these  examples  are  available  in  the  community  organizers'  version 

mentioned  in  the  acknowledgements. 
Sections  A  and  C  are  in  part  adapted  and  updated  from  Achtenberg  and 

Marcuse  (1983),  and  from  the  Editors*  Introduction  to  Bratt,  Hartman,  and 

Meyerson  (1986). 
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Available  rental  vacancies  are  considerably  fewer  in  the  central  cities, 
where  the  supply  of  apartments  is  being  depleted  through  condominium 
conversion,  changes  of  land  use,  arson,  and  abandonment.  By  the  end  of  the 
1970s,  one  major  governmental  report  characterized  rental  housing  as  an 
endangered  species"  (US.  Comptroller  General,  1979). 

Even  by  official  government  standards,  not  enough  new  units  arc  being 
produced  to  replace  those  that  have  been  lost  and  to  accommodate  our  grow- 
ing population.  The  ten-year  National  Housing  Goal  of  26  million  new  and 
rehabiliuted  units,  csUbUshed  in  the  Housing  Act  of  196S,  was  not 
achieved;  by  1978,  only  21.5  million  units  had  been  built,  including  just  2  7 
°r£nV*^  ^  million  subsidized  units  target,  a  shortfall  of  55  percent 
(Stone,  1980).  Annual  housing  starts  numbered  barely  over  1  million  iu  1982- 
-the  lowest  rate  in  post-war  history.  Not  surprisingly,  the  government  has 
now  officially  abandoned  the  embarrassing  task  of  establishing  national 
housing  production  goais  (U^.  President's  Commission  on  Housing,  1982). 

In  gewral,  the  American  housing  industry  is  plagued  by  extremely  er- 
ratic performance.  Over  the  past  25  years,  total  housing  starts  have  ranged 
T,L5!*^  <^^^2)  to  a  low  of  lA  million  units  (1981 

and  1982),  with  year-to-year  fluctuations  often  as  high  as  300.000-400  000 
units.  Between  1982  and  1983,  the  change  was  645,000  units.  Clearly  such 
huge  swings  do  not  reflect  corresponding  changes  in  society's  housing  needs. 

^     Affordablllty:  The  decline  in  housing  aff ordability  over  the  past  decade 
IS  the  most  significant  measure  of  the  currcni  housing  crisis.  For  renters 
Ttno,"^"       '^C"»"°8  almost  twice  as  fast  as  incomes:  between  1970 
.   .3  "^^^^^        rose  192  percent  while  median  renter  incomes  rose 
only  100  percent  {US.  Bureau  of  the  Census,  1954a). 

«.-/^!'^'^  at  another  way,  in  1970,  40  percent  of  all  renter  households 
paid  at  iMst  25  percent  of  their  incomes  for  housing  (the  old  nile-of-thumb 

uZ^V  t^^  •^^"^)'       2^  least  35  percent.  But 

by  1983,  those  proportions  had  increased  to  59  percent  and  40  percent  re- 
spectively. In  1983  (the  most  recent  year  for  which  national  housing  data 
are  available),  more  than  10  million  renter  households  paid  35  percent  or 
more  of  tlieir  income  for  rent;  63  million  paid  50  percent  or  more;  and  4  7 
million  paid  60  percent  or  more,  leaving  little  for  other  necessities. 

One  aspect  of  the  government's  response  to  this  problem  has  been  to  in- 
crease the  official  housing  affordability  standard.  Not  long  ago  a  rent-to- 
income  ratio  of  20  percent  was  considered  appropriate.  Today,  the  official 
criterion  of  affordability  (and  the  rate  charged  in  federally-subsidized 
housing)  IS  30  percent  Apart  from  its  arbitrary  nature,  thSj  simplistic  ao- 
proach  fails  to  recognize  that  tvro  .»»mirie$  havii.^  different  income  levels 
and  different  non-housing  budgr;tary  needs-e.g^  for  food  and  medical  care- 
can  afford  to  spend  quite  different  amounts  for  housing,  relative  to  income. 

With  a  more  complex  inco:tie>de pendent  affordability  standard,  which 
takes  into  account  the  cost  of  mee' ng  aoQ-shelter  necessities,  a  typical  faa- 
Uy  of  four  would  have  required  an  iiiijome  of  about  $22,000  in  1983  in  or- 


ERIC 


919 


der  to  be  able  to  afford  as  much  as  25  percent  of  it  for  housing.  Using  this 
more  realistic  sliding  scale  of  affordability,  in  1980  43  percent  of  renters 
(nearly  12  million  families)  and  26  percent  of  homeowners  (almost  14  mil- 
lion families)  were  'shelter  poor/  Between  1970  and  1980,  the  number  of 
shelter  poor  families  in  the  VS,  increased  by  33  percent  (Stone,  1986). 

The  government  also  claims  that  the  statistical  decline  in  rental  housing 
affordability  is  largely  attributable  to  housing  quality  improvements,  espe- 
cially with  the  shift  of  higher-income  renters  to  homeownership  (leaving  a 
disproportionate  share  of  the  rental  stock  to  the  poor).  However,  even  the 
cost  of  a  "constant-quality"  rental  unit  has  risen  faster  than  renter  incomes 
in  the  last  decade  (U.S.  President's  Commission  on  Housing,  1982).  And,  of 
course,  it  is  small  consolation  to  a  household  unable  to  afford  an  adequate 
diet  or  clothing  to  know  that  the  part  of  its  income  being  handed  over  to 
the  landlord  is  going  for  higher-quality  quarters. 

While  the  disparity  between  renter  and  homeowner  incomes  has  in- 
creased significantly,  homeowners  too  have  experienced  growing  housing  af- 
fordability ptoblems.  Between  1970  and  1983,  the  median  ^ales  price  for  ex- 
isting homes  more  than  tripled,  from  $23,000  to  $70,300  (U.S.  Bureau  of  the 
Census,  1984c:  729).  During  the  same  txmt;,  mortgage  interest  rates  on  con* 
vcLdonally  financed  stAgle-family  homes  rose  by  over  half— from  8.5  per- 
cent to  13.4  percent  (U.S.  Bureau  of  the  Census*  1984c:  505).  Based  on  a  con- 
ventional 30*year  loan,  monthly  mortgage  payments  for  the  median-priced 
existing  heme  would  have  quadrupled  over  the  thirteen  year  period-from 
$140  to  $558.  It  is  worth  noting  that  while  60  percent  of  this  increase  can  be 
attributed  to  the  increase  in  sales  price*  the  remaining  40  percent  is  due  to 
the  rise  in  mortgage  interest  rates* 

By  1983,  3.1  million  homeowning  households  paid  50  percent  or  more  of 
their  income  in  housing  costs.  In  1983*  over  26  percent  of  all  homeowners 
devoted  at  ICv  'a  quarter  of  their  incomes  to  housing;  among  those  with  in- 
comes under  $10,000,  nearly  60  percent  spent  25  percent  or  more  for  hous- 
ing. (U.S.  Bureau  of  the  Census*  190&?i). 

While  the  affordability  gap  for  hifjhe  "-income  homeowners  was  to  some 
extent  offset  by  iucome  tax  deductions  for  mortgage  interest  and  property 
taxes*  on  a  cash  flow  basis  many  homeowners*  resources  wnrc  increasingly 
strained.  As  a  consequence  of  these  factors*  in  the  early  1980s  the  postwar 
trend  towards  increased  homeownership  slowed  greatly*  finally  reversing  it- 
self in  1983  (U.S.  Bureau  of  the  Census*  1984b). 

With  the  rising  cost  of  homeownership  today,  fewer  and  fewer  renters 
can  afford  to  buy.  In  the  peak  y<;ar  of  high  mortgage  interest  rates-1981- 
first-time  homebuyers  represented  only  13.5  percent  of  the  sales  market,  as 
compared  to  36  percent  in  1977  (US,  League  of  Savings  Associations,  1982). 
One  direct  consequence  of  these  rising  costs  is  to  freeze  would-be  homeown- 
ers into  semi-permanent  renter  status,  thereby  exacerbating  the  relative 
shortage  of  rental  housing. 

Overcrowding:  A  growing  number  of  persons  are  doubling  up  to  econo- 
mize on  rising  housing  costs.  Nearly  3  million  households  wee  reported  liv- 
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ing  in  overcrowded  conditions  (1.01  or  more  persons  per  room)  in  the  1983 
Annual  Housing  Survey,  with  700,000  in  conditions  of  extreme  overcrov-ding 
(1.51  or  more  persons  per  room).  As  is  to  be  expected,  overcrowding  is  more 
common  among  lower*income  renters:  among  renter  households  with  incomes 
of  $3,000-6,999  a  year,  nearly  II  pcrce-it  were  overcrowded. 

The  New  York  City  Housing  Authority  repv  vts  that  as  many  as  50,000 
families  in  the  city*s  fiublic  housing  projects  (nearly  a  third  of  all  its  units) 
were  illegally  doubling  up,  a  problem  that,  according  to  the  Housing  Au- 
thority chair,  is  "growing  geometrically*  (Rule,  1983;  Hartman  and  Robbins, 
1986).  It  is  almost^  a  certainty  that  official  overcrowding  statistics 
underreport  reality,  since  respondents  understandably  are  reluctant  to  report 
doubling  up  to  census  takers  and  other  investigators,  f^-x  fear  of  getting  into 
trouble  with  landlords,  housing  code  officials,  and  v  jifare  workers. 

Qaallty:  Today,  neighborhood  conditions  are  the  most  widespread  hous- 
ing quality  problem.  In  1983,  over  17  million  hou.--.holds  indicated  that 
neighborhood  crime  was  a  problem,  and  over  8  million  h  iseholds  felt  that 
bothersome  neighborhood  conditions  (noise;  lack  of  street  repairs;  intrusive 
non-rcsidential  fictivitics;  odora^  smoke  and  gas;  trash,  litter  and  junk;  or 
boarded^up  or  abandoned  buildings)  were  so  severe  that  they  would  like  to 
move  (U.S.  Bureau  of  the  Census,  1985:  Table  A*3). 

But  even  individual  units-*dcspite  improvements  in  the  standard  mea- 
sures of  crowdings  plumbing  facilities,  and  dilapidation-continue  to  experi- 
ence persistent  problems  in  maintenance  and  services.  In  1983,  over  2  mil- 
lion households  reported  exposed  electrical  wiring;  10  million  households  re- 
ported signs  of  mice  or  rats;  and  over  6  million  households  reported  signs  of 
water  leakage  from  their  roofs  (VS.  Bureau  of  the  Census,  1985:  Tables  A-1, 
A«2).  The  problem  of  neglected  maintenance,  followed  by  housing  abandon- 
ment, is  a  growing  one  in  many  large  cities: 


Secarity  of  Occupancy:  The  involuntary  displacement  of  families  and 
individuals  from  their  homes  and  neighborhoods  is  an  aspect  of  the  housing 
problem  Jiat  has  received  growing  national  recognitiop.  According  to  gov- 
emment  estimates,  600,000*850,000  households,  or  1.7*Z4  million  persons,  are 
forced  to  move  each  year  because  of  private  market  activity.  Over  40  per- 
cent of  these  moves  arc  attributable  to  increased  housing  costs,  with  sale  of 
the  building  accounting  for  another  23  percent  (US.  Department  of  Housing 
and  Urban  Development,  1981). 

While  tenants  are  most  vulnerable  to  being  forced  out  of  their  homes, 
homeowners  are  increasingly  threatened  by  mortgage  foreclosures  and  evic- 
tion. Nearly  one  in  sixteen  home  loans  are  more  than  thirty  days  overdue 
(Jones,  1985),  and  of  course  mortgage  delinquency  often  eventuates  in  fore- 
closure. Since  1981,  the  national  foreclosure  rate  has  moved  up  steadily.  In 
many  areas,  high  foreclosure  rates  arc  a  function  of  rising  monthly  pay- 
ments under  graduated  payment  mortgage  arrangements  while  housing  val- 
ues are  not  rising  and  in  some  cases  are  falling  below  the  amount  still  owed 
to  the  lender  (King,  1985).  Regional  economic  hardship  can  of  course  pro- 
duce widespread  mortage  foreclosures:  whereas  in  early  1985  the  national 
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foreclosure  rate  was  2J  per  1,000  mortgages  (up  from  1.8  in  IPSl),  in  Cre- 
gon»  with  its  declining  timber  industry,  the  rate  was  8.7  (King,  1985). 

Homelessness-the  .ultimate  outcome  of  housing  insecurity  and  unavail- 
ability-has become  a  significant  phenomenon  in  most  cities;  estimates  for 
New  York  City  indicate  ft  population  of  as  mzay  as  50,000  homeless,  while 
the  figures  for  Los  Angeles  suggest  almost  40,000  (U^.  Department  of  Hous- 
ing and  Urban  Development  1984:  14).  While  HUD  estimates  a  national 
homeless  population  of  250,000-350,000  (ibid:  19),  this  figure  almost  cer- 
tainly is  a  considerable  underestimate.  Other  estimates  have  placed  the  fig- 
ure at  2-3  million  (ibid:  9).* 

laeqaality:  While  the  housing  crisis  affects  a  growing  proportion  of  our 
population,  it  is  consistently  worse  for  some  than  for  others*  The  poor  are 
always  worse  off.  Eighty-one  percent  of  all  households  earning  less  than 
$10,000  pay  25  percent  or  more  of  their  incomes  for  housing,  while  only  2 
percent  of  those  with  incomes  of  $50,000  or  more  pay  this  much.  The  me- 
dian rent-to-income  ratio  for  rtater  households  <^niing  less  than  $3,000  was 
a  stratospheric  60+  percent  (the  Annual  Housing  Survey  does  not  provide 
more  specific  figures  at  this  level);  for  renter  households  in  the  $3,000-6,999 
income  class,  the  median  ratio  was  55  pt;rcent;  and  for  renter  households  in 
the  $7,000*9,999  class,  the  median  ratio  was  39  percent  (U.S.  Bureau  of  the 
Cfcnsus,  1984a:  Table  A-1). 

Ten  percent  of  female-headed  households  live  ^n  housing  that  is  offi* 
cially  rated  as  inadequate,  as  compared  to  7J  percent  of  all  households  (U^. 
President's  Commission  on  Housing,  1982).  Among  homeowners,  63  percent 
of  black  and  58  percent  of  Hispanic  households  are  dissatisfied  with  neigh- 
borhood services,  as  compared  to  49  percent  of  all  households  (U^.  Bureau 
of  the  Census,  1982a).  Low-income,  minority,  and  female-headed  households 
are  more  likely  than  others  to  be  displaced  (U^.  Department  of  Housing  and 
Urban  Development,  1981). 

Oppression:  Lastly,  patterns  of  housing  location,  access,  design,  and 
tenure  increasingly  reinforce  and  perpetuate  the  economic  and  social  divi- 
sions that  exist  within  our  society.  Housing,  after  all,  beyond  shelter  pro- 
vides social  status,  access  to  jobs,  education  and  other  services,  a  framework 
for  the  conduct  of  household  work,  and  a  way  of  structuring  economic,  so- 
cial, and  political  relationships. 

At  the  bottom  end  of  the  scale,  housing  conditions  are  especially  oppres- 
sive for  the  poor.  The  residents  of  a  run-down  or  partially  abandoned 
neighborhood  must  be  constantly  on  the  defensive,  devoting  extraordinary 
efforts  to  basic  physical  self-protection,  insulating  themselves  from  om- 
nipresent outride  threats.  The  destructive  social  and  psychological  impacts 
of  such  conditions  far  exceed  their  physical  dimensions.  The  commitments 
made  by  many  working-class  families  to  homeownership— as  the  only  feasi- 
ble way  of  obtaining  decent  housing  in  an  acceptable  environment— can  also 


^The  HUD  study  suffers  from  significant  methodological  flaws  which  ren- 
der its  conclusions  doubtful.  For  a  collection  of  critical  analyses  and  tes- 
timony, see  USr  House  of  Representatives  (1984). 
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prove  oppressive.  Employers  have  long  knowu  that  employees  who  own  their 
own  homes  are  often  more  vulnerable,  and  hence  less  militant  than  more 
mobile  tenants.  And  while  for  many  people  owning  a  home  has  provided 
economic  security  in  old  age-years  of  mortgage  payments  having  served  as 
a  form  of  savings-for  many  others  the  constant  burden  of  mortgage  pay- 
ments is  a  severe  economic  hardship.  The  high  costs  of  mortgage  financing 
often  require  «nocating  a  high  proportion  of  income  to  housing.  This  in 
turn  enuils  overtime  work,  accepting  jobs  at  substandard  wages,  and  cur- 
tailing other  consumption*  Wives  are  often  forced  to  work  at  outside  Jobs, 
while  at  the  same  time  devoting  time  and  energy  to  domestic  resp^iiii'bili- 
ties. 

Racial  segregation  in  housing,  which  is  severe  and  getting  worse  in 
many  areas,  limits  educational  and  employment  opportunities  for  minorities 
even  as  it  forces  them  to  pay  more  (relative  to  income)  for  poore.  quality 
housing  and  declining  services.  The  spatial  patterns  of  the  minority  ghetto, 
involuntarily  imposed  on  its  occupants  with  little  possibility  of  escape,  both 
create  and  reinforce  the  systemic  oppression  under  which  its  victims  labor 
every  day. 

Housing  conditions  for  women  reinforce  sexist  patterns  to  which  they 
are  subjected  in  other  aspects  of  their  lives.  Housing  design  and  locational 
patterns  support  the  traditional  division  of  labor  within  the  male^domiuated 
faxnily,  require  extensive  rnpaid  work  wit>Jn  the  home,  and  restrict  oppor- 
tunities outside  the  hom«,  both  for  gainful  employment  and  for  social  and 
community  life  (Saegert,  1 9a I;  Rothblatt  et  a!^  1979).  Single  women  and  sin- 
glc-parcnt  households  experience  even  greater  constrictions  on  their  freedom 
of  choice.  For  single  women,  the  pressures  towards  conformity  are  re- 
inforced by  the  limited  alternatives  available  in  the  housing  market.  For 
single  women  with  children,  oppressive  physical  living  conditions  are  often 
exacerbated  by  their  status  as  undesirable  "problem  families."  Increasingly, 
many  women  find  tliemselves  "just  a  divorce  away"  from  poverty  and 
homelessness. 

C  Causes  of  the  Problem^ 

There  is  a  principal  underlying  cause  to  these  problems,  which  in  our 
view  explains  the  increasing  inability  of  our  society  to  provide  adequate, 
affordable  housing  for  all  segments  of  the  population:  housing-^a  necessity  of 
lifc'-is  treated  not  as  a  social  good  but  as  a  commodity.  It  is  produced,  fi- 
nanced, owned,  operated,  and  sold  in  ways  designed  to  maximize  profits, 
rather  than  to  provide  needed  shelter.  And  government  policies  affecting 
housing,  which  supposedly  serve  the  common  good,  systematically  operate  to 
reinforce  the  profitability  of  the  housinr  sector  and  of  the  business  commu- 
nity as  a  whole.  Such  improvement  in  uousing  as  has  occurred  historically 
has  come  about  only  when  it  has  served  the  interests  of  privute  capital,  or 


Tor  more  detailed  analysis,  see  the  collection  of  readings  in  Hartman 
(1983a)  and  Bratt,  Hartman,  and  Meyerson  (1986);  Gilderbloom  and  Appcl- 
baum  (1987):  Stone  (1980,  1986);  Rybeck  (!982):  Downs  (1983);  Sternlieb 
and  Hughes  (1980);  VS.  Comptroller  General  (1979);  and  U.S.  President's 
Commission  on  Housing  (1982). 
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when  political  and  economic  pressures  from  orgL:2ized  groups  and  move* 
ments  hav;;  forced  it  to  occur. 

In  the  most  immediate  sense,  the  supply,  cost,  quality,  location,  and  use 
patterns  of  housing  in  our  society  reflect  the  market  activities  of  the  pri- 
vate housing  sector,  which  is  itself  comprised  of  multiple  interests.  These 
include  real  estate  developers,  builders,  materials  producers,  mortgage 
lenders  and  other  providers  of  housing  credit,  investors,  speculators,  land- 
lords, and  homeowners.  While  each  of  these  "actors"  makes  money  from 
housing  in  a  different  way,  Chey  share  a  common  interest  in  housing  as  a 
profitable  commodity.  (Homeowners,  of  course,  have  a  conflicting  interest 
in  their  housing  as  both  shelter  and  investment,  a  matter  of  significance  for 
this  analysis,  as  discnssed  below.) 

For  housing  consumers,  the  consequences  are  manifold.  First,  the  high 
and  rising  cost  of  hoaxing  in  the  marketplace  reflects,  in  part,  profits  made 
during  the  initial  production  or  development  stage.  Land  and  construction 
loan  interest  are  by  far  fhe  n?03t  rapidly  riilng  elements  of  housing  produc- 
tion costs  (U^.  President's  Corumission  on  Housing,  1982).  Further,  most  ma- 
terials used  in  the  construction  of  housing  are  produced  by  giant  corpora- 
tions with  few  incentives  for  cost  control  (Schlesinger  and  Erlich,  1986). 

Once  a  house  or  apartment  building  is  completed,  its  cost  to  the  con- 
sumer also  reflects  the  gain  generally  made  by  each  successive  owner  who 
trades  it  for  profit  in  the  marketplace  (housing  is  perhaps  the  only  common 
commodity  whose  market  value  increases  with  age).  And  since  virtually  ev- 
ery real  estate  purchase  is  financed  with  borrowed  funds,  added  to  that  is 
the  cost  of  mortgage  interest,  which  haa  risen  significantly  over  the  years. 
For  example,  mortgage  interest  rates,  which  were  under  6-7  percent  until  the 
mid-1960s,  tripled  to  about  17  percent  by  the  early  i980s,  and  continued  to 
hover  over  10  percent  by  mid*1987. 

Moreover,  our  mortgage  finance  system,  which  permits  a  small  down- 
payment  to  levetiige  control  over  a  substantial  investment,  encourages  spec- 
ulation—the buying  and  selling  of  property  for  short-term  profit-which 
adds  appreciably  to  housing  costs.  Not  surprisingly,  mortgage  payments,  re- 
flecting both  the  market  price  of  housing  and  the  interest  on  the  govern'* 
ment  loan,  constf  ate  the  single  largest  element  of  monthly  housing  costs  to- 
day for  both  homeowners  and  renters.  For  owner-occupied  single-family 
homes  with  morta^os,  mortgage  Payments  constitute  on  the  average  65  per* 
cent  of  occupancy  costs  (Hartmau  and  Stone,  1986).  Similar  national  data  do 
not  exist  for  renter-occupied  units,  but  with  landlords*  often  greater 
reliance  on  multiple  layers  of  debt  financing,  the  Percentage  of  rent  dollars 
allocated  to  mortgage  repayments  is  probably  of  at  least  the  same 
magnitude.  Other  significant  cost  elements  are  the  property  tax-a  regressive 
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tax  on  real  estate  as  a  form  of  private  wealth*-and  utilities,  with  their 
substantial  profit  component 

The  quest  for  profits  in  all  phases  of  housing  production  limits  housing 
production  because  the  necessary  resources  are  allocated  only  when  it  is 
profitable  for  developers,  land  owners,  materials  producers,  and  mortgage 
lenders  to  do  so.  For  example,  at  the  peak  of  economic  booms  when  business 
IS  expanding,  commercial  banks  traditionally  cut  back  on  housing  loans  in 
favor  of  more  profiuble,  short-term  lending  to  government  and  corporate 
borrowers.  And  savings  and  loans,  the  source  of  most  housing  credit,  have 
less  money  to  lend  because  their  depositors  seek  more  profitable  returns 
elsewhere.  Similarly,  scarce  urban  land  is  available  for  housing  only  when 
housing  IS  itt  -highest  and  best"  (most  profitable)  use,  and  private  developers 
frequently  shift  from  building  homes  to  office  towers  when  it  is  more  prof- 
itable to  do  so.  Even  basic  construction  materials  are  diverted  from  the 
housing  sector  when  they  can  be  sold  more  profitably  elsewhere. 

^^i^vT^K./"?." -P**^^"*  «^  construction, 
which  hw  significanUy  inhibited  the  productive  capacity  of  the  housing  in* 
dostry  (U.S,  President's  Commissi^  on  Housing,  1582;  Solomon,"  1981).  This 
m  turn  has  further  increased  ho.Jng  costs.  For  example,  the  cost  of  idle 
plant  and  construction  equipment  during  slack  times  is  recaptured  in  hifiher 
prices  for  those  housing  units  which  are  built  Construction  workers  require 
higher  hourly  wmges  to  offset  those  periods  when  they  will  bo  unemployed 
Builders  face  a  high  degree  of  risk,  which  they  cover  through  higher  profit 
margins,  a  cost  passed  on  to  consumers.  Estimates  of  increased  production 
1979:  57)      *        "^^"^"^^  instability  run  as  high  as  15-20  percent  (COIN, 

^   In  addition,  because  housing  is  adequately  maintained  only  when  it 

XI-  u  ^^^^  ^"^^^^        ^^^^^^  -divinvcst-  from  poor  or 

high-risk  neighborhoods  through  undermaintenance,  tax  delinquency  ar- 
son, abandonment,  and  redlining,  accompanied  by  the  withdrawal  of  public 
services  (Marcuse,  1979:  1981).  Housing  capital  and  credit  are  then  rein- 
r^-:  II?       «P«f "iJ^tive  purchase  and  refinancing  of  existing  buildings  in 
profitable  upscale"  neighborhood^  without  adding  to  the'housmg  stock  or 

property  taxes  have  incrcawd  substantially  as  local  and  state  gov- 
emments  experience  fiscal  crises  and  the  federal  government  continues  to 
cut  back  traditional  aid  prosrams.  The  median  property  tax  paid  by  all 
homeowners  was  $460  in  1980,  rising  to  $564  in  1983.  Since  the  property 
tax--io  effect,  a  sales  tax  on  housing  services-is,  over  much  of  its  range, 
highly  regressive,  low-income  households  are  hit  hardest  In  1983  the  me- 
dian real  estate  tax  bill  for  the  1.5  million  homeowners  with  incomes  un- 
der $3,000  was  $326,  or  more  than  10  percent  of  their  toial  incomes  (U^ 
^Bureau  of  the  Census,  1984c).  ^ 
Utility  costs  are  placing  a  great  burden  even  on  homeowners  with  no  or 
low  mortgage  costs.  The  Consumer  Price  Index  (CPI)  for  fuel,  oil,  coal,  and 

•rllnv^f  'fM'^^  ^^^r}  a'^^  J^as  sine,  dropped 

slightly,  to  646.0  by  mid.1984.  In  that  same  14.year  period,  electricity 
prices  rose  by  252  points,  compared  with  a  194  point  rise  in  the  CPI  for  all 
Items  (U-S.  Bureau  of  the  Census,  1984c:  482). 
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improving  its  condition.  Finally,  discriminatory  practices  persist  in  the 
housing  market,  in  part  because  they  benefit  certain  segments  of  the  hous- 
ing industry.  For  example,  blockbusting  tactics  enable  real  estate  speculators 
to  buy  cheap  and  sell  dear,  while  mortgage  lenders  can  convert  their  old 
loans  to  higher-yield  investments  in  both  the  newly  segregated  black  and  re- 
segregated  white  neighborhoods  (U.S.  Commission  on  Civil  Rights,  1975). 

The  activities  of  the  private  housing  sector  are  significantly  influenced 
by— and  also  serve  to  reinforce— trends  in  our  profit-oriented  economy  and 
society  as  a  whole.  For  example,  as  noted  above,  the  cyclical  nature  of  pro- 
duction in  our  profit-dominated  economic  system  shapes  the  flow  of  capital 
and  credit  to  the  housing  sector  and  structures  opportunities  for  profit  in 
housing  development,  finance,  and  ownership.  Thus,  while  housing  is 
crowded  out  on  the  upswing  of  the  business  cycle,  it  has  traditionally  led 
the  way  out  of  recession  as  business  demand  slackens.  In  turn,  this  counter- 
cyclical pattern  of  housing  activity  has  played  an  important  role  in  stabiliz- 
ing the  economy  and  in  restoring  conditions  for  more  profitable  business 
growth  (Solomon,  1981). 

The  unequLl  distribution  of  income  and  wealth  created  by  our  profit- 
motivated  production  system  leaves  many  people  with  jobs  and  incomes  that 
are  inadequate  to  meet  the  rising  cost  of  housing,  while  others  are  relatively 
well-off.  The  movement  ^j.*  business  capital  in  recent  years  from  manufac- 
turing to  the  more  profitable  service  sector  (and  from  Frostbelt  to  Sunbelt) 
has  exacerbated  these  disparities  through  the  transformation  of  both  the  la- 
bor market  and  the  housing  market  Thus,  in  some  cities,  plants  shut  down, 
blue-collar  workers  lose  jobs*  real  estate  owners  and  It-ders  disinvest,  and 
the  housing  market  collapses*  In  other  cities,  well-paid  technicic^ns,  man- 
agers, and  professionals  attracted  by  revitalized  service  industries  compete 
with  low-paid  workers  for  scarce  urban  housing,  creating  profitable  oppor- 
tunities for  real  estate  speculation  add  gentrification.  The  net  result  is  a  loss 
of  affordable  housing,  while  neighborhoods  and  cities  are  transformed  to 
meet  the  changing  requirements  of  profit-oriented  production. 

Racism  and  sexism  in  the  society  as  a  whole  help  to  structure  housing 
patterns  in  ways  which  serve  the  interests  of  capital  at  the  expense  of  dis- 
advantaged groups.  Racial  discrimination  in  employment  makes  housing  less 
available  to  and  affordable  by  minorities,  while  discriminatory  housing 
practices  foster  the  creation  of  segregated,  dii;f.n franc hised  communities  that 
either  become  ripe  targets  for  profitable  business  redevelopment  or  are 
abandoned  by  the  rublic  and  private  sectors.  Housing  options  for  female- 
headed  households  are  similarly  restricted  by  v'oiren's  inferior  employment 
status.  Housing  desigu  and  development  patterns  further  isolate  and  tie 
women  to  the  home  and  increase  profit  opportunities,  not  just  for  tbe  real 
estate  industry,  but  also  for  the  producers  of  a  vast  array  of  household  coo 
sumption  goods.  Finally,  the  social  and  economic  inequalities  perpetuated  by 
the  housing  market  reinforce  stratification  within  the  labor  market,  which 
supports  the  profitability  of  business  in  general. 
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D.  The.RoICjof  GoveraoMnt® 

While  government  policies  have  led  to  some  improvement  in  housing, 
they  have  not  solved  the  housing  problem.  Indeed,  in 'some  respects  they 
have  served  to  intensify  it,  especially  for  low-income  and  minority  groups. 
Government  actions  affecting  low-income  housing  have  not  stemmed  from  a 
benevolent  desire  to  assist  the  ill-housed.  Instead*  they  ht^/e  operated  largely 
to  enhance  opportunities  for  private  profit  (both  within  the  housing  sector 
and  for  business  interests  as  a  whole),  to  preserve  'social  peace"  against  the 
(real  or  perceived)  threat  of  disruption  from  disaffected  social  groups,  and 
to  stabilize  the  existing  social  and  economic  order  (Marcuse,  1986). 

Of  course,  business  and  government  do  not  always  act  monolithically 
with  respeot  to  housing.  Even  within  the  housing  sector,  different  groups 
may  hp,ve  conflicting  intcrjtsts:  for  ex2mple,  mortgage  lenders  benefit  from 
higher  interest  rates,  While  developers  prefer  lower  ones.  Moreover,  the  re- 
quireiaents  of  the  housing  industry  may  sometimes  be  incompatible  with 
those  of  the  general  business  commustty  or  of  the  economy  as  a  whole-for 
example,  when  high  housing  costs  are  tn?nslated  into  wage  demands,  or 
when  low  interest  rates  (beneficial  to  housins)  prove  to  be  snflationarv  In 
general,  the  government  s:ts  to  mediate  or  manage  Acse  conflicts-as  w.J  as 
those  resulting  from  the  political  pressures  exerted  by  organized  housing 
cousumers-in  ways  that  best  support  the  needs  of  the  system  as  a  whole. 

1.  Homtowntrthip 

These  patterns  arc  illustrated  by  the  history  of  federal  efforts  to  pro- 
mote homeowc-^rship  in  the  post-war  period.  After  World  War  II,  the  pent-up 
need  for  housing,  coupled  with  war-induced  prosperity  and  the  increased 
productive  capacity  of  the  economy,  stimulated  a  huge  housing  construction 
boom.  With  expanded  federal  mortgage  insurance  and  tax  incentives  for 
homeownership,  the  suburban  single-family  tract  house  became  'he  vehicle 
for  this  explosive  growth,  supported  by  the  development  of  federally-as- 
sisted highways  and  father  infrastmcture. 

While  the  post-war  homeownership  boom  helped  many  Americans  to  im- 
prove their  living  standards,  it  also  provided  vast  new  outlets  for  profitable 
investment  by  real  csiate  developers,  mortgage  lenders,  and  other  segments 
of  the  housing  industry.  The  creation  of  new  demand,  not  just  for  housing 
but  for  a  wide  variety  of  household  consumption  goods,  was  profitable  for 
business  as  a  whole.  And  with  long-term  mortgages  and  other  forms  of 
household  credit,  consumer  buying  power  could  be  expanded  without  creat- 
ing new  pressures  on  business  for  higher  wages  (Stoo:,  1986). 

*We  do  not  analyze  the  impact  of  local  government  development  restrictions 
on  housing  costs.  While  such  re'  trictions  are  often  singled  out  by  realtors, 
developers,  and  federal  policy-makers  as  a  prime  source  of  high  costs  and 
rents,  in  fact  they  are  relatively  insignificant  in  comparison  to  the  basic 
factors  cited  here  (see  Appelbaum,  1986  for  a  comprehensive  review  of 
studies  as  well  as  an  analysis  of  regulation  in  California;  atso,  see 
Gilder  bloom  and  Appelbaum,  I9S7:  Ch.  6). 
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Federal  promotion  of  bomeownership  also  gave  working  families  an 
economic  and  social  "stake  in  the  system.*  It  reduced  their  desire  for  mobil- 
ity, and  as  a  conuequence  lowered  their  bargaining  power  with  employers. 
Homeownership  pr  /ided  families  with  the  illusion  of  control,  but  the  real- 
ity of  burdensome  long-term  debt.  And  it  channeled  their  legitimate  shelter 
needs  into  concerns  with  investment  risk  and  profitability  (ibid,).  Federal 
homeownership  policies  also  fostered  racial  exclusion,  reinforced  the  oppres- 
sion of  women,  and  increaseri  the  housing  problems  of  the  poor  by  eroding 
the  central  city  tax  base. 

In  recent  years,  the  growing  problems  of  the  economy  and  of  the  hous- 
ing industry  have  significantly  altered  the  functions  of  homeownership. 
Unprecedented  inflation,  fueled  in  part  by  a  tremendous  increase  in  resi- 
dential mortgage  debt,®  and  the  inadequate  levels  of  new  housing  construc- 
tion have  combined  to  drive  the  cost  of  existing  homes.  This  in  turn  has 
priced  many  middle-class  fanilies  out  of  the  homeownership  market,  while 
greatly  increasing  the  use  of  homeownership  as  an  investment  vehicle  by 
those  in  upper-income  tax  brackets.  Today  the  same  tax  incentives  that  fos- 
tered the  gTO'jfth  of  the  suburbs  are  stimalating  housing  speculation  and 
displacement  of  the  poor  from  the  itner  city,  as  affluent  condominium  con- 
verten  bid  up  the  price  of  5carce  housing  resources  (Goetze,  1981;  Boston 
Clobe,  1982). 

While  in  many  areas  buying  a  home  has  become  a  privilege  reserved  for 
the  relatively  affluent,  for  many  otters  the  supposed  benefits  of  homeown- 
ership are  gradually  being  undermined.  With  today's  variable-rate  mort- 
gages, rising  property  tax  bills,  and  credit  shortages  for  housing,  few  mod- 
erate-income homeowners  can  count  on  stability  of  cost  or  liquidity  for 
their  investments.  And  a  growing  number  who  live  a  paycheck  or  two  ahead 
of  the  bank  risk  the  loss  of  their  equities-as  well  as  their  homes-to  foreclo- 
sure, as  recession  and  unemployment  continue     plague  the  economy. 

2*  Public  Homing 

Public  housing,  the  only  federal  program  which  involves  the  public  sec- 
tor directly  in  housing  development,  ownership,  and  management,  has  had  a 
mixed  track  record.  In  more  than  50  years,  only  \2  million  public  housing 
units  have  been  created,  representing  less  than  1.5  percent  of  the  nation's 
housing  stock  (Bratt,  2986:  342).  Yet  these  units  today  provide  reasonably 
affordable  shelter  for  some  3.5  million  low-income  people.  Contrary  to  the 
conventional  wisdom,  most  public  housing  nationwide  is  also  well  con- 


residential  mortgages  constitute  a  significant  portion  of  total  debt  in  the 
United  States.  At  the  end  of  1980,  residential  mortgage  debt  amounted  to 
nearly  $1.1  trillion-an  amount  which  far  exceeded  corporate  debt  and  was 
even  greater  than  the  debt  of  the  United  States  government.  Furthermore, 
residential  mortgage  debt  has  placed  an  increasing  burden  on  the  overall 
economy.  As  of  1984,  it  was  equal  to  41.4  percent  of  Gross  National 
Product,  compared  with  36.4  percent  in  1970,  and  just  13.5  percent  in  1946 
(Stone,  1986:  Table  3.2).  This  speculative  debt  build-up  poses  a  significant 
rsik  of  mortgage  defaults  and  bank  failures  in  the  event  of  a  deep 
depression,  which  could  threaten  the  stability  of  tne  economy  as  a  whole. 
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structcd,  and  some  of  it  (including  New  York  City's  exemplary  program)  is 
also  surprisingly  well  managed  (Bratt,  1986:  345). 

These  accomplishments  have  been  achieved  despite  the  lack  of  an 
adequate  federal  commitment  to  public  housing.  Together  with  initial 
opposition  from  the  private  sector,  this  problem  has  severely  limited  the  po- 
tential of  the  program  and  also  helps  to  explain  Itz  significant  shortcomings 
and  failures. 

To  begin  with*  the  original  purposes  of  the  public  housing  program  had 
little  to  do  with  providing  affordable  shelter.  The  ^'•liest  government-spon- 
sored projects  were  built  during  World  War  I  to  aid  me  U^.  war  production 
effort  by  easing  housing  shortages  for  munitions  and  defense  workers.  The 
VS.  Housing  Act  of  1937  was  primarily  &  public  works  program,  intended  to 
stimulate  the  depressed  economy  and  reduce  social  unrest  by  providing  jobs 
for  temporarily  unemployed  city  workers.  After  World  War  II,  more  public 
housing  was  built  for  the  benefit  of  returning  veterans. 

Concessions  designed  to  accommodate  private  homebuilding  and  real  es- 
Utc  interests  also  limited  public  housing's  potential  from  the  start  In  order 
to  avoid  ccmpetition  with  the  private  sector,  public  housing  was  austerely 
designed,  often  inaccessibly  located,  and  restricted  to  a  limited  segment  of 
the  population*  The  original  "equivalent  elimination  formula,"  which  re- 
quired the  demolition  of  one  unsafe  dwelling  unit  for  every  public  housing 
unit  created,  assured  that  the  overall  housing  supply  would  not  increase 
(which  misht  drive  do*vn  renU  in  the  private  market).  The  decentralized 
administrative  structure  of  the  program  allowed  substantial  opportunities 
for  local  patronage. 

In  the  I?50s,  as  government  slum  clearance  and  highway  coastrution 
uprooted  the  poor  from  central  cities  and  the  upwardly  mobile  left  the  pro- 
jects for  the  suburbs,  public  housing  was  increasingly  occupied  by  low-in- 
come households,  who  in  the  large  cities  were  predominantly  racial  minori- 
ties. Political  pressures  generated  by  the  ghetto  rebellions  and  the  civil  and 
welfaitf  rights  movements  of  the  1960s  led  to  significant  reforms,  including 
liberalized  admissions  criteria  and  rent  reductions*  which  increased  access  to 
public  housing  by  disadvantaged  groups.  As  a  n»ult  of  these  demographic 
and  political  changes,  publi<;  housing  now  $ervc:s  prinurily  as  the  "housing 
of  last  resort"  for  those  left  behind  by  the  rcstrwctured  economy,  mainly  the 
elderly  and  single-parent  families  on  fixed  incomes. 

Since  the  mid-1970s,  public  housing  has  suffered  f/om  chronic  under- 
funding  and  undcrmaintenance,  often  inefficient  and  bureaucratic  man- 
agement, and  other  forms  of  official  neglect  Operating  subsidies,  intro- 
duced in  1969  to  fill  the  gap  between  the  cost  of  running  the  housing  and 
the  reduced  rents  charged  to  tenants,  have  never  been  adequate  and  in  re- 
cent years  have  been  substantially  reduced.  In  the  larger  cities,  a  number  of 
older,  densely  populated,  and  poorly  designed  projects  are  severely  troubled, 
and  thousands  of  units  per  year  are  abandoned  because  no  funds  are 
available  to  rehabilitate  them. 
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At  the  same  time,  public  housing  development  and  management  func- 
tions have  been  increasingly  privatized  through  the  "turnkey"  program,  to 
respond  to  the  "failure"  of  the  public  sector.  While  these  trends  have  helped 
to  discredit  the  ^ncept  cf  public  ownership  of  housing  in  this  country,  in 
reality  they  reflect  the  declining  federal  commitment  to  a  public  enterprise 
already  hamstrung  by  concessions  to  private  industiy. 

3«  Othtr  Fedirally-Sabildlzed  Hoiulnt 

Since  the  196(K  public  housing  has  been  eclipsed  by  a  variety  of  mort- 
gage, rental,  and  shelter  subsidy  programs  intended  to  stimulate  the 
production  of  low  and  moderate-income  rental  housing  by  private  develop- 
ers.  These  programs,  although  utilized  by  non-profit  sponsors  in  some  in- 
stances, have  been  designed  primarily  to  maximize  profits  and  minimize 
risks  for  private  owners  and  lenders,  at  the  expense  of  long-term  affordabil- 
ity  and  project  viability.  As  a  result,  more  than  one-quarter  of  the  subsi- 
dized housing  inventory  is  in  various  stages  of  mortgage  default,  assign- 
ment, foreclosure,  or  resale  by  HUD,  posing  substantial  risks  to  existing 
tenants.  Many  of  the  more  viable  projects  in  gentrifying  mc^rkets  are  ap- 
proachiQo  the  point  where  their  mortgages  can  be  prepaid  without  re- 
striction, allowing  their  conversion  to  market-rate  rentals,  condominiums,  or 
office  buildings,  thereby  jeopardizing  their  future  use  as  low-  and  tr  ,der- 
ate-ittcome  housing  (Achtenberg,  forthcoming). 

In  recent  years,  the  federal  government's  primary  low-income  housing 
effort  has  consisted  of  providing  direct  rental  subsidies  to  private  landlords 
and  developers  on  behalf  of  eligible  tenants.  Under  the  Section  8  program, 
participating  private  landlords  agree  to  charge  qualifying  tenants  "fair  mar- 
ket" rents,  which  are  based  on  prevailing  rent  levels,  as  determined  by  HUD. 
The  government  then  makes  up  the  difference  between  this  market  "ent  and 
the  tenant's  rent  payments,  currently  set  at  30  percent  of  monthly  income. 
As  can  be  imagined,  during  times  of  rapidly  rising  rents  this  program  is 
highly  inflationary,  with  the  direct  subsidy  cost  for  a  new  unit  of  Section  8 
housing  estimated  in  1982  at  $4,000-55,500  per  year  (U^.  Department  of 
Housing  anu  Urban  Development,  1982),  and  nearly  twice  that  amount  in 
high-cost  New  York  City-figures  that  doubtless  are  much  higher  today. 

4«  Neighborhood  Programs 

With  regara  to  neighborhood  impact,  the  leileral  role  is  well  known. 
Urban  renewal  enham  d  opportunities  for  profit  in  the  development  of 
prime  inner-city  real  estate  while  fostering  business  and  institutional  expan- 
sion. In  the  process,  at  least  one  million  lower-income  and  minority  house- 
holds were  uprooted  and  their  communities  destroyed  (Ganc,  1982:  385-6).  In 
the  1960s,  with  the  growing  threat  of  social  disorder  in  the  cities,  :  itright 
"slum  clearance"  efforts  were  replaced  with  more  muted  attempts  at  Mousing 
rehabilitation  and  ultimately  with  the  Great  Society's  neighborhood-oriented 
Model  Cities  and  Community  Action  programs. 

Then,  in  the  mid-1970s,  as  the  problems  cf  the  economy  worsened  and 
the  protests  of  the  poor  seemed  to  weaken.  Community  Development  Block 
Grants  provided  a  vehicle  through  which  funds  for  neighborhocd  programs 
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could  be  drastically  cut«  in  exchange  for  increased  local  political  control 
over  resource  allocation. 

Currently  in  many  cities,  block  grants  provide  little  more  than  a  limited 
form  of  revenue  sharing  for  traditional  capital  budget  items  or  other  pro- 
giams  whose  benefits  can  be  widely  dispersed.  While  some  localities  have 
used  these  funds  for  creative  housing  initiatives,  the  limited  amount  of  the 
iHocition  often  finds  neighborhood  groups  pitted  against  one  another  in  a 
losing  battle  over  diminishing  resources. 

5«  Housing  Expeoditaresy  Tax  Subsidies,  and  Tax  Reform 

The  overall  pattern  of  federal  housing  and  neighborhood  subsidies  in 
the  post-war  period  has  been  highly  regressive^  reinforcing  the  unequal  dis* 
tribution  of  income  and  wealth  in  our  society. 

On  the  one  hand,  direct  federal  budget  outlays  for  housing  and  commu- 
nity  development,  otalling  about  $13  billion  in  1987,  have  barely  kept  up 
with  inflation.  When  all  low-income  housing  programs  are  considered  to* 
gether,  only  some  4.5  million  housing  units  currently  receive  some  form  of 
direct  subsidy.  Only  one  in  five  eligible  households  currently  are  served  by 
the  various  federally-assisted  housing  programs  for  low-  and  moderate-in* 
come  households  (Clay,  1987).  Of  the  4.5  million  subsidized  units,  3.4  million 
are  administered  by  HUD»  with  the  remainder  in  rural  areas  administered 
by  the  Department  of  Agriculture's  Farmers  Home  Administration  (FmHA). 
The  HUD-administered  units  include  1.2  'million  units  of  public  housing, 
and  about  1.3  million  households  receiving  Section  8  payments. (Dolbeare, 
1983:  Table  Z6), 

New  budget  authority  for  HUD*s  subsidized  housing  programs  in  recent 
years  has  fallen,  from  $30.1  billion  in  FY  1981,  to  $10.7  billion  in  FY  1987 
(U.S.  Budget,  1987a:  S-121).  It  should  be  noted  that  the  Reagan  Administra- 
tion's proposed  FY  1987  budget  originally  called  for  no  additional  budget 
authority. 

Such  massive  cutbacks  in  direct  housing  subsidies,  notwithstanding,  tax 
subsidies  for  housing  in  the  form  of  homeowner  and  tax  deductions  have 
more  than  doubled  since  1979,  and  by  1987  were  approaching  $65  billion 
(U.S.  Budget,  1987b:  G^3).^°  It  is  estimated  that  in  recent  years  upwards  of 
60  percent  of  these  tax  benefits  have  gone  to  taxpayers  in  the  top  10  per- 
cent  of  the  income  range  (Dolbeare,  1983:  66). 

These  subsidies  have  also  coutributed  substantially  to  high  housing 
costs,  by  fueling  overconsumption  and  speculation.  For  homeowners,  the  ac> 
ductibility  of  mortgage  interest  and  property  taxes  has  encouraged  the  pur- 
chase of  more  expensive  housing  than  would  otherwise  be  affordable  (U.S. 
Congressional  Budget  Office,  1981).  For  investors,  the  ability  to  depreciate 
the  purchase  price  of  the  structure  over  relatively  short  periods  has  encour- 
aged the  repeated  resale  of  property  as  soon  as  the  bulk  of  depreciation 


^ax  losses  due  to  such  deductions  may  be  reduced  somewhat  by  the  1986 
Tax  Reform  Act,  which  lowered  the  top  income  tax  bracket  to  28  percent. 
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benefits  are  exhausted.  Especially  since  the  Economic  Recovery  Tax  Act 
(ERTA)  of  1981,  federal  tax  policies  actively  promoted  the  speculative  pur- 
chase and  resale  of  existing  rental  housing,  by  allowing  the  properties  to  be 
substantially  depreciated  over  the  first  five  years. 

Partially  in  response  to  the  alarming  growth  of  real  estate  tax  expendi* 
turcs  in  the  post-ERTA  era,  the  Tax  Reform  Act  of  1986  has  explicitly  at- 
tempted to  curtail  available  tax  incentives  for  income-producing  real  estate 
investment  In  addition  to  significantly  extending  depreciation  schedules, 
the  new  law  sharply  reduces  the  value  of  existing  tax  shelters  for  rental 
housins,  by  lowering  marginal  tax  rules  and  severely  restrictina  the  ability 
to  off  *  "passive  losses"  generated  by  deprcciatioa  allowances,"  At  least  in 
the  sL  A  run,  most  developers,  builders,  owners,  and  lenders  who  are  heav- 
ily involved  in  rental  housing  will  likely  be  hard  hit  by  these  provisions.  As 
a  whole,  the  rental  housing  industry  can  expect  to  suffer  a  decline  in  short- 
run  profitability,  relative  to  past  performance  and  to  other  sectors  of  the 
ecoaomy  that  are  less  dependent  on  tax  shelter  Incentives. 

Homeowner  tax  advantages  remain  largely  untouched  by  tax  reform, 
and  in  some  respects  the  preferential  tax  treatment  for  this  sector  ha^:  actu- 
ally increased.  For  example,  :vith  the  elimination  of  interest  deductions  for 
most  types  of  consumer  loans^^including  credit  card  financii^g-home  refi- 
nancing Is  now  the  only  source  of-  tax  deductible  credit  available  for  cer- 
tains types  of  consumer  purchases. 

In  the  long  nin<  many  developers  and  owc^rs  win  likely  respond  to  tax 
reform  by  raising  rents  to  recoup  their  lost  tax  benefits.  Some  analysts  pre- 
dict by  1991  pressures  for  average  rent  increases  of  20-24  percent  over  the 
rate  or  inflation  (Apgar  et  ai  1985:  IX  Where  such  increases  cannot  be 
achieved  or  susuined,  disinvcstment-potentially  leading  to  foreclosure 
and/or  abandonment— Is  a  more  likely  outcome,  until  profitability  is  re- 
stored at  lower  market  vilues. 

Either  way,  the  market  will  eventually  adjust  to  the  elimination  of  tax 
shelters  by  establishing  a  new  basis  for  economically-oriented  housing  activ- 
ity by  profit-motivated  developers,  owners,  and  investors.  These  adverse 
consequences  will  likely  more  than  offset  any  personal  inc«"*me  savings  to 
tenants  resulting  from  tax  reform,  especially  for  low-  nnd  moderate-income 
households. 

E*  Ftttart  Prospects 

Today,  federal  policies  affecting  housing  and  neighborhoods  are  part  of 
an  explicit  government  strategy  to  bolster  corporate  profits  in  a  floundering 
economy.  The  overall  approach  has  been  one  of  income  redistribution  di- 
rectly to  business  through  tax  cuts  and  tax  reform,  deregulation,  and  other 


These  arc  the  provisions  in  effect  as  of  the  Tax  Reform  Act*s  initial  adop 
tion.  It  is  expected  that  many  of  the  Act's  provisions  will  be  modified  as 
their  full  effects  are  known  and  powerful  interest  groups  seek  to  reshape 
tax  policy. 
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measures,  combined  with  reduced  social  spending  to  offset  previous  tax  cuts 
and  pay  for  vastly  increased  military  spending. 

In  support  of  this  effort,  all  federal  assistance  for  housing  production 
and  even  federaIIy*supported  housing  credit  activities  have  been  drastically 
eurtailed  or  eliminated.  Limited  demand-side  subsidies  are  replacing  exist- 
ing production-oriented  subsidies  for  assisted  housing,  assuring  ihat  the 
publicly-aided  stock  will  shrink  as  units  are  lost  through  deterioration,  de- 
molition^ and  private  resale*  For  example,  HUD  plans  to  sell  or  demolish 
100,000  public  housing  units  over  a  five-year  period  (Bureau  of  National 
Affairs,  1983),  and  is  openly  encouraging  the  conversion  of  privately-owned 
subsidized  projects  to  market-rate  housing.  Reduced  federal  involvement  in 
housing  finance  will  further  diminish  housing's  share  of  resources  in  the 
economy  as  a  whole.  And  Gracxn.'Rudman-mandated  budget  cuts  will  have 
further  massive  effects  on  other  inip^  tant  housing  subsidies,  such  as  public 
housing  modernization  and  operating  funds  and  Community  Development 
Block  Grants. 

These  measures,  coupled  with  the  iiapact  of  continued  high  unemploy- 
ment, pprtend  a  worsening  of  the  housing. crisis,  especially  for  the  poor,  but 
increasingly  for  moderate-  and  middle-income  households  as  well.  While  it  is 
tempting  to  vie>/  the  current  situation  as  a  regressive  departure  from  the 
mainstreum  of  post-war  housing  policy,  our  analysis  suggest  that  the  basic 
functions  served  by  govc^ment  activities  in  the  housing  sphere  have  not 
changed.  Rather,  the  underlying  balance  of  economic,  social,  and  political 
forces  has  shifted  as  the  limits  of  post-war  prosperity  have  been  reached. 

As  long  as  the  expanding  economy  provided  room  to  increase  living 
standards  while  simultaneously  sustaining  business  growth,  improvement  in 
housing  was  possible.  But  as  major  US.  corporations  are  increasingly  threat- 
ened by  foreign  competition.  Third  World  resistance  to  US.  exploitation, 
and  (until  very  recently)  uncontrolled  inflation,  business  has  demanded  and 
gotten  a  larger  share  of  the  economic  pie.  Housing  coulc  t  easily  urgeted 
for  attack-precisely  because  of  the  wasteful  way  it  has  u.cn  produced,  fi- 
nanced, and  owned  in  our  society. 

Some  segments  of  the  housing  industry  will  suffer  a^  public  and  r'^vate 
resources  are  reallocated  to  bolster  the  profitability  of  more  powerf..  cor- 
porate interests.  Others  will  continue  to  prosper,  particularly  those  develop- 
ers and  investor)  who  can  shift  their  resources  into  lunttry  housing  or  down- 
town office  and  commercial  construction.  But  housing  consumers— especially 
lower-income  and  minority  households-are  paying  the  real  price,  in  the 
form  of  reduced  housing  options,  less  security,  and  higher  costs.  Moreover, 
the  fundamental,  problems  of  the  US.  economy  which  are  the  root  of  today's 
housing  crisi9  are  likely  to  continue  well  beyond  the  Reagan  Administration. 
What  is  at  stake  politieally  is  how  the  economy  (including  the  housing  sec- 
tor) will  be  restructured  in  the  long  run  to  respond  to  these  conditions,  and 
in  whose  interest  the  restructuring  will  occur. 

Mow  that  the  political  counter-attack  on  housing  is  in  full  force,  there 
is  an  opportunity  to  implement  a  program  which  can  benefit  low-,  moderate- 
,  and  middle-income  tenants  and  homeowners*  The  growing  elusiveness  of 
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homcownership  for  the  vast  majority  of  tenants  and  the  decreasing  ability 
of  low-  and  moderate«income  homeowners  to  benefit  from  their  housing  as 
an  investment  make  tenure  distinctions  less  important.  At  the  same  time, 
increasing  neighborhood  problems  create  a  basis  for  common  action. 
Moreover,  the  traditions!  housing  solutions  of  subsidies  and  tax  incentives 
for  the  rich,  combined  wUh  federal  credit  manipulations,  seem  less  and  less 
workable  even  to  those  who  view  them  as  desirable.  Needed  is  a  program 
that  can  alter  the  terms  of  existing  public  debate  on  housing,  that  challenges 
the  commodity  nature  of  housing  and  its  sole  in  our  economic  and  social 
system,  and  that  demonstrates  how  people's  .  :gitimate  housing  needs  can  be 
met  through  an  alternative  approaclu 
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Section  II 
The  Program 


A*  Principles  for  a  Just  Housing  Program 

The  Program  begins  with  the  assumption  that  every  person  is  entitled  to 
adequate  housing  in  a  decent  neighborhood  at  an  affordable  price,  with  secure 
tenure*  and  meeting  the  special  hot^ins  needs  of  women,  minorities,  and  others 
traditionally  disadfontagsd  in  the  housing  market. 

The  market  economy,  through  its  profit*oriented  provision  zad  tenure 
forms,  has  failed  to  provide  such  housing  to  those  who  need  it  most.  We 
therefore  propose  to  develop  an  alternative  sector  of  socially-provided,  non- 
market  housing  with  protected  occupancy,  to  meet  the  needs  of  the  growing 
numbers  of  households  who  are  ill-served  by  the  marketplace.  Over  time,  the 
role  of  profit  in  this  sector  will  be  eliminated,  not  only  with  respect  to 
own'^rship  but  also  in  the  production  and  financing  spheres.  With  increas- 
ingly adequate  resources  devoted  to  it,  this  alternative  system  of  housing 
provision  and  tenure  will  become  a  viable  option  for  millions  of  Americans. 

The  Program  is  founded  on  the  following  ^^eneral  principles:^ 

I.  Expand  the  amount  of  housing  under  social  ownership. 

By  'social  ownership"  we  refer  to  housing  that  is  operated  solely  for  res- 
ident and  community  benefit,  subject  to  resident  control,  and  cannot  be 
r<:30ld  for  a  profit  No  one  form  of  social  ownership  is  to  be  favored  over 
another,  to  long  as  the  ownership  arrangement  is  designed  to  further  social 
housing  goals,  rather  than  private  profits. 

Residents  of  socially*owned  housing  will  pay  rent  according  to  true 
abiilty  to  pay,  and  will  have  the  right  to  permanent  occupancy  as  Ion;;  as 
they  ct>mply  with  reasonable  tenure  obligations.  Residents  will  also  partici- 
pate increasingly  in  the  day-to-day  decisions  that  affect  the  operation  of 
their  housing,  through  non-profit  manageicent  companies,  mutual  manage- 
ment associations,  direct  tenant  management,  or  other  forms  of  social  man- 
agement encouraged  by  the  Program. 

The  Program  seeks  to  create  and  expand  the  stock  of  socially-owned 
housing  in  a  variety  of  ways.  It  establishes  a  comprehensive  regulatory  sys- 
tem to  facilitate  the  conversion  of  private  rental  housing  to  social  owner- 
ship. It  provides  mechanisms  tf  tncourage  the  voluntary  transfer  of  private 
homes  to  the^  social  sector  anu  to  promote  new  forms  of  non-speculative 
homeownership.  It  mandates  the  conservation,  upgrading,  and  general  en- 
hancement of  existing  public  and  subsidized  units.  Finally,  it  calls  for  the 
production  of  significant  amounts  of  new  and  substantially  rehabilitated 
units  that  will  be  owaed  by  social  entities. 


This  section  is  partially  adapted  from  Achtenberg  and  Marcusc  (;983). 
For  further  discussion  of  social  ownership,  see  section  I.A.2  abovv'. 


25 


935 


Z  Expand  social  production  and  increase  social  control  over  the  Houl  o  pro* 
duction  process. 

The  Program  calls  for  a  substantial  increase  in  the  rate  of  federally- 
supported  housing  construction,  to  meet  the  needs  of  newly-formed  house- 
holds, replace  lost  or  unrepairable  units,  reduce  overcrowding,  and  facilitate 
adequate  mobility  and  housing  choice.  All  of  these  units  will  be  produced 
for  social  ownership.  Additionally*,  the  existing  housing  stock  will  be  up- 
graded to  increasingly  adequate  standards  of  safety,  livability,  space,  and 
energy-efficiency  in  conjunction  with  its  conversion  to  social  ownership. 

Over  time,  non-profit  and  public  housing  developi^ent  entities,  worker- 
controlled,  non-profit  and  public  construction  companies,  and  jQon-profit 
building  materials  suppliers  will  play  a  growing  role  in  the  housing  pro- 
duction process  as  their  capacity  is  enhanced  through  federal  funding  ^nd 
technical  assistance.  As  more  aad  more  elements  of  the  housing  production 
system  are  socially  owned  and  controlled,  the  units  created  will  be  increas- 
ingly responsive  to  resident  needs  and  the  production  prc;ess  will  become 
more  cost-effective. 

While  we  recognize  that  in  the  immediate  future  most  aspects  of  social 
housing  production  wsH  continue  to  be'  performed  by  the  private  sector,  the 
Program  calls  for  a  production  process  that  is  increasingly  subject  to  social 
control,  including  control  over  location,  design,  development,  construction, 
and  hiring  decisions.  Social  housing  produced  by  the  private  sector  will  be 
required  to  conform  to  the  standards  of  the  Acts  which  follow,  and  to  be 
transferred  to  a  social  ownership  entity  ^'pon  completion. 

3.  Expand  direct  public  financing  of  housing  production  and  ownership,  thereby 
reducing  the  dependence  of  housing  on  prirately-controlled  debt  and  equity 


Even  with  social  ownership  and  production,  as  long  a3  housing  remains 
dependent  on  private  mortgage  credit  and  tax  shelter  subsidies  it  will  con- 
tinue to  be  prohibitively  expensive  to  millions  of  consuraers  and  to  the  soci- 
ety as  a  whole,  and  will  remain  in  short  supply.  The  Program  therefore  calls 
for  an  alternative  system  of  financing  housing  production  and  rehabilita- 
tion through  direct  government  spending,  in  siuch  the  same  way  that  mili- 
tary family  housing  is  fina&Jed.  Direct  capital  grants  will  be  provided  for 
the  development  of  socially-owned  housing,  which  will  be  permanently  debt- 
free,  with  .  .0  mortgages  or  bonds  to  repay. 

As  a  growing  portion  of  the  existing  housing  stock  is  converted  to  social 
ownership,  the  mortgage  debt  on  these  properties  will  be  retired  ov^r  time 
and  permanently  eliminated.  In  the  short  run,  public  control  of  private 
housing  finance  capital  will  be  increased  through  a  series  of  measures  de- 
signed to  steer  these  resources  towards  more  productive,  soLially^oriented 
investment. 


u.jitai. 
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4.  Control  speculative  private  use  and  Uispositioh  of  land* 

Land  is  a  scarce  resource,  acquiring  much  of  its  value  by  public  action. 
Land  has  a  pervasive  influence  over  community  life.  Control  over  i'  Ji  an 
indispensable  element  ^n  planning  for  society's  needs.  Its  rising  cost  *t  &  sig- 
nificant deterrent  to  bousing  development  and  sound  community  planning. 
Under  the  Program,  the  amount  of  land  under  social  control  and. ownership 
is  to  be  signifi^ntly  expanded  and  existing  public  lands  are  to  be  pre- 
served,  through  government  snd  community  Iand*^dnking  and  land  trusts. 
Public  control  over  private  land  vill  also  be  achieved  through  a  variety  of 
regulatory,  tax,  and  planning  measures. 

5.  Increase  resident  control  over  housins  and  neighborhood  decisions. 

In  order  to  assure  that  housing  is  located,  designed,  developed,  con- 
structed, and  managed  in  a  way  thzi  is  responsive  to  resident  needs,  the 
Program  calls  for  the  residents  of  lower-income  and  minority  neighborhoods 
to  be  increasingly  involved  in  all  aspects  of  decision-makina  ^^^at  affect 
their  living  environments.  It  is  especially  necessary  to  incr'^s*^  ^uch  control 
in  those  communities  whose  residents  do  not  have  access  to  wealth  and 
power,  and  whose  ability  to  menage  their  own  destinies  is  correspondingly 
limited. 

As  more  and  more  housing  is  produced,  owned,  and  managed  through 
ttit  social  sector,  resident  control  over  a  broad  range  of  housing  decisions 
will  become  an  integral  fer\ture  of  the  housing  system.  The  Program  also 
calls  for  regulatory  and  other  measures  to  make  private  housing  developers, 
owners,  and  managers  more  accountable  to  residents  and  to  increase  the  so- 
cial  benefit  of  their  activities.  At  the  same  time,  the  Program  requires  that 
resident  decision*making  must  operate  within  a  basic  democratic  and  non- 
exclusionary  frame  ork,  without  denying  access  or  opportunity  to  any 
group  or  individual. 

6.  Eliminate  the  disuiminatory,  exclusionary,  and  oppressive  uses  of  housing, 
and  affirmatively  address  the  housing  needs  of  special  groups. 

The  Program  calls  for  an  end  to  the  pervasive  forms  of  discrimination 
and  exclusion  that  presently  exist  in  the  housing  market,  especially  with  re- 
spect to  racial  minorities,  women  and  handicapped.  Additionally,  measures 
will  be  taken  to  redress  the  special  problems  faced  by  oppressed  groups  and 
to  affirmatively  address  their  housing  needs.  For  example,  housing  resources 
will  be  targeted  for  the  revitalization  of  existing  minority  communities, 
while  simultaneosly  expanding  the  right  of  mobility  for  minority  residents 
by  providing  increased  housing  options  in  other  neighborhoods  of  choice. 
Resources  will  also  be  targeted  to  develop  housing  of  appropriate  size,  type, 
and  design  to  free  women  from  oppressive  domestic  conditicns. 

7.  Allocate  housing  resources  on  an  equitable  basis,  and  provide  adequate  re 
sources  to  mrjet  housing  needs. 

The  Program  calls  for  allocation  of  housing  resources  based  on  need, 
mth  funds  targeted  on  a  prio.nty  basis  for  the  benefit  '>f  households  and 
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communities  that  have  been  least  adequately  served  by  the  private  market 
In  order  to  provide  decent,  affordable  housing  and  viable  neighborhoods, 
the  level  of  resources  allocated  to  housing  must  be  substantially  increased.  A 
najor  shift  in  public  spending  priorities— most  notably  away  from  military 
spending*- will  be  necessary  to  provide  sufficient  funding  to  meet  the  hous- 
ing objectives  of  this  Program*  Revenues  must  be  generated  in  a  progressive 
way,  through  elimination  of  inequitable  tax  loopholes  and  adoption  of  more 
progressive  tax  measures.  The  alternative  non»specu!ative  approach  to  hous- 
ing production,  finance,  ownership,  and  management  that  we  propose  will 
make  it  possible  to  utilize  these  increased  resoUiC*;s  with  much  greater  cost- 
effectiveness. 
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B.  Declaration  of  Resliientlal  Eatltlemeat 

The  Progressive  Housing  Program  for  America  takes  as  its  point  of  de- 
parture the  goal  originally  established  by  the  National  Housing  Act  of  1949: 
•A  decent  home  and  a  suitable  living  environment  for  every  American  fam- 
ily." Building  on  this  commitment,  it  declares  that  housing  which  is  decent, 
safe,  sanitary,  affordable,  compatible  with  resident  needs  and  under  demo- 
cratic resident  control  is  a  universal  national  entitlement.  It  establishes  that 
attainment  of  the  National  Housing  Goal  is  a  priority  of  the  highest  order, 
to  which  substantial  public  resources  must  be  devoted.  It  provides  that  local, 
state,  and  federal  governments  have  a  responsiblity  to  use  their  powers  lo* 
meet  the  housins  needs  of  all  segments  of  the  community. 


C.  Principal  Program  Components 

In  order  to  meet  our  national  housing  needs,  alternative  forms  of  hous- 
ing provision  and  tenure  must  bj  implemented  for  increasing  portions  of  the 
housing  stock.  Such  housing,  which  will  be  established  or  developed  along- 
side the  existing  private  owner-occupied  and  rental  sectors,  will  be  socially- 
owned  and  increasingly  Jocially-produced  and  financed.  Social  housing  is  to 
be  created  through  a  scries  of  mechanisms  which: 

0  actively  promote  the  transfer  of  existing  privately-owned  rental 
housing  to  the  social  sector; 

0  encourage  the  voluntary  conversion  of  private  homes  to  social  xi^U" 
ership,  and  foster  opportunities  for  homeownership  without  spec- 
ulation; 

0  mandate  the  conservation,  upgrading,  and  general  enhancement  of 
existini^  public  and  Lubsir'ized  units;  and 

0  produce  significant  amounts  of  new  and  substantially  rehabili- 
tated housing  for  social  ownership. 

The  Program  requires  localities  to  develop  and  implement  Federally 
Mandated  Local  Housing  Programs  for  the  creation  of  affordable,  socially, 
owned  housing  by  utilizing  a  combination  of  these  strategies,  taking  into 
account  specific  local  needs  and  market  conditions.  Federal  funds  <5te  pro- 
vided for  a  variety  of  programs  that  can  be  designed  at  the  local  levcI  to 
accomplish  these  objectives,  consistent  with  federal  standards  and  national 
housing  goals.  The  Program  also  calls  for  a  variety  of  tax  and  financing 
measures  which  will  enhance  the  growth  of  social  sector  housing. 

1.  Preserving  Affordable  Rental  Housing:  The  National  Tenant  Protec- 
tlon  and  Private  Rental  Housing  Conversloa  Act 

The  private  rental  housing  stock  must  be  upgraded  and  kept  affordable 
for  the  low-  and  moderate-income  households  who  constitute  the  vast  major- 
ity of  its  residents.  Additionally,  tenants  in  privately-owned  rental  housing 
must  be  protected  from  unreasonable  rent  increases,  inadequate  mainte- 
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nancv,  and  arbitrary  evictions.  Adequate  and  responsive  management  must 
also  assured* 


This  Act  accomplishes  these  objectives,  in  part  through  establishing 
standards  that  limit  the  arbitrary  control  presently  exerted  by  private 
landlords  and  managers  over  the  terms  and  conditions  of  residential  tenancy 
in  the  private  market  In  the  long  run,  however,  decent,  affordable,  and  se- 
cure living  conditions  for  the  majority  of  tenants  can  be  assured  only  to  the 
extent  tha:  privately-owned  rental  housing  is  converted  to  forms  of  non- 
speculative  social  ownershijc.  Accordingly,  this  Act  sets  forth  a  series  o^ 
mechanisms  and  procedures  to  facilitate  the  phased  conversion  of  a  signifi- 
cant  portion  of  the  private  rental  housing  stock  to  various  forms  of  social 
ownerHip.  The  Act  further  requires"  localities  to  utilize  these  measures  in 
meeting  certain  Federally  Mandated  goals  for  provision  of  affordable  social 
housing,  especially  where  social  housing  needs  are  best  achieved  through 
conversion  rather  than  new  construction. 


The  Act  therefore  has  two  components; 


,  a.  Protectlug  TcnanU  and  Pr«trvlng  Affordable  Rental  Housing 

The  Act  cstcblishes  minimum  federal  standards  for  protecting  tenants 
and  preserving  the  rental  housing  stock.  These  standards,  which  include  a 
mix  of  binding  and  locaKoptica  measures,  are  to  be  incorpon^ted  in  'he 
Federally  Mandated  Local  Housing  Program  through  adoptico  of  appropVi- 
ate  ordinmccs  and  rcguUtions."  Local  eligibility  for  federal  block,  housing, 
and  urban  development  grants  and  similar  federal  funds  will  be  contingent 
on  adoption  of  (and  demoustrated  coaj^Jiance  with)  these  measures. 

(I)  Use  and  Occupancy  Protections 

Some  of  the  following  measures  arc  universally  mandated,  while  others 
are  local-optioa  measures  that  are  mandatory  only  when  it  is  determined 
that  a  locai  housing  emergency  exists,  and  optional  otherwise.  Sich  a  deter- 
mination  will  be  based  on  dcsigcited  housing  conditions  reHecUng  quality 
overcrpwdng,  and  affordability;  unemployment  rates;  and  other  local  condi- 
tions whic must  be  specified  as  part  of  the  local  housing  program. 

AntUDUcrlmlaatloK  All  localities  will  be  required,  by  locM  ordinance 
to  insure  residents  maximum  freedom  of  choice  in  the  selection  of  housing! 
Specifically,  it  will  be  unlawful  to  discriminate  against  zu,  person  in  the 
sale  or  lease  of  residential  property  on  the  basis  of  race,  national  origin,  re- 


*The  details  and  mechanisms  of  how  the  federal  government  imposes 
requirements  on  states  and  localities  will  have  to  be  crafted  carefully.  The 
Supreme  Court  recently  has  upheld  a  very  broad  construction  of  Congress' 
powers  to  attach  conditions  .0  receipt  of  federal  funds,  and  this  is  the 
6/23/87^(55  LW^/y/r^  ^^^^  Dakota  r.  EUiaheth  H.  Dole,  U.S.  Law  Week 

^'^e  Section  ILC»5  on  Program  implementation  for  a  detailed  discussion  of 
the  Federally  Mandated  Local  Housing  Programs. 
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ligioiif  sex,  age,  source  of  income,  phys  .cal  disability,  marital  status,  sexual 
preference,  family  size,  or  presence  of  children. 

Warranty  of  HabitablU  '  All  localities  will  be  required  to  assure  that 
existing  rental  housing  compnes  with  minimum  standards  of  health,  safety, 
and  livability.  Over  time,  these  standards  will  be  upgraded  to  achieve  ade- 
quale  levels  of  residential  amenity  with  regard  to  energy-efficiency,  space 
utilization,  security,  and  resident  services  such  as  child  care. 

Eviction  Controlt:  All  localities  will  be  required  to  protect  tenants  from 
eviction  without  *just  cause,*  such  as  non-payment  of  rent,  willful  destruc* 
tion  of  property,  and  gross  violation  of  community  standards.  In  these  cases, 
tenants  being  evicted  must  be  afforded  due  process  guarantees.  Evictions  for 
luxury  rehabilitation,  condominium  conversion,  and  demolitions  will  also 
be  prohibited,  e^^cspt  where  a  compelling  pubUc  purpose  is  served;  in  such 
cases,  adequate  re'^cation  assistance  must  be  provided.  Other  exceptions  may 
be  established  ^    .id  on  local  needs,  subject  to  federal  approval. 

Rent  Control:  Local  regulation  of  rents  will  be  required  whenever  it  is 
determined  2hat  u  local  housing  emergency  exists.  Local  rent  control  ordi* 
nancer  .^ill  be  required  that  meet  minimal  federal  Standards,  includir;g:  a) 
allowable  rent  adjustments  limited  to  reasonable  operating  cost  increases, 
based  on  a  fixed  uet  operating  income  formula,  and  b)  retention  of  controls 
for  all  units  subject  to  the  ordinance  regardless  of  change.'^  in  tenancy  until 
the  emergency  conditions  tbat  tr*ggered  the  ordinance  are  determined  to  be 
over. 

Coarersion  Controls:  Local  regulation  of  conversions  to  condominiums 
or  non-re^identiai  use  will  also  be  triggered  by  the  existence  of  a  local  hous- 
ing emergency.  Local  ordinances  will  be  required  to  contain  a  blanket 
prohibition  against  conversions,  with  two  exceptions:  conversions  to  social 
ownership,  and  conversions  approved  by  at  least  three-quarters  of  the  exist- 
ing residents.  In  both  cases«  adequate  notice  provisions,  relocation  benefits, 
and  other  safeguards  ^n\\  be  required  for  tenants  being  displaced. 

Dtmolitlon:  Where  a  local  housing  emergency  is  determined  to  exist,  lo- 
calities will  be  required  to  prohibit  all  demolitions  of  rental  housing  except 
those  required  for  a  compelling  public  purpose,  and  in  such  cases  prior  one- 
for-one  replacement  of  equivalent  units  and  adequate  tenant  notice  and 
relocation  benef  itJt  will  be  required. 

(2)  Nfanagement  Standards 

The  Act  establishes  minimal  federal  standards  governing  management 
performance,  policy,  and  collective  bargaining  with  tenants*  organizations. 
Localities  will  be  required  to  enforce  these  standards. 

Performance  Standardr  Localities  will  be  required  to  establish  per- 
formance standards  for  private  rental  housing  management  firms,  and  to 
monitor  complia  .ce.  Such  standards  will  govern  compliance  with  local 
building  codes,  treatment  of  tenants,  discriminatory  rental  practices,  and 
cooperation  with  tenant  37ganizations« 
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Collective  Bargalaiaz;  Localities  will  be  required  to  establish  collective 
bargaining  rights  and  procedures  for  democratically  organized  tenant  asso- 
ciations, based  oc  federal  minimum  standards  established  by  the  Act.  Pri- 
vate housing  owners  and  managers  will  be  required  to  bargain  with  tenants 
over  performance  standards  and  policy,  including  selection  and  removal  of 
the  management  agent 

Management  PoUcy:  Managemen.  firms  will  be  required  to  develop  pro- 
ject-specific mfinagement  plans  that  comply  with  the  policy  objectives  con- 
tained in  the  locality*;  housing  plan»  cg^  with  regard  to  collective  bar- 
grvin'  %  procedures,  tenant  selection  and  assignment,  leasing  and  occupancy 
terms,  rent  disputes,  grievance  procedures,  and  compliance  with  federal, 
state,  and  local  fair  housing  laws. 

b.  Coavertlng  Private  Rental  Housing  to  Social  Ownership 

The  tenant  protections  outlined  above  will  progressively  reduce  the 
potential  for  speculation  in  the  rental  housing  market.  This  will  make  rental 
housing  lus  attractive  as  an  investment  to  landlords,  creating  new  op- 
portunities for  conversion  of  the  private  rental  stock  to  social  ownership. 
Localities  will  be  able  to  meet  their  social  housing  goals  through  a  combina- 
tion of  comersion  and  nevf  production  programs;^^  localities  experiencing  pop- 
ulation decUne  wUI  likely  favor  the  former,  while  rapidly-growing  places 
will  prefer  the  Utter. 

This  Act  provides  tha^  localities  should  establish  targets,  schedules,  and 
procedures  for  rental  housing  conversion  in  accordance  with  federal  stan- 
dards through  th^ir  Federally  Mandated  Local  Housing  Programs.  It  estab- 
lishes general  guidelines  for  buyout  price  and  disposition  of  rental  proper- 
ties, and  sets  forth  a  variety  of  conversion  mechanisms  that  can  be  used  to 
achieve  each  locality's  goal^  Finally,  it  provides  federal  funding  to  facili- 
tate local  buy-out  of  private  rental  housing  units  and  their  phased  conver- 
sion to  social  ownership. 

(1)  Conversion  Mechanisms 

Substandard  Housing:  conjunction  with  progressively  stringent 
enforcement  of  local  habitabiiity  standards,  localities  should  utilize  re- 
ceivership and  condemnation  procedures  to  acquire  substandard  rental  hous- 
ing for  social  ownership.  This  approach  might  initially  be  limited  to  owners 
who  have  the  means  to  upgrade  their  properties  but  refuse  to  do  so.  Owners 
who  canaoi  afford  required  repairs  could  be  offered  federally-f udded  reha- 
bilitation grants,  in  exchange  for  strict  regulation  of  rents,  evictions,  and 
occupancy  terms,  and  the  granting  to  an  appropriate  scrcial  entity  an  option 
to  buy  at  a  designated  future  date.  This  option  price  would  be  limited  to  the 
market  value  of  the  property  at  the  time  the  grant  is  made,  less  the  value  of 
the  grant. 


*^ew  production  programs  are  described  below  in  sub-section  n.C.4,  t<ie  So- 
cial Housing  Producti^on  and  Financing  Act 


32 


942 


Tax  Title  Properties:  Localities  should  improve  and  expedite  tax  title 
and  foreclosure  procedures  for  the  purpose  of  bringing  tax-delinQuent  rental 
housing  into  social  ownership.  Social  owners  (inclu'iing  the  tenants,  if  ap- 
propriately constituted)  would  be  granted  a  right  to  acquire  title  and  pay 
the  back  taxes,  using  federal  conversion  funds,  with  the  price  paid  subject 
to  federal  guidelines.  The  social  owner  would  then  assume  the  existing 
mortgage.  • 

Mortgage  Foreclosure:  Localities  sUould  establish  procedures  facilitating 
±*c  acquisition  of  rental  housing  that  is  in  the  process  of  mortgage  foreclo- 
sure. Where  the  value  of  the  property  exceeds  the  amount  of  mortgage 
delinquency,  social  owners  (including  the  tenants,  if  appropriately  consti- 
tuted) would  have  a  right  to  purchase  the  property-providing  the  cost  did 
not  exceed  federal  guidelines-using  federal  conversion  funds  to  pay  off  the 
mortgage  delinquency  and  assume  the  outstanding  debt  Where  the  amount 
of  debt  owed  exceeds  the  property  value,  the  foreclosure  must  proceed  with 
an  agreement  by  the  lender  to  offer  a  right  of  first  refusal  upon  resale  to  a 
social  entity. 

Voluntary  Sale:  Localities  should  establish  a  right  of  first  refusal  to 
purchase  any  renul  property  that  is  offered  for  sale  and  can  be  purchased 
for  r  price  not  exceeding  federal  guidelines.  The  right  to  purchase  should 
also  be  made  available  to  existing  tenants,  in  order  to  promote  opportunities 
for  non*speculativc  collective  resident  ownership  (see  Section  ILC.2  below). 

Emlneat  Domain:  Localities  should  utilize  eminent  domain  procedings  to 
acquire  renUl  properties  at  fair  market  value  for  the  purpose  of  preserving 
decent,  affordable  housing.  Ample  legal  precedent  exists  for  the  use  of  this 
technique,  most  notably  in  the  federal  urban  renewal  program. 

(2)  Policies  Goreralog  Buyout  and  Disposition  of  the  Rental  Hous- 
ing Stock 

In  developing  their  rental  housing  conversion  programs,  localities  should 
give  priority  to  properties  that  are  occupied  predominantly  by  low-  and 
moderate-income  households.  They  should  also  establish  acquisition  policies 
regarding  private  ren.^I  housing,  in  accordance  with  federal  standards.  For 
cxamj:-:?,  formulas  for  determining  the  maximum  buyout  price  that  can  be 
paid  for  different  types  of  units  ia  diverse  locations  will  be  subject  to  fed- 
eral guidelines  that  guard  against  the  purchase  of  excessively  costly  units. 
WLh  the  implcjientation  of  the  Program,  market  values  will  decline,  as  the 
effects  of  tax  sheltering,  speculation,  and  scarcity  conditions  are  reduced 
and  eventually  eliminated.  Poli-Jics  must  also  be  developed  that  provide  a 
legal  definition  of  social  own:^rship,  and  thai  spell  out  procedures  for 
determining  the  proportion  c*  twaaats  required  for  first-option  tenant  pur- 
chases, while  offering  adequate  protection  to  tenants  who  choose  not  to  buy 
into  the  conversion. 

When  localities  acquire  rental  property  through  condemnation,  fore- 
closure, or  other  proceedings,  they  will  have  the  option  of  retaining  and 
managing  the  properties  themscWes  (for  example,  through  a  local  housing 
authority),  or  transferring  them  to  another  social  owner.  When  the  latter  op- 
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tion  ts  exercised,  the  transfer  will  include  federally*funded  rehabilitation 
grants,  operating  subsidies^  and  technical  assistance,  as  needed.  In  either 
case,  the  property  must  remain  under  permanent  social  ownership,  with 
speculative  resale  prohibited. 

2.  Promoting  Affordable  Hum«ctriiership:  The  National  Homeowner  Pro* 
t«ctloa  Act*^ 

The  attractions  of  homeownership  are  undeniable.  Nearly  everyone  de- 
sires  the  security  of  tenure  and  control  o\  one*s  living  space  which 
homeownership  offets,  along  with  the  possibili  rif  relatively  stable  housing 
costs,  some  equity  accumulation,  income  tax  benefits,  and  a  sense  of  full 
community  membership  and  social  status  which  homeownership  may  pro- 
vide. 

Yet  conventional  homeownership  Is  not  without  problems,  especially  for 
low-  and  moderate-income  people.  High  acquisition  costs  and  interest  rates 
have  made  it  virtually  impossible  for  many  middle-income  households  to 
buy  their  first  homes.  The  risks  of  mortgage  and  tax  foreclosure  undermine 
tho  securiv/  this  tenure  form  seems  to  offer.  The  popular  homeowner  tax 
benefits  are  highly  regressive,  flowing  almost  entirely  to  honrnowners  with 
incomes  of  over  $30,000.  And  the  present  system  encourages  homeowners  to 
place  the  enhancement  of  property  values  above  the  preservation  of  com- 
munity»  contributing  to  fear  and  resentment  of  those  persons-usual  I  y  of 
lower  socioeconomic  status— wh(  Are  perceived  as  potentially  threatening 
this  objective.  Finally,  the  present  system  encourages  homeowners  to  ride 
the  wave  of  speculative  increasies  in  property  values,  reaping  profits  that, 
conversely,  deprive  others  in  the  community  of  the  possibility  of  homeown- 
ership. 

The  Act  seeks  to  address  these  problems  by  offering  and  progressively 
implementing  an  alternative  tenure  form  which  facilitates  the  positive  as- 
pects of  conventional  homeownership  and  eliminates  the  negative  ones.  To- 
ward this  end,  localities  will  be  required  to  develop  programs  that  simulta- 
neously protect  existing  low-  and  moUsrate-income  homeowners  and  expand 
opportunities  for  affordable  homeownership,  without  speculation,  by  low- 
And  moderate-income  households*  By  encouraging  voluntary  transfer  of  pri- 
vate homes  to  the  social  sector  in  exchange  for  enhanced  affordability,  im- 
proved maintenance,  and  security  of  tenure,  a  new  form  of  protected  occw 
paney  will  be  created  for  existing  homeowners  that  will  also  bank  a  portion 
of  the  owner-occupied  housing  stojk  for  permanent  non-speculative  use. 
Where  tenants  wish  to  own  their  units,  localities  will  also  be  encouraged  to 
facilitate  the  conversion  of  rental  housing  acquired  from  private  landlords 
to  forms  of  individual  and  collective  non-speculative  resident  ownership. 

Federal  funds  will  be  provided  to  facilitate  implementation  of  local 
homeowner  protection  and  conversion  programs  as  part  of  the  locality's 
Federally  Mandated  Local  Housing  Program.  Over  time,  as  progressive  im- 
plementation of  our  0'  ill  program  reduces  the  speculative  value  of  con- 
ventional homeownership,  the  economic  and  social  benefits  of  this  altcr- 


Portions  of  this  section  are  excerpted  from  or  based  on  Stone  (1985). 
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native  tenure  form  are  expected  have  broad  appeal  for  an  increasing  num* 
ber  of  low-  and  modcratc^income  homeowners, 

a«  Protecting  Existing  Homeowners  and  Convertlag  Private  Homes 

The  Act  will  require  localities  to  establish  e.  variety  of  homeowner  pro- 
tection and  conversion  programs  for  which  federal  funds  will  be  made 
available, 

(1)  Foreclosart  Prottctlon 

Low-  and  moderate-income  homeowners  who  face  tae  loss  of  their 
homes  through  inability  to  make  tax  o<*  mortgage  payments  will  be  offered 
financial  assistance,  in  return  for  an  agreement  to  transfer  title  to  a  local 
housing  agency  or  other  social  entity  following  occupancy  by  the  owner  or 
owner*s  immediate  heirs.  In  effect,  the  social  owner  will  pay  off  the  delin- 
quencies and  assume  and  eventually  retire  the  outstanding  mortgage  debt, 
provided  that  the  value  of  the  house  is  greater  than  the  sum  of  these  pay- 
ments. In  this  event,  the  homeowner  might  also  receive  a  nominal  amount  of 
cash  as  equity  compensation  when  he  or  she  dies  or  moves  out  of  the  unit. 
If  the  delinquenc'ts  and  debts  exceed  the  property's  market  value,  the  social 
owner  will  ofCwr  to  pay  off  the  delinquencies  and  retire  the  debt  up  to 
market  value. 

In  exchange  for  deeding  their  homes  to  a  social  entity,  participating 
homeowners  and  their  Immediate  heirs  wc!*!d  bt  entitled  to  remain  in 
occupancy  on  a  permanent  basis,  provided  their  residency  obligations  were 
met  They  would  also  be  eligible  for  the  universal  subsidy  to  meet  monthly 
operating  expenses,  determined  on  the  basis  of  the  *'abiIity-to-pay"  formula 
descric»ed  below  (sub-section  II.C.3).  Owners  whose  finarcial  circumstances 
imprgvc  (or  who  change  their  mind)  would  have  the  option  of  buying  back 
the  unit  from  the  social  entity  within  a  reasonable  stipulated  time  (say  1-2 
years),  for  a  price  equal  to  the  Iatter*s  position  in  the  property, 

(2)  Home  Improvement  Assistance 

Low-  and  moderate-income  homeowners  faced  with  major  capital  re- 
pairs that  they  cannot  afford  to  make  will  be  offered  direct  rehabilitation 
grants,  in  cxcLinge  for  an  agreement  to  deed  their  properties  to  a  social 
owner  upon  termination  of  occupancy.  Many  localities  currently  provide 
long-term  rehabilitation  loans  and  grants,  while  allowing  the  benefits  of  this 
public  investment  to  accrue  entirely  to  private  individuals.  As  with  the 
foreclosure  protection  program,  the  hc-ueowner  and  his  or  her  heirs  would 
be  entitled  to  remain  in  occupancy  or  a  permanent  basis,  provided  that 
their  residency  obligations  were  met.  W,  in  the  unit  is  vacated,  the  value  of 
the  grant  would  be  deducted  Trom  the  homeowner's  equity  compensation, 
enabling  the  property  to  be  purchased  by  the  social  sector  at  a  below-market 
price. 
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(3)  Equity  Conversion 

Elderly  and  other  Iower*income  hojieowners  who  can't  afford  their 
housing  win  have  the  option  of  similarly  deeding  their  homes  to  a  social 
owner,  in  exchange  for  life  tenure  plus  a  lifetime  annuity.  Federal  conver- 
sion funds  would  be  used  to  purchase  *he  annuity  for  the  homeowner.  This 
program  is  similar  to  "reverse  equity"  mortgage  programs  now  offered  by 
private  lenders*  except  that  the  benefit  does  not  accrue  to  the  private  sector, 
4nd  the  benefits  to  the  homeowner  would  be  life-long,  rather  than  for  h,  set 
number  of  years.  The  amount  of  the  annuity  would  rcHCct  the  homeowner's 
equity  in  the  property*  as  determined  by  the  localiiy.  The  l:<)meowner  would 
draw  down  a  fixed  amount  of  cash  each  month,  ^ith  the  balance  of  the  an- 
nuity  recoverable  if  he  or  she  vacates  the  unit  When  the  home  is  trans- 
ferred to  the  social  owner,  the  value  of  the  annuity  would  then  be  deducted 
from  the  purchase  price.  The  cost  of  any  maintenance  services  and/or  addi- 
tional operating  subsidies  would  also  be  an  offset  against  the  acquisition 
price* 

(4)  Coartntlooal  S«lt 

As  opportunities  for  the  speculative  resale  of  private  homes  diminish, 
localities  will  be  encouraged  by  the  Act  to  utilize  federal  conversion  funds 
to  purchase  any  property  offered  for  sale  by  a  low-  or  moderate-income 
homeowner,  not  just  those  facing  foreclosure  or  in  need  of  monthly  cash  or 
rehabilitation  assistance.  A  standing  offer  could  be  mde  to  purchase  such 
properties  for  a  reasonable  price,  in  exchange  for  permanent  homeowner  se- 
curity of  tenure  and  af  fordability. 

b*  Buyottt  Pol!r!cs 

As  with  the  rental  housing  conversion  program,  localities  will  be  re- 
quired to  establish  policies  governing  the  acquisition  of  private  homes,  in 
accordance  with  federal  standards.  Buyout  formulas  will  reflect  the  progres- 
sive elimination  of  speculative  forces  from  the  homeownership  market.  In 
addition*  they  will  take  into  account  the  enhanced  affordability*  increased 
security  of  tenure,  and  improved  living  conditions  that  participating  home- 
owners will  enjoy  as  a  result  of  the  voluntary  conversion  peX)grams.  In  ex- 
change for  these  benefits,  nomeowners  may  be  willin^  to  accept  limited 
equity  compensation,  eg.,  based  on  the  original  value  (rather  than  current 
market  value)  of  their  cash  Investment,  adjusted  for  inflation.  This  should 
reduce  the  cost  of  transferring  owner-occupied  homes  to  the  social  sector. 

c«  Expandtog  Homeownership  OpporttiaUies 

In  conjunction  with  their  Fe<^.(  rally  Mandated  Local  Housing  Programs, 
localities  will  be  required  to  increase  opportunities  for  low-  and  moderate* 
Income  tenants  to  own  their  homes,  indivMually  or  collectively,  on  a  pro- 
tected and  non-specuictive  basis.  Federal  funds  will  be  provided  for  expan- 
sion of  resident  ownership  on  the  following  basis: 
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(1)  Owner  •Occupied  Homes 

Owner-occupied  homes  acquired  the  locality  or  another  social  entity 
through  the  variety  of  mechanisms  described  above,  that  are  eventually  va- 
cated by  their  owners,  will  transferred  on  a  priority  basis  to  new  low-  and 
moderate-income  purchasers  for  non-speculative  resident  ownership.  The 
new  residents  will  be  able  to  purchase  their  unit  at  a  negligible  price,  with 
restricted  resale  provisions  allowing  for  limited-equity  appreciation.  Reha- 
bilitation grants  and  operating  subsidies  will  be  provided  as  needed  to  en- 
hance viability  and  iffordability  (see  II.C.4). 

(2)  Reital  Housing 

Tenants  living  in  private  rental  housing  that  has  been  acquired  by  the 
social  sector  will  have  a  right  to  purchase  their  units  individually  or  collec- 
tively (as  appropriate),  on  the  same  terms  described  above.  This  right  will  be 
extended  to  tenants  living  in  privately-owned  rental  housing  that  is  offered 
for  sale  (see  C.1  above).  In  addition  to  rehabilitation  grants  and  operating 
assistance,  equity  grants  will  t ,  available  to  facilitate  tenant  buyout  of  pri- 
vately-owned units,  with  resale  restrictions  to  limit  future  equity  ap- 
preciation* Localities  will  also  be  required  to  pro  >de  funds  for  technical  as- 
sistance in  order  to  assist  tenants  in  the  conversion  process. 

3«  Protecting  Gortrament-AsfUttd  Housing:  The  Subsidised  Housing 
Preserratloii  Act 

The  existing  stock  of  federally-subsidized  housing  includes  public  hous- 
ing as  well  as  private  and  non-profit  housing  constructed  with  federal  sub- 
sidies. This  inventory  of  some  3.4  million  units,  which  represents  a  multi- 
billion  dollar  capital  investment  backed  by  the  federal  government,  is  a  na- 
tional resource  which,  once  lost,  would  be  far  more  costly  to  replace.  Cur- 
rently.) many  tenant;  in  subsidized  housing  are  forced  to  pay  considerably 
more  t|ian  they  can  a)Tford«  live  in  substandard  units,  are  subject  to  arbi- 
trary management  practices,  and  have  limited  security  of  tenure.  Further,  a 
large  and  Increasing  number  of  units  arc  in  danger  of  being  lost  from  the 
subsidised  inventory  through  demolition,  private  resale,  and  conversion  to 
market-r%te  housing  (especially  as  their  bonds  or  subsidy  contratts  expire  or 
their  mortgages  become  ripe  for  prepayment). 

To' address  these  problems,  the  Act  seeks  to  improve  tl^e  affordability 
and  livability  of  the  subsidized  housiug  stock,  assure  security  Oi  ,^nure.  and 
increase  resident  control  for  existing  and  future  low-  and  moderate-income 
tenants.  At  the  same  time,  the  Act  provides  mechanisms  to  assure  the  per- 
manent retention  of  existing  subsidized  units,  enhance  existing  public  and 
non-prqfit  ownership,  and  facilitate  conversion  of  privately-owned  subsi- 
dized units  ;o  forms  of  non-speculative  social  ownership. 

^  ju  Protecting  TenanU  and  Improving  Existing  Subsidized  Housing 

Existing  subsidized  units  will  be  made  increasingly  affordable  and  liv- 
able, wfth  enhanced  security  of  tenure  and  resident  control  for  Ic-^-  and 
moderate^income  residents,  through  the  following  mechanisms; 


37 


947 


(1)  Affordablllty 

Public  Housing:  Rents  charged  to  tenants  in  public  housing  will  be  ad- 
justed to  more  accurately  reflect  each  household's  ability  to  pay.  Unlike  the 
arbitrary  30  percent  rent/income  ratio  that  is  currently  utilized,  the  new 
subsidy  formula  will  recognize  that  what  a  family  can  afford  to  pay  for 
housing  will  vary  with  the  extent  of  its  essential  noa-shelter  expenditures 
(e.gn  for  food,  clothing,  and  medical  care)  as  well  M  with  the  aggrcjaie 
amount  of  its  disposable  income  Allowable  deductions  for  basic  non-shelter 
expenditures  will  initially  be  estimated  at  $1,200  per  dependent  plus 
extraordinary  medical  expenses  and  childcare,  moving  towards  a  formula 
that  reflects  family  budget  needs  at  increasing  levels  of  adequacy.  The 
level  of  subsidy  will  eventually  be  based  on  progressive  implementation  of  a 
variable  affordability  standard  based  on  household  size  and  essential  non- 
shelter  expenditures.  Operating  subsidies  will  be  adjusted  to  make  up  the 
difference  between  the  new  tenant  rent  shares  and  the  cost  of  operating  the 


Other  Federtlly-Subildlzed  Hotulng:  Rents  in  federally-assisted  projects 
owned  by  qualified  non-profit  sponsors,  which  are  generally  fixed  by  unit 
size,  will  also  be  converted  to  the  income-based  formula  described  above. 
Non-profit  projects  with  defaulted  mortgages  held  by  the  government  will 
receive  a  permanent  mortgage  writedown  plus  operating  subsidies  as  needed, 
thereby  providing  t  level  of  affordability  equivalent  to  public  hx)using. 
Other  privately-owned  subsidized  projects  will  be  eligible  for  rent 
adjustments*  operating  subsidies,  and  mortgage  writedowns  only  if  they 
agree  to  convert  to  social  ownership  {sf  e  below). 

(2)  Llrablllty 

Local  housing  codes  and  federal  regulatory  provisions  governing  the 
habitability  of  pubUc  and  other  subsidized  housing  will  be  strictly  enforced 
to  bring  substandard  units  into  compliance.  The  existing  minimal  standards 
will  be  upgraded  over  time,  and  the  owners  of  public  and  other  subsidized 
housing  will  be  required  to  renovate  their  projects  to  achieve  adequate  lev- 
els of  residential  amenity  with  regard  to  unit  layout,  apartment  configura- 
tion»  site  asd  building  design-  operating  efficiency,  and  resident  security. 
Facilities  and  programs  for  residential  services  such  as  day  care  and  elder 
care  will  also  be  required,  as  appropriate.  Direct  federal  grants  (similar  to 
the  current  public  housing  modernization  and  flexible  subsidy  programs), 
along  with  the  ongoing  operating  subsidies,  will  be  provided  to  public  and 
non-profit  owners  and  to  other  private  owners  who  agree  to  convert  to  so- 
cial ownership  within  a  specified  time  frame.  Private  owners  who  fail  to 
comply  with  maintenance,  repair,  and  rehabilitation  obligations  will  face 
regulatory  default  and  foreclosure  (sec  below). 


'""Under  the  initial  formula,  a  four-person  family  with  an  income  of  $20,000 
and  no  unusual  childcare  or  medical  expenses  would  pay  approximately 
23%  of  income  in  rent,  while  a  similar  family  with  half  that  income  would 
pay  only  16  percent  See  subsection  II.C.4  below  for  further  discussion. 


bousing. 
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(3)  Stetirity  of  Teanre 

Lease  and  grievance  protections  for  tenants  in  subsidized  housing  will 
be  strengthened  to  enhance  their  rights*  Grounds  for  eviction,  which 
presently  are  more  limited  than  for  private  housing  tenants,  will  be  further 
restricted  iO  voluntary  non-payment,  willful  destruction  of  property,  and 
gross  violation  of  community  standards.  Where  it  is  believed  such  violations 
have  occurred^  residents  will  be  protected  by  due  process,  under  procedures 
secured  by  federal  statufe.  Eviction  will  not  be  permitted*  because  of  any 
temporary  inability  to  pay  rent  that  results  from  involuntary  loss  of  income. 

(4)  Resident  Coatrol 

The  rights  of  subsidized  housing  tenants  to  participate  'n  management 
decisions  are  presently  limited  to  a  few  areas,  such  as  mc  'nization  and 
capital  improvements  planning,  development  of  lease  and  grievance  proce- 
dures,  and  (in  non-public  subsidized  housing)  rent  increases.  The  Act  will 
require  meaningful  tenant  participation  through  collective  bargaining  in  all 
areas  of  management  policy,  including  the  terms  and  conditions  of  tenancy, 
physical  and  financial  management*  and  the  delivery  of  housing  services. 
The  hiring  and  firing  of  management  will  also  be  subject  to  resident  control 
through  collective  bargaining.  Funding  will  be  provided  to  local  tenant 
councils  to  facilitate  their  collective  bargaining  role. 

(5)  Manaf  tme=: 

Management  plans  for  public  and  other  subsidized  housing  will  be 
irequired  to  conform  to  the  policy  requirements  set  forth  in  the  locality's 
Federally  Mandated  Local  Housing  Program,  which  will  reflect  minimum 
federal  standards.  Managers  of  subsidized  housing  will  also  be  required  to 
meet  local  licensing  and  certification  requireuients.  The  Act  will  provide 
funds  to  encourage  the  development  of  alternative  forms  of  management  for 
social  housing,  including  community-based  management  corporations,  mutual 
management  associations,  and  tenant  self-manajement  Joint  venture 
arrangements  between  private  management  companies  and  residents  or 
community-based  housing  sponsors  will  also  be  facilitated.  The  Act  will 
require  owners  of  subsidized  housing  to  contract  with  non-profit  social 
management  entities  on  a  priority  preference  basis  wherever  possible.^^ 

b.  Preserrlng  Subsidized  Hoaslng  for  Lower-Income-  Families  and 
Expaodlag  Social  Ownership 

Retention  of  existing  subsidised  housing  as  a  permanent  resource  for 
lower-income  families  will  be  accomplished  through  a  number  of  mecha- 
nisms that  wiL'  encourage  the  conversion  of  such  housing  to  soc.al  forms  of 
ownerships 


^^or  a  more  detailed  discussion,  see  National  Housing  Law  Project  (1981). 
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(1)  Uit  SestriC  3t 

Admisiion  to  public  and  other  subsidized  housing  will  be  r;sti-icted  to 
low  and  moderate-income  households  (or  until  such  time  as  the  size  of  the 
social  housing  sector  is  adequate  to  accommodate  families  with  less  prM.ing 
Sns  need!).  Existing  tenants  who  become  over-income  will  Permitted 
to  stay  in  their  units  tnd  pay  a  higher  rent,  determined  on  the  basis  of  the 
ability-to-pay  formula. 

(2)  Ktmoval  of  UatU 

Removal  of  units  from  the  subsidized  housing  inventory  through 
demolition,  conversion  to  non-housing  use.  or 

Sousing  will  be  prohibited,  except  that  physical  removal  °f  .'f.^ 
housiuR  Stock  may  be  permitted  when  necessary  for  a  compelling  public 
puS.  In  such  cases,  prior  one-for-one  replacement  with  equivalent  hous- 
ing "and  .adequate  relocation  benefits  will  be  required. 

When  a  unit  temporarily  added  to  the  social  housing  stock  through  a 
subsidy  certificate  (such  as  Section  8)  is  lost  because  the  owner  fails  to  re- 
new the  lease  or  subsidy  contract,  the  owner  similarly  will  be  required  to 
^r^vide  ade'J^ate  «locadon  benefits.  The  tenant  holding  the  certificate  will 
be  offered  an  equivalent  unit  Jn  the  social  sector  on  a  priority  basis. 

(3)  CoBYtrsIoB  to  PrlYCtt  Owaenhlp 

Conversion  of  exisUng  public  and  other  non-profit  subsidized  units  to 
private  o-vnership  will  be  prohibited.  Ownership  '^^^  "."nwL^hfo?  wUl 
social  sector  (e.a,  from  public  to  non-profit  or  cooperative  ownership)  will 
b^perSd  £  iTong  as  the  current  residents  are  not  adversely  impacted. 

(4)  Conrtrilon  from  Prirat.lyOwned  Subsidized  Housing  to  Social 
OwBtrahlp 

Conversion  of  the  privately-owned  subsidized  housing  stock  will  be  fa- 
'  cilitated  through  a  combination  of  subsidy  incentives  and  regulatory  en- 
forcement: 

Ssbiidy  iactniivw:  The  various  types  of  government  «Jsi?tnnce  (mort- 
use  writedowns,  rehabilitation  grants,  and  opera^ng  subsidies)  that  will 
iutomatically  be  provided  to  non-profit  owners  of  assisted  housing  will  also 
S  made  available  to  private  owners  in  good  standing  who  agree  to  deed 
their  properties  to  existing  tenants  or  to  another  social  owner  w'thjf  ^  f"* 
ified  tirae  period.  The  maximum  buyout  price  for  these  properties  will  be 
limited  by  federal  standards  governing  compensation  to  private  owners. 

Reaulatory  Enforcement:  To  facilitate  this  program,  debt  collection  and 
regulatory  requirements  for  subsidized  non-public  housing  will  be  strict  y 
enforced  Private  owners  who  default  'on  their  mortgages  or  who  fail  to 
comply  with  standards  for  property  maintenance,  management  services,  ana 
teTant  involvement  will  face  foreclosure,  unless  they  agree  to  deed  their 
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properties  to  e  social  entity.  Foreclosed  properties  will  be  resold  by  HUD  to 
their  tenants  or  to  another  social  owner. 

Tenant  Ownership:  Assisted  housing  tenants  will  have  a  right  of  refusal 
to*  purchase  their  projects  from  existing  private  owners  whenever  those  pro- 
jects may  be  offered  for  sale,  subject  to  federal  standards  governing  maxi- 
mum buyout  prices.  Tenants  will  hive  the  same  right  with  respect  to  hous- 
ing acquired  by  the  government  through  foreclosure.  The  purchase  right 
will  be  transferred  to  another  social  entity  if  not  exercised  by  existing  ten- 
ants. Direct  grants  for  rehabilitation  and  technical  assistance,  as  well  as 
equity  grants  and  necessary  operating  subsidies,  will  be  provided  to 
facilitate  acquisition  of  subsidized  projects  by  tenants  and  other  social  enti- 
ties, in  exchange  for  permanent  resale  restrictions. 


4.  Producing  and  Maintaining  Affordable  Housing:  The  Social  Housing 
.Production  and  Financing  Act 

This  Act  sets  national  goals  and  provides  federal  assistance  for  the  pro- 
duction and  rehabilitation  of  affordable  housing  that  will  be  exclusively 
owned  by  the  social  sector  and  financed  by  direct  government  grants.  It  also 
provides  tht?  funding  for  converting  existing  privately-owned  units  to  :ocial 
ownership. 

The  Act  stipulates  that  the  process  by  which  new  and  rehabilitated 
hotising  is  developed  will  be  subject  to  public  and  community  control,  with 
production  increasingly  steered  towards  non-profit  and  public  developers.  It 
further  provides  that  production  of  new  social  housing  will  be  financed 
exclusively  by  means  of  direct  federal  capital  grants.  These  grants  will  be 
supplemented  by  a  system  of  universal  operating  subsidies  to  bridge  the  gap 
between  what  tenants  in  the  s'^cial  sector  can  afford  to  pay  and  the  ongoing 
cost  of  operating  the  housing.  These  funds  will  also  be  used  to  facilitate  the 
acquisition,  upgrading,  and  operation  of  existing  homes  and  rental  units 
converted  from  private  to  social  ownership. 

The  social  housing  production  and  financing  system  established  by  the 
Act  will  create  a  reliable,  predictable  stream  of  funding  for  the  production 
and  maintenance  of  permanently  affordable,  resident-controlled  housing.  It 
will  be  considerably  more  cost-effective  than  the  present  system  of  direct 
end  indirect  capital  subsidies-which  prinwrily  benefit  wealthy  investors- 
and  rental  subsidies,  which  underwrite  speculative  profits  in  the  private 
market 

The  Act  will  require  localities  to  utilize  the  following  programs  in 
meeting  their  Federally  Mandated  Local  Housing  Programs,  especially  where 
there  is  a  shortage  of  existing  affordable  units.  These  new  units  will  be 
added  to  the  growing  stream  of  acquisitions  from  the  private  housing  stock 
to  establish  a  vital,  substantial  social  housing  sector.  - 
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t«  Producing  Housing  for  Socitl  Ownership 

Localities  will  comply  vith  the  following  requirements  in  order  to  facil- 
itate new  construction  and  rehabilitation  for  social  ownership: 

(1)  Piiaaiiig  for  Social  Productloa 

In  conjunction  wit.H  their  Federally  Mandated  Local  Housing  Programs, 
localities  will  be  required  to  formulate  goals  and  plans  for  the  production 
and  rehabilitation  of  housing  for  cocial  ownership.  The  goals  will  be  bafed 
on  a  comprehensive  needs  assessment,  taking  into  account  the  quality  and 
tf f ordability  of  the  existing  stock  and  its  potential  for  conversion  to  social 
ownership  as  well  as  the  housing  needs  of  existing  and  future  residents 
(including  the  special  needs  of  oppressed  groups  least  well-served  by  the 
private  market).  Each  locality  will  be  obligated  to  provide  its  fair  share  of 
affordable,  socially-owned  housing,  through  whatever  combination  of  con- 
version and  production  is  appropriate  to  ihe  local  situation.  Production  and 
rehabilitation  goals  will  be  reassessed  periodically,  taking  into  account  ac- 
tual performance* 

(2)  Social  Control  of  Land 

Localities  will  be  required  to  increase  the  amount  of  land  under  social 
ownership  for  future  production  of  social  housing.  Land-use  plans  and  zon- 
ing will  be  required  to  facilitate  inclusionary  housing  development,  along 
with  tax  measures  to  discourage  speculation.  Federal  funds  will  be  provided 
to  encourage  public  and  other  forms  of  community  land-banking  of  sites  for 
social  housing  development  Public  and  community  land  that  is  so  held  will 
be  permanently  retained  in  the  social  sector. 

(3)  Social  Control  Over  Housing  Development 

While  most  aspects  of  housing  production  under  the  Act  will  continue  to 
be  performed  by  the  private  sector,  the  housing  development  process  will  be 
increasingly  subject  to  public  and  community  control.  Development  pro- 
posals will  be  solicited  by  the  local  planning  or  housing  authority,  based  on 
detailed  program,  design,  and  construction  specifications.  Design  and  con- 
struction requirements  will  reflect  increasing  standards  of  residertisl 
amenity  established  by  the  Act,  eg.,  with  respect  to  site  and  building  con- 
figuration, apartment  size  and  layout,  provision  of  community  faciliti.ns, 
ajd  building  materials.  Plans  for  the  provision  of  management  and  resident 
services  will  also  be  evaluated  on  the  basis  of  applicable  requirements.  Local 
residents  will  be  significantly  involved  in  development  planning  and  in 
monitoring  project  implementation.  Developers  will  be  required  to  comply 
with  Federally  Mandated  affirmative  hiring  and  job-training  standards. 

(4)  Social  Production 

In  the  long  run,  the  Act  will  encourage  an  increasing  portion  of  social 
housing  production  to  be  carried  out  by  public  and  non-profit  developers. 
Federal  funds  will  be  targeted  to  social  developers  on  a  priority  basis,  along 
with  technical  assistance  to  help  increase  their  development  capacity.  All 
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federally*tssisted  developers  of  social  housing  will  be  required  to  give  prior* 
ity  to  public,  non-profit,  or  cooperatively*owned  materials  suppliers,  con* 
struction  companies,  and  management  firms.  Technical  assistance  funds  will 
be  provided  to  such  groups  to  increase  their  skilis  and  capacity. 

b.  FlnaBclog  Housing  for  Social  Ownership 

Two  principal  types  of  federal  fundi&g  will  be  available  to  localities  to 
promote  the  production,  rehabilitation,  conversion,  am;  use  of  housing  for 
social  ownership: 

(1)  CaplUl  Grinti 

Localities  will  be  required  to  utilize  federal  funds  to  provide  direct 
capital  grants  for  the  development  and  conversion  of  housing  for  social 
ownership.  The  grants  will  cover  all  capital  costs,  including  site  and  build* 
ing  acquisition,  construction  and  rehabilitation,  and  technical  assistance. 
Funding  will  be  limited  to  social  sector  housing,  or  to  private  owners  who 
agree  to  deed  their  property  to  the  social  rector  under  other  provisions  of 
this  Program.  This  financing  method  will  significantly  reduce  the  occupancy 
cost  of  the  unit  by  removing  the  substantial  capital  cost  component,  partic* 
ularly  the  interest  costs  of  financing,  as  well  as  ordinary  operating  and  re* 
sale  profits. 

Tlie  impediments  to  direct  capital  financing  are  largely  ideological  and 
political  rather  than  economic.  Ample  precedent  exists  for  direct  capital 
grant  financing  of  housing  in  our  society,  including  a  substantial  portion  of 
the  450,000  units  of  family  housing  built  by  the  armed  forces  for  military 
personnel  and  their  families.  Construction,  modemizution,  and  maintenance 
of  these  units  has  been  funded  largely  through  direct  Congressional  appro* 
printions  to  the  Defense  Department  budget.  Another  example  i&  FmHAs 
Section  514/516  program,  which  has  been  successful  in  producing  Iow*cost 
rutal  housing*  More  recently,  federal  Housing  Development  Grants 
(HODAG*s)  and  Rental  Rehabiliution  Grants  have  been  utilized  to  write 
down  the  cost  of  mixed*income  housing.  Of  course,  since  these  limited  pro* 
granu  (now  being  phased  out)  were  not  restricted  to  socially-owned  housing, 
they  also  served  to  promote  the  inefficiencies  of  the  marketplace. 

(2)  Operatlcg  Subsidies 

Localities  will  also  be  required  to  utilize  federal  funds  to  provide  oper* 
ating  subsidies  on  behalf  of  households  in  the  social  sector  who  cannot  af* 
ford  the  full  cost  of  housing  management  and  operations.  Operating  sub* 
sidies  will  also  be  made  available  to  private  homeowners  and  tenants  whose 
properties  are  in  transition  to  socici  ownership  (see  Sections  C.1-3  above).  As 
previously  discussed,  the  level  of  subsidy  will  reflect  progressive  imple* 
mentation  of  a  variable  affordability  standard  based  on  the  income  that 
households  of  different  composition  and  size  have  available  for  housing  af* 
ter  meeting  their  essential  non*sheItdr  needs.  Allowable  deductions  for  basic 
non*sheIter  expenditures  will  initially  be  estimated  at  SI  ,200  per  dependent, 
plus  extraordinary  medical  expenses  and  child  care.  Over  time,  the  subsidy 
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will  be  tied  to  a  formula  that  in  fact  reflects  family  budget  needs  at  in- 
creasing levels  of  adequacy. 

The  system  of  univevsal  operating  subsidies  established  by  the  Act  will 
significantly  enhance  affordability  while  increasing  the  attractiveness  of 
the  social  sector.  Operating  subsidies  targeted  to  housing  that  is  owned  and 
increasingly  financed  and  produced  by  the  social  sector  will  also  be  consid- 
erably more  cost-effective  than  the  existing  market«criented  subsidy  ap- 
proach. 
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5.  The  Natlonul  Housing  Program  Implementation  Act:  Federally  Man- 
dated Local  Housing  Programs 


Most  of  the  measures  discussed  in  previous  sections  of  this  Program  are 
implemented  at  the  locai  level.  The  role  of  the  federal  government  is 
twofold:  first,  to  establish  general  guidelines  and  minimal  requirements 
which  assure  that  the  housing  needs  of  low-  and  moderate-income  people 
will  be  met;  and  second,  to  provide  the  financial  and  technical  resources  for 
localities  to  meet  those  needs.  In  other  words,  administration  of  the  various 
program  elements  is  to  be  as  decentralized  as  possible.  This  will  si* 
multaneously  avoid  federal  bureaucratization  and  maximize  resident  partic- 
ipation  and  control. 

Local  compliance  with  the  federal  housing  law  is  a  threshold  require- 
ment  for  receiving  federal  funds.  Yet  the  law  will  operate  through  existing 
state  aDd  local  planning  or  housing  departments,  utilizing  the  existing  police 
powers  through  vi^hich  state  and  local  governments  are  able  to  regulate  the 
private  sector,  or  under  state  enabling  acts  (where  local  powers  are  re- 
stricted).  As  a  consequence,  each  locality  will  exercise  a  great  deal  of  con- 
trol over  the  housing  plan*&  design  and  implementation,  although  the. overall 
plan  parameters  are  established  and  monitored  federally. 

The  principal  provisions  of  this  Act  establish  that 

0  It  is  a  state  and  locaS  duty  to  evaluate,  plan  for,  and  adopt  a 
program  that  responds  to  the  needs  cf  ail  households,  includ- 
ing a  regional  fair  share  of  lower-income  and  minority  fami- 
lies, 

0  Federal  funds  for  housing,  highway  and  sewer  construction, 
economic  development.  Urban  Development  Action  Grants 
(UDAGs),  Community  Development  Block  Grants  (CDBGs), 
and  other  federal  programs  which  directly  and  indirectly  im- 
pact housing  are  restricted  to  states  and  localities  that  are 
affirmatively  satisfying  their  housing  responsibilities; 

0  Local  governments  shall  adopt  complying  local  housing  plans, 
utilizing  all  their  powers  and  available  resources  to  carry  o'lt 
the  programs  in  those  plans; 

0  States  shall  adopt  statutes  which  incorporate  the  provision?  set 
forth  below,  designating  an  agency  (presumably  an  existing 
one  with  housing  or  planning  responsibilities)  with  primary 
enforcement  responsibilities  for  ensuring  that  Realities  comply 
with  the  Act;  and, 

0  HUD  shall  be  the  secondary  enforcement  body^  with  authority  to 
certify  the  adequacy  of  state  statutes  and  state  compliance, 
and  with  additional  authority  to  block  or  delay  grants  from 
federal  agencies  to  non*complying  states. 
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The  specific  provisions  of  the  Act  are  set  forth  below. 


a«  Legislative  Findings  and  Intent 

The  Act  declares  that  it  is  the  intent  of  Congress  to: 

0  Aimre  that  states  recognize  their  responsibilities  in  helping  to 
meet  national  housing  needs. 

0  Assure  that  states  implement  housing  plans  which  further  the 
attainment  of  natiunal  housing  goals* 

0  Recognize  that  each  locality  is  best  capable  of  determining 
specific  actions  required  of  it,  provided  that  local  determina- 
tions of  appropriate  actions  are  compatible  with  national 
housing  goals  and  state  and  regional  housing  needs. 

0  Establish  that  it  is  the  responsibility  of  localities  to  develop 
and  implement  a  housing  plan  which  represents  a  maximum 
effort  to  meet  the  housing  needs  of  its  low-  and  moderate- 
income  and  minority  residents. 

b.  Federal  Rolt 

The  Act  establishes  a  federal  rcironsibility  to: 

o  Certify  that  the  state  planning  law  satisfies  the  intent  and  re- 
quirements of  this  Act  HUD  shall  be  designated  the  se- 
condary enforcement  body  (the  state  housing  authority  shall 
have  primary  enforcement  responsibilities)  with  responsibility 
for  the  above  certification  as  well  as  establishing  state  com- 
pliance through  examining  a  sample  of  local  housing  plans. 

o  Fund  the  various  provisions  of  this  Act  at  an  adequate  level. 

o  Enact  legislation  allowing  HUD  to  (1)  withhold  federal  funds 
from  non-complying  sta;«?:  localities  (i.e.,  states  in  which 
localities  containing  at  least  50  percent  of  the  state  population 
arc  in  non-compliance);  and  (2)  bypass  such  states  if  neces- 
sary, allocating  funds  directly  to  localities  with  adequate 
housing  plans  located  within  states  that  fail  to  enact  or  im- 
plement an  adequate  state  housing  plan  law. 
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c  Statt  RoU 

The  Act  establishes  minimum  state  responsibilities  to: 

0  Adopt  a  state  statute  in  compliance  with  the  overall  provisions 
of  this  Act,  with  which  localities  must  comply,  and  enabling 
legislation  if  necessary. 

0  Designate  a  sute  agency  to  carry  out  the  various  duties  of  the 
state  statute,  in  particular  monitoring  and  reviewing  local 
adoption  of  an  adequate  housing  plan,  and  local  implementa- 
tion of  the  housing  programs  set  forth  in  the  plan. 

0  Provide  for  primary  enforcement  responsibilities. 

0  Pass  through  federal  funds  only  to  localities  which  are  in  com- 
pliance. 

0  Establish  a  state,  county,  or  regional  housing  authority  to  carry 
out  housing  activities  in  localities  which  are  too  small, 
inexperienced,  or  otherwise  unable  or  unvilling  to  carry  out 
the  plans  themselves.  If  a  locality  refuses  to  enact  or  comply 
with  an  adequate  plan,  local  non-profia  could  receive  funds 
directly  from  the  state  housing  authority,  for  purposes  of  un- 
dertaking  appropriate  housing  and  infrastructure  activities. 

0  Provide  that  if  t  court,  the  state,  or  HUD  finds  a  housing  plan 
inadequate,  instead  of  halting  development  altogether,  social 
housing  permits,  social  housing  conversion  programs,  and  re- 
lated infrastructure  would  be  approved  in  order  to  further  the 
housing  goals  of  this  program. 

0  Empower  regional  entities  such  as  Councils  of  Governments 
(COGs)  to  determine  each  locality's  fair  share  of  regional 
housing  needs,  in  recognition  of  the  fact  that  housing  markets 
transcend  local  boundaries.  The  state  housing  authority  is  re- 
sponsible for  approving  the  local  fair  share  estimates,  as  part 
of  the  state  housing  program* 

d*  Local  Rolf 

The  locality's  housing  plan  must  make  adequate  provision  for  the  ex- 
isting and  projected  needs  of  ail  cccncmic  aad  facial  segments  of  the  com- 
munity, and  provide  for  adequate  sites  for  new  construction.  The  Act  re- 
quires that  each  local  government  not  only  assess  its  own  needs  and  adopt 
broad  goals  and  policies  consistent  with  those  needs,  but  also  include  in  its 
housing  plan  an  action  plan  for  meeting  those  needs.  The  local  housing  plan 
must  provide  for  the  production  and  rehabilitation  of  socially^owned  hous- 
ing, conversion  from  private  to  social  ownership,  and  the  regulation  of  pri- 
vate rental  housing.  Once  an  adequate  plan  is  adopted,  the  locality  is  obli- 
gated to  make  a  maximum  effort  to  implement  it 
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The  local  housing  plan  is  required  to  contain  the  following: 

Needs  Assessment:  Each  plan  must  contain  an  assessment  of  the  housing 
needs  of  oil  income  levels  of  the  community,  as  well  as  the  locality's  share 
of  regional  housing  needs.  This  assessment  is  to  contpin  an  analysis  of  hous- 
ing characteristics,  including: 

0  Overcrowding,  deterioration,  md  undcrtnaintenance; 

Q  An  inventory  of  imd  suitable  for  residential  development; 

0  An  inventory  of  privately-owned  units  suitable  for  conversion 
to  social  ownership; 

o  An  analysis  of  governmental  constraints  imposed  on  the  main- 
tenance, improvement,  or  development  of  housing,  including 
land  use  controls,  displacement,  building  codes,  fees  and  exac- 
tions, redevelopment  projects,  rehabilitation  and  preservation 
programs,  and  so  forth; 

0  An  analysis  of  the  impacts  of  public  sector  redeveloptscat  ac- 
tivitieSt  private  sector  development,  and  gentrif  ication; 

0  An  analysis  of  racial  impacts  and  discriminatory  workings  of 
the  housing  market; 

0  An  analysis  of  special  housing  needs,  such  as  those  of  the  dis- 
abled, single  parents,  large  families,  farmworkers,  the  elderly, 
and  low-income  households  generally;  and 

0  A  determination  of  whether  a  housing  emergency  exists  pur- 
suant to  federal  guidelines. 

Goalst  Objectives,  and  Policies:  Once  a  locality  has  assessed  its  housing 
needs,  it  shall  include  within  its  housing  plan:  a  statement  of  the  com- 
munity's goals;  quantified  objectives;  and  policies  relative  to  the  main- 
tcnancc*  preservation^  conversion  to  social  ownership,  and  development  of 
social  housing  which  utisfies  those  goals  and  objectives. 

Housing  Program:  The  local  housing  plan  must  contain  a  rolling  four- 
year  schedule  of  actions  which  will  enable  the  local  government  to  achieve 
its  housing  goals  and  objectives.  This  action  plan  will  rely  on  the  locality's 
land  use  and  development  control  powers,  regulatory  concessions  and  incen- 
tives, and  the  use  of  federal,  state,  and  local  financing. 

The  local  program  must: 

0  Facilitate  and  unde.take  the  development  of  adequate  socially- 
owned  housing  for  low-  and  moderate-income  households,  un- 
der the  other  provisions  of  this  Program; 
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0  Include  the  local  tena^c  protection  md  private  management 
standards  mand  "^d  by  the  National  Tenant  Protection  and 
Private  Rental  Mousing  Conversion  Act; 

0  Specif>  social  housing  conversion  mechanisms  Co  be  used  in 
conjunction  with  specific  targets  and  timetables; 

0  Provide  adequate  sites,  with  appropriate  zoning  and  develop- 
ment standards,  to  develop  a  variety  of  housing  for  different 
groups; 

0  Assure  that  housing  supply  keeps  pace  with  demand; 

0  Minin  \zc  governmental  constraints  to  maintenance,  rehs^bilita- 
tion,  and  development  of  housing,  including  a  reviev  of  sc^h 
constraints  as  minimum  lot  shes,  design  controls,  parking  re- 
quirements, secondary  unit  restrictions,  exclusions  against 
manufactured  housing,  and  open  space  requirements; 

0  Mitigate  the  negative  effects  of  any  public  or  private  develop- 
ment  activities  on  existing  communities  or  the  nstura!  ^nvi*- 
ronment; 

0  Regulate  private  rental  housing,  under  the  provisions  of  this 
Program;  and, 

0  Obtain  signficant  and  widespread  public  input  in  the  prepara- 
tion and  implementation  of  the  housing  plan  and  any  amend- 
ments thereto. 

Revision  of  Housing  Program:  The  local  government  must  establish  a  set 
of  performance  indicators  for  evaluating  fulfillment  of  its  housing  plan,  re- 
vising it  annually  as  necessary. 

Individual  Standing:  Individuals  and  groups  are  granted  standing  to 
challenge,  in  state  or  federal  courts  the  adequacy  of  the  local  housing  plan 
or  implementation  of  the  plan,  a^d  to  demand  that  HUD  examine  the  plan 
prior  to  approval  or  disbursement  of  feder^t  funds.  In  any  lawsuit  or  ad- 
ministrative hearing  under  this  provision,  the  locality  will  bear  the  burden 
of  demonstrating  the  adequacy  of  its  plan  and  of  implementation  of  the 
plan,  and  federal  or  state  courts  will  have  the  authority  equivalent  to  that 
of  HUD  to  block  or  delay  grants  to  noo-complying  states  or  localities. 
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6.  Firtt  Year  Program  CosU 

Tabic  1  summarizes  several  possible  first-year  options  for  implementing 
the  proposed  Program,  We  have  estimated  per-unit  costs  for  the  major  com- 
ponents of  the  Program,  and  have  then  suggested  a  possible  mix  of  these 
components  which  would  be  feasible  for  each  of  several  different  levels  of 
total  program  cost 

The  medium  cost  option  summarized  in  the  Table  was  chosen  to  corre- 
spond to  the  level  of  federal  tax  expenditures  for  housing,  which  is  about 
$50  billion  in  FY  1986  (Dolbeare,  1986:  267). 

The  lower  cost  option  is  about  one-half  the  medium  option,  and  repre- 
sents a  minimum  reasonable  level  for  beginning  to  implement  all  of  the 
Program's  major  components. 

The  hisker  cost  option  reflecu  the  cost  of  a  substantially  greater  com- 
mitment to  new  construction  and  rehabilitation,  which  of  course  have  much 
higher  per-unit  costs  than  the  other  elements  cf  the  Program;  it  represents  a 
production  level  which  is  about  the  most  that  probably  could  be  achieved 
administratively  and  physically  in  the  first  year.  Certainly,  though,  the  ca- 
pacity for  social  production  would  increase  in  subsequent  years  as  the  Pro- 
gram gets  implemented* 

The  Program  recognizes  that  the  availability  of  resources  for  implemen- 
tation depends  ultimately  on  federal  spending  priorities  and  tax  policy. 
There  is  no  shortage  of  resources  for  housing  or  any  other  social  objective- 
our  medium  coat  option  would  cost  only  5  percent  of  the  FY  1987  federal 
budget  and  only  z  little  over  I  percent  of  GNP.  There  has,  however,  been  a 
shortage  of  affordable  private  resources  and  appropriate  public  resources 
due  to  several  factors:  first,  the  reliance  on  credit  for  funding  housing;  sec- 
ond, the  dominance  of  speculative  over  productive  investment;  and  third, 
the  misallocation  of  public  resources,  in  terms  of  both  revenue-raising  and 
public  spending. 

The  Program  addresses  primarily  the  first  and  second  of  the  resource 
problems.  It  recognizes,  though,  that  no  adequate  housing  program  is  possi- 
ble without  substantial  tax  reform-including  both  much  greater  equity  and 
increased  revenues  to  close  the  dcficit-and  a  major  shift  in  national  spend- 
ing priorities  and  commitments  away  from  the  military.  Even  our  higher 
cost  option  amounts  iO  only  about  one-quarter  of  the  military  budget. 

In  addition,  it  should  be  noted  that  while  the  Program  provides  direct 
capital  grants  for  new  construction  and  rehabilitation,  the  federal  govern- 
ment could  obtain  the  funds  either  by  direct  appropriations  in  the  year  the 
grants  are  made  or  by  borrowing  money  through  selling  bonds  which  would 
be  repaid,  over  time,  with  federal  appropriations  for  interest  and  principal 
payments.  Direct  appropriations  are  used  to  fund  military  housing  (Hartman 
and  Stone,  1986:  486-487),  while  borrowing  is  used  to  fund  public  housing. 
This  latter  approach  has  the  advantage  of  keeping  the  annual  appropriations 
in  the  early  years  of  the  Program  somewhat  lower  than  the  costs  presented 
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in  the  Table,  since  the  full  costs  of  the  Program  would  not  have  to  be  paid 
all  at  once.  This  would  offer  the  immediate  advantage  of  reducing  current 
costs,  thereby  permitting  extension  of  limited  resources  in  the  short  run. 
Borrowing  eventually  would  cost  more  than  direct  appropriations,  however, 
as  years  of  borrowing  require  ever-larger  appropriations  to  service  the  in- 
creasing debt  The  mounting  public  cost  of  this  approach  could  therefore 
jeopardize  continued  allocations  for  the  Program,  In  addition,  borrowing 
adds  to  the  national  debt  and  thereby  contributes  to  macro^conomic  prob- 
lems of  debt  overload  and  crowding  out  in  the  credit  markets.  The  preferred 
method  of  raising  the  funds  will  thus  depend  upon  tradeoffs  between  an- 
nual  budget  exigencies,  on  the  one  hand,  and  long-term  fiscal  and  macro- 
economic  objectives,  on  the  other. 

Beyond  the  first  year.  Program  costs  similarly  are  a  function  of  politi- 
cal choices  as  to  level  of  Program  activity.  The  Program,  by  its  nature,  will 
see  a  levelling  off  of  capital  grants  for  rehabilitation  as  the  existing  sub- 
standard stock  is  brought  up  to  par,  and  a  steady  decrease  in  government 
funds  needed  to  pay  off  existing  mortgages  for  housing  brought  into  the  so- 
cial housing  sector,  as  these  mortgages  are  retired. 
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Tabid  1 

national  Conprehtiwiva  Hoxuaing  Progran: 
?irst  Year  Options 


cost/    tjovmv'  cost       Mediim  Cost     Higher  Cost 
xinit  funits     cost  funits     cost  limits  cost 
(K)         (K)         (B)         (K)         (B)         (K)  (B) 


Kcv  Construction  for 
Social  Ovnsrsliip  (a) 

Kshabilitation  for 
Social  Ovnsrship  (b) 

opsrating  Subsidies 
for  Social  Eoiising  (c) 

Convarsion  of  Privata 
Rtntal  Units  (d) 

Convarsion  of 
Hoaaownar  Units  (•} 

Convsraion  of 
EUD^hald  units  (f } 

Modamisation  of  Exist- 
ing Social  units  (g) 


Administration  (h) 
TOTAL 


$60  50  $3.0  200  $12.0  500  $30.0 

$20  100  $2*0  400  $8.0  600  $12.0 

$2  3,000  $10*0  6,500  $13.0  8,000  $16.0 

$35  100  $3.5  160  $5.6  200  $7.0 

$50  100  $5.0  160  $8.0  200  $10.0 

—  81  $1.3  81  $1.2  81  $1.3 
$10  350  $3.5  500  $5.0  800  $8.0 

—  —  $1.2  —  $2.0  —  $3.5 

$87.8 


$29*5 


$54.8 


KOTZS* 

(a)  Basad  on  1984  construction  costs,  adding  land  and 
sxtbtracting  financa  costs,  sinca  financing  vill  be 
through  diract  grants;  saa  Eartman  and  stona  (1986:  489} 

(b)  Rahabilit&tion  only  (acquisition  costs  are  included 
under  conversion  element)  i  based  on 
various  rehabilitation  projects. 

(c)  Operating  expenses  only  (debt  service  included  xmder 
conversion  element) •  Derived  froa  1983  operating  cost 
data,  adjusted  to  1985,  and  applying  Stone's 
affordability  scale  (See  Eartman  and  Stone,  1986:  494-49 

(d)  Assumes  full  payment  of  negotiated  price  in  year 
purchased  (see  Eartman  and  Stone,  1986:  500-501) . 

(e)  Assumes  full  payment  at  time  of  acquisition  for 
mortgage  balance  emd  negotiated  equity* 

(f)  Based  upon  Achtenberg,  1986. 

(g)  Existing  assisted  stock  only;  assumes  that  most  units 
need  modest  but  not  major  rehabilitation. 

(h)  Conservative  estimate « 
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D.  Program  Summary 

As  a  growing  portion  of  our  national  housing  stock  is  acquirsd,  pro* 
duced,  financed,  and  owned  by  the  social  sector,  with  increasing  public  re- 
sources  channeled  for  these  purposes,  adequate  and  affordable  housing  will 
become  a  matter  of  universal  national  entitlement.  Accordingly,  this  Act 
will  guarantee  every  resident,  in  the  long  run,  the  rights  provided  by  all  the 
foregoing  legislation.  These  will  include  the  following: 

1.  Af  fordabillty 

The  basic  non-speculative  nature  of  socially-owned  housing,  with  op- 
eration and  resale  for  profit  prohibited,  will  significantly  reduce  housing 
costs  and  er nance  affordability  over  time.  Additionally,  since  all  housing 
in  the  social  sector  eventually  will  be  debt-free  (with  all  ne\^  construction 
and  rehabilitation  funded  through  direct  grants  and  the  mortgage  debt  on 
converted  properties  retired),  capital  costs  will  be  permanently  eliminated 
from  ongoing  shelter  expenses.  Occupancy  costs  will  be  further  reduced 
through  increased  reliance  on  non-profit  management,  making  social  hous- 
ing affordable  for  the  vast  majority  of  residents. 

Universal  operating  subsidies  provided  on  an  entitlement  basis  will  fur- 
ther assist  those  residents  who  are  unable  to  meet  even  the  basic  cost  of 
housing  operations  in  the  social  sector.  With  renu  increasingly  geared  to 
true  ability  to  pay,  housing  affordability  will  be  permanently  guaranteed 
for  residents  in  the  social  sector.  An  equivalent  level  of  affordability  and 
subsidies  will  be  guaranteed  for  tenants  and  owner-occupants  whose  units 
are  in  transition  to  social  ownership.  Tenants  remaining  in  the  private  sec- 
tor will  also  find  their  housing  considerably  more  affordable,  as  rent  con- 
trol and  other  components  of  the  program  which  reduce  opportunities  for 
speculative  profit  are  implemented 

Over  time,  housing  operating  subsidies  will  become  increasingly  resi- 
dent-based (as  distinguished  from  project-based),  to  maximize  freedom  of 
choice  for  residents  within  the  social  sector. 

1  HablUfolllty 

As  the  social  housing  sector  expands*  the  quality  of  the  housing  stock 
and  the  physical  standard  of  habitability  to  which  residents  are  entitled 
will  be  progressively  upgraded.  For  housing  that  is  socially  owned  or  in 
transition  to  social  ownership,  provision  of  direct  grants  will  assure  an  ade- 
quate level  of  capital  repairs,  while  operating  subsidies  facilitate  ongoing 
project  viability.  Unlike  the  present  market-oriented  system  where  resources 
are  invested  in  housing  upkeep  .and  renovation  only  when  it  is  profitable 
for  an  owner  or  lender  to  do  so,  social  ownership,  financing,  and  production 
will  guarantee  both  the  incentive  and  the  resources  for  continuous  residen- 
tial improvement. 

Over  time,  with  adequate  capital  and  oprracmg  resources,  both  new 
housing  that  is  produced  directly  for  the  social  sector  and  housing  that  is 
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converted  to  social  ownership  will  be  upgraded  to  achieve  increasing  levels 
of  residential  amenity.  This  includes  improved  physical  features  such  as 
unit  layout,  apartment  configuration,  and  site  and  building  design,  espe- 
cially  in  response  to  the  needs  of  special  constituencies  (such  as  single 
women  with  children).  It  also  encompasses  operating  amenities  such  as  in- 
creased energy  efficiency  and  security,  as  well  as  social  amenities  such  as 
day  care  and  other  services  that  should  be  residentially-based« 

Additionally,  increased  volunury  upgrading  by  residents  with  enhanced 
security  of  tenure  and  control  of  their  housing  will  continuously  improve 
the  quality  of  the  social  housing  stock.  Finally,  tenants  in  housing  that  re- 
mains within  the  private  sector  will  also  achieve  significant  improvements 
in  the  Quality  of  their  living  environments,  as  generally  higher  standards  of 
residential  amenity  are  adopted  over  time. 

3*  Security  of  Tenure 

Under  the  proposed  system  of  social  ownership,  production,  and  fi- 
nancing, security  of  tenare^the  right  to  continued  occupancy  of  a  housing 
unit  of  choice-will  be  achieved  as  an  aspect  of  residential  entitlement  All 
social  housing  residents,  including  tenants  and  owner-occupants  whose  units 
are  deeded  or  optioned  to  the  social  sector,  will  be  guaranteed  a  permanent 
life-estate,  except  where  removal  of  the  housing  unit  is  required  for  a  com- 
pelling social  purpose,  or  removal  of  the  occupant  is  necessitated  as  a  result 
of  significant  and  repeated  violations  of  community  standards.  With  occu- 
pancy charges  based  on  true  ability  to  pay  and  management  policies  subject 
to  resident  control,  instances  of  non-payment,  destruction  of  property,  and 
other  traditional  car*^  of  eviction  in  our  market-oriented  housing  system 
will  be  bunimized* 

Additionally,  increasing  regulation  of  conditions,  use  conversion,  demo- 
lition, and  eviction  for  other  than  a  *just  cause*  will  protect  tenants  remain- 
ing in  the  private  sector  from  forced  displacement,  while  rent  control  and 
other  measures  will  further  enhance  security  by  promoting  greater  af- 
fordability*  Finally,  the  creation  of  new  ownership  and  tenure  options  not 
based  on  the  protection  of  property  values  will  encourage  greater  acceptance 
of  neighborhood  change  and  inclusionary  housing  patterns,  providing  a  new 
basis  for  community  security.  As  the  discriminatory  uses  of  housing  in  our 
profitH)riented  economy  are  eliminated,  with  affirmative  efforts  to  expand 
housing  mobility  and  revitalize  existing  minofity  communities  the  right  of 
residential  security  will  encompass  a  locational  aspect:  the  right  to  remain 
in  place  or  to  move  to  an  alternative  neighborhood  of  choice. 

4*  Control 

The  right  of  residents  to  control  their  living  situations  will  be  progres- 
sively achieved  under  the  proposed  Program.  Low-  and  moderate-income 
homeowners*  ability  to  maintain  control  over  their  housing  in  the  face  of 
burdensome  mortgage  debt,  property  tax,  and  repair  obligations  will  be  en- 
hanced through  programs  offering  increased  affordability  and  security  of 
tenure.  Increased  protection  of  tenants*  rights  in  the  private  sector,  through 
collective  bafgaining  as  well  as  limitations  on  landlords*  authority  to  dictate 
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rents,  occupancy  tcrnu,  tenure,  and  living  conditions  will  free  residents  to 
some  extent  from  th^  arbitrary  control  exercised  by  others  over  their  living 
situations.  The  Program's  regulated  conversion  of  the  private  rental  housing 
stock  will  also  significantly  expand  opportunities  for  direct  ownership  and 
control  by  resident  associations,  tenant  cooperatives,  and  individual  owner* 
occupants,  on.an  affordable,  non*specuIative  basis. 

Ultimately,  the  level  of  control  afforded  to  social  sector  residents  as  a 
matter  of  entitlement  will  be  significantly  greater  than  that  experienced  by 
most  homeowners  today.  Positive  features  of  conventional  homeownership- 
such  as  the  ability  to  modify  and  adapt  one's  living  space  to  changing 
needs«*will  be  retained  and  enhanced  as  residents  achieve  permanent  af* 
fordability  and  security  of  tenure*  And  since  resident  and  community  bene* 
fit  is  the  sole  purpose  of  social  sector  housing  production  and  ownership, 
residents  and  neighbors  will  be  entitled  and  motivated  to  participate  ac* 
tively  in  housing  design,  development,  and  management  decisions.  As  more 
and  more  of  the  social  housing  stock  is  actually  developed  and  managed  by 
resident-controlled  and  other  social  entities,  opportunities  for  building  and 
operating  housing  in  a  vizy  that  is  truly  responsive  to  resident  needs  will  be 
significantly  enhanced. 

Finally^  removal  of  opportunities  for  speculation  in  housing  will  en* 
hance  community  control  by  increasing  neighborhood  stability.  Enhanced 
resident. and  neighborhood  control  of  housing  also  implies  an  obligation  for 
increased  collective  responsibility,  that  is,  for  mediation  and  settlement  of 
resident  disputes  and  grievances.  It  also  requires  that  control  be  exercised 
responsibly  within  the  framework  of  basic  democratic  and  non*exclusxonary 
principles,  and  not  be  misused  to  deny  anyone  reasonable  housing  access  or 
opportunity.  As  the  concept  of  residential  :itlement  is  progressively  real* 
ized,  the  corresponding  notion  of  residential  responsibility  will  also  be 
achieved. 
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Section  III 


Snpplemeatfiry  Memsures 


A.  Tnx  Metsures 

Although  parts  of  the  Internal  Revenue  Code  are  ostensibly  intended  to 
encourage  prnductive  investment  in  housings  in  fact  they  promote  specula* 
tion  and  transfer  wealth  to  upper*income  owners.  Although  the  1986  Tax 
Reform  Act  removed  some  of  the  speculative  pressures  from  the  rental  hous* 
ing  market  (see  section  LD.  above),  the  present  tax  system  continues  to  con* 
tribute  materially  to  inflation  in  rents  and  prices,  while  costing  the  Trea- 
sury  billions  of  dollars  annually  in  revenues  lost  to  income  tax  deductions 
and  other  loopholes.  In  this  section  of  the  Program,  these  inequities  are  ad* 
dressed  by  focusing  primarily  on  federal  tax  laws,  including  the  homeowner 
deductions,  depreciation  allowances,  capital  gains  taxation,  and  tax-exempt 
financing.  A  local  property  tax  measure  is  also  included,  which  could  be 
adopted  to  satisfy  federally  mandated  local  housing  requirements.  Although 
state  taxes  are  not  treated,  it  is  recognized  that  parallel  changes  in  state  in* 
come  tax  provisions  must  accompany  the  federal  income  ux  revisions. 


I.  Ortrall  Objtctircs 

The  overall  goal  of  the  tax  reform  measures  is  to  promote  social  housing 
goals*  end  speculation  in  housing,  and  redirect  resources  into  productive 
housing  investment  in  the  social  sector.  The  tax  system  is  also  rendered 
more  progressive,  hy  eliminating  measures  which  redistribute  wealth  up- 
wards. Finally,  to  the  extent  that  these  measures  generate  increased  public 
revenues;  they  should  be  used  to  finance  social  housing  programs.  This  is 
because  the  profits  that  are  made  (and  taxed)  on  housing  derive  from  the 
redistribution  of  wealth  from  tenants  and  some  owners  to  other  owners  and 
financiers.  Retaining  the  proceeds  of  housing*derived  taxes  within  the  hous* 
ing  sector  thus  partially  redresses  inequitable  market  mechanisms. 

Housing  tax  reform  will  not  by  itself  fund  the  entire  housing  program. 
It  does,  however,  have  the  potential  of  recapturing  tens  of  billions  of  dol* 
lars  lost  to  tax  loopholes.  These  housing  tax  measures  should  be  taken  as 
part  of  a  general  tax  reform  act,  which  would  eliminate  all  tax-sheltering 
provisions  tl^at  do  not  contribute  directly  to  productive  investment  consis* 
tent  with  social  purposes. 

2«  Homeowacr  Deduction 

Allowing  homeowners  to  deduct  mortgage  interest  and  property  taxes  is 
extremely  costly,  while  contributing  to  ovetconsumption  and  inflation  in 
housing.  Furthermore,  homeowner  deductions  primarily  benefit  upper*in- 
come  owners,  both  because  homeownership  is  a  function  of  income,  and  be- 
cause those  homeowners  who  itemize  deductions  fall  almost  entirely  into  the 
highest  tax  brackets. 
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On  the  other  hind,  it  is  clear  that  the  homeowner  tax  deduction  en- 
joys considerable  popularity*  and  is  widely  (although  falsely)  perceived  as 
being  of  general  benefit  to  homeowners.  In  the  long  run  the  Program  will 
eliminate  speculation  in  housing,  greatly  reducing  price  inflation  and  there- 
fore the  perceived  need  for  homeowner  deductions  as  a  means  of  partially 
offsetting  overpriced  housing.  In  the  long  run  we  therefore  propose  elimi- 
nating this  ileduction  as  part  of  an  overall  tax  reform  which  closes  off  a 
wide  range  of  loopholes  and  other  inequities.  This  would  significantly  lower 
the  tax  bixrden  on  low*  and  middle-income  households,  more  than  compen- 
sating for  the  loss  of  the  deduction  to  homeowners.  At  the  local  level,  re- 
gressive property  taxes  would  be  replaced  with  federal  revenues  raised 
through'  progressive  income  taxes  and  distributed  locally,  thereby  eliminat- 
ing that  source  of  the  deduction. 

3.  Depreciatioa  Allowances 

< 

The  notion  that  housing  depreciates  rapidly  like  other  capital  assets  is  a 
fiction  of  the  Internal  Revenue  Cede.  While  it  makes  sense  to  assume  th:^t 
plant  and  equipment  hidy  become  obsolete  over  time  and  as  a  result  require 
replacement,  the  same  assumption  cannot  be  made  with  regard  to  housing. 
Well-built  and  mainUxned  housing  does  not  lose  value  through  obsolescence, 
especially  over  relatively  short  time  periods.  While  th:  costs  of  maintaining 
rental  property  are  rightfully  expensed  or  capitalized  as  ordinary  business 
expenses,  fully  depreciating  the  value  of  the  structure-even  over  27-1/2 
years,  as  provided  by  the  19Z6  Tax  Reform  Act-  affords  a  windfall  to  the 
owners  of  rental  property,  is  costly  to  the  VS.  Treasury,  and  encourages  the 
holding  of  property  as  a  form  of  tax  shelter.  While  this  provision  is 
intended  to  stimulate  investment,  in  fact  it  encourages  rental  housing  to  be 
regarded  as  another  short-term  component  in  an  investment  portfolio,  to  be 
bought  and  sold  according  to  the  immediate  circumstances  of  the  capital 
markets. 

The  following  measures  are  proposed: 

0  As  an  interim  measure,  ordinary  (straight  line)  depreciation 
will  be  ext;;aded  to  40  years  and  allowed  only  to  those  land- 
lords who  produce  certification  of  code  compliance  and  ade- 
quate maintenance,  thereby  giving  evidence  of  good  faith  ef- 
fort to  mainUxn  the  quality  of  their  asset 

0  In  the  long  run,  all  rental  housing  depreciation  allowances  for 
the  original  cost  basis  will  be  eliminated,  although  provision 
will  be  made  for  depreciating  capital  improvements.  While 
there  will  undoubtedly  be  some  reduction  in  private  rental 
construction,  the  federal  revenue  savings  resulting  from  this 
revision  will  fund  offsetting  social  housing  construction.  The 
elimination  of  the  depreciation  allowance  will  remove  ;!i  major 
incentive  for  speculative  and  inflationary  trading  in  the  exist- 
ing private  rental  housing  stock. 
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4.  Capital  Galas  and  AntUSpeculation  Taxation 

It  makes  little  economic  sense  to  give  preferred  treatment  to  capital 
gains  realized  upon  the  sale  of  land  or  housing.  Capital  gains  ta:iation,  like 
the  depreciation  allowance,  is  intended  to  encourage  productive  investment 
by  reducing,  the  tax  liability  on  profits  that  are  earned  as  a  result  of  such 
investment.  In  the  case  of  housing,  however,  it  is  difficult  to  argue  that 
profits  from  sales  resuit  from  productive  investment  in  the  ordinary  sense 
of  the  word.  Rather,  in  most  cases  profits  result  from  inflation  alone— 
particularly  inflation  in  the  value  of  land. 

In  the  long  run,  therefore,  capital  gains  preference  for  income  from  the 
sale  of  rectal  housing  should  be  replaced  by  a  windfall  profits  tax  on  all 
sales.  There  are  several  caveats  to  this  proposal,  however. 

0  A  steep  tax  on  windfall  profits  could  eliminate  virtually  all 
incentive  to  buy  and  sell  existing  rental  housing.  Since  some 
private  market  reallocation  of  the  existing  stock  may  be  de- 
sirable,  a  market  mechanism  for  doing  so  would  be  provided 
by  restricting  the  windfall  profits  tax  to  an  appropriate  range. 

0  The  windfall  profits  tax  will  likely  have  the  effect  of  reducing 
the  incentive  to  construct  rental  housing.  To  partially  mitigate 
this  effect,  the  tax  will  not  be  applied  to  the  first  S£le  of  any 
building  by  its  developer,  in  which  case  profit  will  be  taxed 
at  the  ordinary  rate. 

0  Similar  considerations  should  apply  to  substantial  rehabilita* 
tion  or  other  capital  improvements.  Such  investment  h  pro* 
ductive,  and  the  resulting  increase  in  value  should  be  taxed  at 
ordinary  rates. 

As  an  interim  measure,  an  anti'SpeeulatioK  or  deed  transfer  tax  is  pro* 
posed.  Such  taxes,  which  have  been  adopted  ty  some  localities,  have  rates 
which  are  inversely  graduated  according  to  the  length  of  holding  and  size 
of  capital  gain.  Under  this  measure,  the  gain  on  ^sropcrty  held  leas  than  one 
year  would  be  taxed  at  95  percent,  with  the  rate  declining  by  5  percent  per 
year  through  the  tenth  year,  and  2  percent  per  year  thereafter,  eventually 
levelling  off  at  10  percent  for  property  held  longer  thaa  30  years*  Such  a 
tax  likely  would  be  politically  popular,  particularly  if  sales  or  profits  below 
a  minimal  amount  were  exempted.  It  would  also  have  the  advantages  of 
raising  revenues  while  discouraging  speculation;  this,  in  turn,  would  help 
cool  off  overheated  housing  markets,  stabilizing  neighborhoods  threatened 
by  rapid  inflation.  Such  a  tax  would  be  a  local  measure  adopted  as  part  of  a 
community's  Federally  Mandated  Local  Housing  Program,  with  any  funds 
collected  earmarked  exclusively  for  social  housing  programs. 

5.  Tax-Exempt  Bonds 

Tax-exempt  bonds  are  an  inefficient  and  extremely  inequitable  method 
of  providing  below-market  funding  for  housing  programs.  In  the  long  run, 
under  the  Program,  tax*^xempt  bonds  will  be  completely  replaced  with  di* 
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rect  federal  grants  for  sccial  housing  construction.  Until  this  occurs,  how 
ever*  such  financing  will  continue  to  provide  some  subsidy  for  housing  pro* 
grams.  Zn  no  case  should  this  method  of , funding  be  used  for  housing  which 
li  outside  the  social  sector,  whatever  the  income  level  of  its  target  popula* 
ticru 

6.  Local  Tas:  Rtform 

su  7rogrot!ilvt  Reml  Vro^^^m  Tax 

The  property  tax  It  regressive,  since  low-income  households  pay  a 
higher  percentage  of  their  incomes  for  housing  than  higher-income  house* 
holds,  and  local  pssessment  practices  have  been  shown  to  exacerbate  the  in* 
equities.  This  is  particularly  true  in  places  where  property  values  have  i?* 
flatcd  much  more  rapidly  than  incomes  in  recent  years.  Renters  pay  these 
taxes  aspart  of  their  rents.  The  wave  of  anti*tax  measures,  beginning  with 
California's  Proposition  13,  h  a  response  to  these  inequities;  but  the  benefits 
of  such  measures  have  gone  largely  to  the  wealthy. 

In  the  long  run,  property  taxes  should  be  replaced  with  adequate  local 
revenues  derived  from  st^te  and  federal  inccrne  taxe^  In  the  shorter  term, 
the  property  tax  itself  could  be  mad^  progressive  by  charging  higher  tax 
rates  for  more  highly  valued  property.  SucL  a  reform  would  apply  to  all 
residential  real  estate.  Including  residentially-zoned  vacant  lots.  A  minimum 
exemption,  tied  to  locSil  conditions,  would  provide  circuit-breaker  relief  to 
Iow*income  homeowners  ak.d  low-income  residents  of  private  rental  housing  / 
(In  this  case,  rents  would  hav<f  to  be  controlled  to  assure  that  the  tax  savings 
were  passed  through  to  tenants).  A  portion  of  the  local  property  tax  should 
be  earmarked  for  social  housing  programs. 

The  rate  differentials  need  not  be  great  to  significantly  enhance  local 
revenues  from  property  taxes.  This  tax  would  be  one  among  the  various  pos- 
sible local  measures  that  satisfy  compliance  with  federally  mandated  local 
housing  obligations.  In  some  states  a  constitutional  amendment  might  be  re- 
quired prior  to  local  enactment 

b«  Laxttry  Hottslng  Tax 

A  similar  idea,  more  limited  in  scope,  would  be  to  charge  higher  taxes 
on  certain  classes  of  luxury  housing,  the  proceeds  of  which  would  be  ear- 
marked for  social  housing  programs.  As  with  the  progressive  real  property 
tax,  this  tax  could  be  used  to  demonstrate  local  compliance  with  federally 
mandated  housing  requirements. 

The  principal  features  of  such  a  tax  would  include: 

I 

0  A  progressive  tax  on  a  landlord's  rental  income  from  luxury 
liniti-that  is,  units  that  rent  for  more  than  a  specified 
amount,  the  amount  determined  by  local  tenants*  median  in- 
comes; 
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0  A  progressive  deed  transfer  tax  on  luxury  rental  uaits*-that  is, 
units  that  sell  for  more  than  a  specified  amount,  based  on  lo- 
cal market  characteristics;  and, 

0  A  similar  progressive  deed  transfer  tax  on  luxury  homes. 

B.  Fiaaaclog  Measaru 

1.  Stf  f  ring  Frivatf  Credit  Towards  Social  Hoasiag  Objectives 

In  tlie  short  run,  the  existing  credit  system  will  continue  to  be  a  major 
source  of  funds  for  all  forms  of  housing.  Some  interim  measures  are  there- 
fore  directed  at  providing  lower-cost  credit  within  the  present  framework. 
While  these  measures  will  in  fact  secure  some  additional  lowermost  funding, 
thr:*  do  not  necessarily  promote  the  social  bousing  objectives  of  the  overall 
program.  Since  they  are  directed  at  the  private  rental  housing  stock,  it  is 
important  to  tie  subsidies  to  continued  affordabiSity  of  subsidized  units. 
Ongoicg  control  of  rents  and  sales  prices  must  therefore  be  part  of  any  sub- 
sidy  program.  A  further  requirement  is  that  all  properties  which  receive 
subsidies  be  offered  for  purchase  to  the  social  housing  sector,  at  a  specified 
price,  after  a  designated  period.  The  priwc  mad  period  would  depend  on  the 
"depth"  of  the  subsidy. 

The  following  mechanisms  generally  entail  various  forms  of  subsidy 
within  the  private  credit  economy.  They  are  intended  to  "steer"  private  credit 
towards  social  housing  objectives  by  means  of  regulations,  incentives,  or 
disincentives,  including  the  following: 

0  The  Community  RtlBvtstratnt  Act  concep:  should  be  expanded 
and  strengthened  to  include  not  only  geographical  responsi- 
bility, but  also  an  affirmative  obligation  to  meet  the  housing 
needs  of  low-  and  moderate-income  and  minority  households, 
by  expanding  and  upgrading  the  housing  supply. 

o  Differential  taxes  can  be  imposed  on  private  credit  institu- 
tions, with  rate  differences  rewarding  socially-preferred  types 
of  lending.  Revenues  raised  by  such  taxes.can  be  Urgeted  for 
use  as  direct  grants  to  the  social  housing  sector.  . 

0  Loaa  setaslde  rtqulrtratntSy  according  to  which  lenders  are  re- 
quired to  invest  specified  amounts  (e.g.,  5-10  percent  of  assets) 
for  designated  social  housing  objectives. 

0  Differential  reserve  requirements  constitute  another  means  of 
steering  credit  allocation*  Under  this  approach,  special  reserve 
requirements  are.  imposed  for  mortgage  loans,  with  larger  re- 
serves for  higher-cost  mortgages.  Low-cost  mortgages  could  be 
exempted  altogether,  and  lenders  given  a  reserve  credit  for 
such  loans  as  well*  The  mortgage  reserve  balances  would  be 
invested  in  low-cost  housing.  To  the  extent  that  lenders  meet 
housing  targets,  the  differentials  would  be  reduced  or  elimi- 
nated. 
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0  Finally,  a  below-mark«t  Interest  rite  requirement  can  be  im* 
posed  on  lenders,  whereby  a  certain  percentage  of  loans  must 
.be  made  at  belowmar&et  rates  for  social  housing  purposes. 
This  will  result  in  an  internal  transfer  (cross-subsidy)  among 
borrowers,  whereby  recipients  of  low-interest  loans  would  be 
subsidized  by  other  borrowers*  This  approach  ("inciusionary 
banking")  is  similar  to  inclusionary  zoning,  whereby  develo- 
pers ire  required  to  price  a  targeted  percentage  of  units  for 
low-  or  moderate-income  occupants. 

Given  the  increasing  role  of  insurance  companies,  pension  funds,  and 
other  non-banking  institutions  as  a  source  of  housing  credit,  care  must  be 
taken  that  these  measures  do  not  disadvantage  traditional  lending  in- 
stitutions. The  legislation  which  creates  such  measures  must  apply  them 
equally  to  all  sources  of  credit,  and  carefully  monitor  the  results  to  insure 
that  the  private  credit  economy  is  not  destabilized. 

2«  Building  00  Existing  Goverameat  Programs 

There  are  a  number  of  federal  programs  which  could  be  modified  to 
provide  some  social  housing. 

0  In  any  federal  project  where  private  developers  receive  fund- 
ing, such  as  through  Urban  Development  Action  Grants 
(UDAGs),  social  housing.should  be  provided  as  a  part  of  the 
project 

0  Urban  redevelopment  programs  often  offer  the  potential  for 
public  acquisition  of  land  as  well  as  public  control  over  the 
development  process,  and  thus  could  be  used  to  facilitate  con- 
struction for  social  ownenihip,  if  the  programs  were  made  sub* 
ject  to  adequate  communVty  control. 

0  Replace  tax-exempt  bond  financing  with  expanded  direct  fi- 
nancing through  CBDG  and  UDAG  programs.  These  two  pro- 
grams, despite  their  limitations,  are  existing  mechanisms  by 
which  direct  disbursements  are  made  to  localities  from  the 
federal  Treasu'^y  for  public  purposes.  Such  financing,  when 
used  for  housing,  should  be  limited  to  social  housing. 
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October  5,  1987  • 


Honorable  Alan  Cranston,  Chairman 
Subcommittee  on  Housing 
and  Urban  Affairs 
United  States  Senate 
Dlrksen  Senate  Office  Bldg. 
Roora  SD-535 

Washington,  D.C.  20510 

Re:    Comments  on  National  Housing  Policy  for  1988  and  beyond 
Dear  Senator  Cranston: 

On  behalf  of  the  Legal  Aid  Foundation  of  Los  Angeles,  I  thank  you 
for  the  Invitation  of  the  Subconanlttee  on  Housing  and  Urban  Affairs 
to  provide  Input  Into  the  development  of  a  new  national  housing 
policy.  As  legal  advocates  and  representatives  of  low-Income 
homeowners,  tenants  and  homeless  families  and  Individuals,  we  could 
not  agree  more  with  the  sta tenant  In  your  letter  that  the  need  for 
decent  affordable  housing  has  never  been  more  urgent.  The  return  of 
an  affordable  housing  policy  to  the  place  It  deserves  on  the 
national  agenda.  I.e.,  as  a  foremost  national  priority  t^  which  the 
federal  government  Is  fully  committed.  Is  long  overdue  for  our 
clients. 

Due  to  the  magnitude  of  the  Issue,  the  short  time  in  which  to  pre- 
pare these  comments  and  the  Inherent  limits  on  our  expertise  (as 
lawyers  rather  than  policy  makers,  planners,  developers,  or 
economists  )r  we  are  unable  to  provide  the  committee  with  anything 
resembling  a  detailed  and  comprehensive  housing  policy  or  legis- 
lative proposal.  We  therefore  seek  to  accomplish  the  following 
three  things  by  our  comments: 

First,  as  representatives  of  those  who  suffer  the  greatest  as  a 
result  of  the  shortage  of  decent  affordable  housing  In  the  Los 
Angeles  area,  we  seek  to  comment  and  provide  Insight  on  the  cir- 
cumstances and  needs  of  the  Los  Angeles  and  Southern  California 
areas.  These  comments  are  Intended,  In  some  cases,  as  Illustrative 
of  nation-wide  needs  and.  In  others,  as  Informative  as  to  the 
specific  needs  of  Los  Angeles  anA  Southern  California. 

Secondly,  we  wish  to  state  what  we  feel  should  be  the  objectives  of 
a  new  federal  housing  policy  and  the  themes  or  principles  which 
should  guide  the  Subcommittee  and  Congress  in  enacting  legislation 
to  achieve  those  objectives.  Neither  the  objectives  nor  the  guiding 
principles  are  new  ideas.  They  have  been  cited  time  and  again  by 
other  housing  advocates  and  experts.     Their  adoption  as  a  part  of  a 
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comprehensive  federal  housing  policy,  however,  would  be  s  new  and 
major  step  toward  addresolug  the  nation's  housing  crisis. 

Plnslly,  we  offer  some  more  specific  suggestions  ss  to  programs 
within  each  of  the  identified  objectives,  elsborstlng  to  some  degree 
on  the  suggested  principles  described  herein. 

The  Clrctnastances  and  Housing  Needs  of  The  Los  Angeles  Area 

The  need  for  significantly  more  decent  affordable  housing  is  ss 
critical  In  Los  Angeles  as  anywhere  in  the  country.  The  U.S. 
Department  of  Housing  and  Urban  Dsvelopment  determined  Los  Angeles 
to  be  the  homeless  capital  of  the  country  in  1983,  estlmsting  the 
number  of  homeless  persons  in  Los  Angeles  to  be  in  the  neighborhood 
of  35,000.  ["Report  to  the  Secretsry  on  the  Homeless  Emergency 
Shelters,"  (1984)]  This  situstion  is  sttributsble  primarily  to  one 
thing:  the  lack  of  sffordable  housing  alternatives  for  those  with 
low  or  very  low  incomes.  Unless  their  is  e  dramatic  increase  in  the 
supply  of  housing  which  is  sf  fordsble  snd  available  to  the  poor,  the 
crisis  of  homelessness  will  not  Improve. 

LOS  Angeles  has  s  public  housing  program  that  is  Isrge  and  viable, 
but  which  has  suffered  from  poor  mensgement  and  s  lack  of  oppor- 
tunities for  tenent  involvement  in  msnsgement  and  the  decision- 
making processes  which  affect  the  chsrscter  and  quality  of  the 
housing.  Poor  msnagement,  combined  with  the  lack  of  sufficient 
c^uaernizstion  funds  and  operating  subsidies,  hsve  resulted  in 
excessively  high  vscsncics  snd  general  disrepair. 

In  addition  to  opersting  the  public  housing  progrsm,  the  City 
Housing  Authority  is  suthorized  to  issue  approximately  18,000 
Section  8  certificates  under  the  Section  8  Housing  Assistsnce 
Payments  Program.  The  demand  for  certificates  is  so  greet,  however, 
thst  the  City  msintsins  s  huge  wsiting  list  snd  only  accepts 
requests  for  applications  for  very  short  periods  of  time  every 
seversl  years.  During  the  psst  four  yesrs,  the  spplicstion  process 
was  only  open  one  time  for  s  period  of  three  dsys,  within  which  time 
the  suthority  received  13,000  telephone  requests  for  spplications. 
(Requests  by  msil  or  in  person  were  not  sccepted).  Combined  with 
those  already  on  the  waiting  list,  this  crasted  a  new  waiting  list 
of  st  least  23,000  families. 

Of  those  who  sre  fortunate  enough  to  obtain  section  8  csrtificstes, 
Isrge  numbers  are  still  unsble  to  find  housing  and  participate  in 
the  program.  Because  of  the  high  rents  in  Los  Angeles  and  the  lack 
of  adequate  code  enforcement,  it  is  extremely  difficult  for  certi- 
ficste  holders  to  locste  decent  quslified  housing  at  or  bolow  the 
section  8  fair  msrket  rents  within  the  60  or  120  period  sllowed. 
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There  are  also  numerous  factors  enco^iraglng  the  loss  of  affordable 
rental  units,  which  present  a  constant  and  growing  threat  to  those 
who  depend  upon  the  existence  of  affordable  housing  In  Los  Angeles. 
There  Is  a  history  of  Inadequate  code  compliance  and  a  practice  of 
"sltialordlsm"  by  many  landlords,  rendering  many  affordable  units 
beyond  repair  and  ultimately  subject  to  demolition.  The  Inflation 
land  values  has  been  the  cause  of  speculation  and  the  sale  of 
residential  properiy  for  commercial  purposes,  resulting  In  the  loss 
of  many  affordaole  units.  Local  seismic  safety  requirements  have 
resulted  in  the  demolition  of  a  number  of  older  apartment  buildings 
and  single  room  occupancy  (SRO)  hotels,  which  provide  a  large  part 
of  what  Ixttle  effordable  housing  is  still  left  for  very  low-income 
persons.  Unless  funds  are  made  evallable  for  rehabilitation  of  such 
"seismic  buildings"  and  other  buildings  currently  in  e  state  of 
disrepair,  many  more  are  destined  to  be  lost. 

The  loss  of  affordable  units  owned  by  low- Income  persons  is  equally 
threetened.  In  South  Central  Los  Angeles  and  Wetts,  occupied 
primarily  by  low-income  minority  families,  there  ere  large  nximbers 
of  single-family  homos,  owned  by  persons  of  reletlvely  low  Income, 
who  were  able  to  purchase  the  homes  some  forty  years  ago  with  the 
aid  of  FHA  an  VA  loans.  In  most  cases  the  mortgage  payments  on 
these  homes  are  considerably  less  that  the  rents  on  comparable  or 
lesser  rental  units.  During  the  past  fifteen  years  the  dramatic 
increase  in  property  values  in  southern  Calif omle  gave  rise  to 
numerous  schemes  by  which  speculators,  mortgage  loan  brokers,  lien- 
financed  consumer  lenders,  foreclosure  consults  and  persons  commonly 
referred  to  as  "equity  rip-off"  artists  have  caused  the  loss  these 
homes  by  their  original  owners.  The  resale  or  rental  of  the  homes 
is,  of  course,  at  much  higher  rates,  and  the  original  occupants  are 
forced  into  lesser  quality  more  expensive  rental  housing  or  are 
rendered  homeless. 

There  are  also  factors  making  it  impossible  to  build  affordable 
housing  within  the  Los  Angeles  areas  without  multiple  subsidies. 
These,  of  course.  Include  the  very  high  cost  of  land  in  most  of 
Southern  California,  and  the  high  cost  of  private  credit. 

Obviously,  not  ell  of  these  factors  or  characteristics  of  the 
housing  are  unique  to  the  Los  Angeles  area.  Many  of  them  ere,  in 
fact,  common  to  large  cities  throughout  the  country.  We  believe 
that  addressing  them  effectively  involves  the  development  of 
mechenlsms  which  seek  to  achieve  the  objectives  described  below, 
keeping  in  mind  the  principles  or  themes  suggested. 

Objectives  and  Principles  of  the  Federal  Homing  Policy 

The  principle  objectives  of  a  federal  housing  policy  which  will  move 
this  country  closer  to  the  goal  of  e  decent  house  for  every  American 
seem  self-evident.    They  are: 
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(1)  Preserving  the  existing  stock  of  affordable  housing; 

(2)  Increasing  the  housing  stock  available  to  the  poor;  and, 

(3)  prohibiting  the  dlsplacerr9nt  of  low-Income  families  and 
Individuals  from  affordable  housing. 

These  are  the  principles  Identified  by  Florence  Wagraan  Rolsman  In 
her  article,  "Legal  Strategies  for  Protecting  Low-Income  Housing, 
American  Housing  Crisis  What  Is  To  Be  Done,  1983,  Institute  for 
Policy  Studies.  Pursing  these  objectives  obviously  requires  a  major 
commitment  of  funds.  We  strongly  believe  that  the  federal  government 
must  develop  an  aggressive  legislative  policy  which  makes — a 
meaningful  commitment  of  such  funds.  It  Is  clear  that.  In  recent 
years,  state  and  local  government  and  private  organizations  such  as 
non-profit  community  development  corporations  and  limited  equity  co- 
ops have  done  much  more  than  In  the  past  toward  preserving  and 
producing  affordable  housing.  It  Is  equally  clenr,  however,  that 
they  cannot  be  effective  without  the  cooperation,  assistance  and 
support  of  the  federal  government.  Including  federal  financing  of 
past  and  future  housing  programs.  This  does  not  mean,  however,  that 
we  advocate  Indiscriminate  and  unlimited  spending  by  the  federal 
government  In  the  field  of  housing.  Certain  themes  or  principles 
should  serve  as  guidelines  In  the  development,  funding  and  Imple- 
mentation of  federal  housing  legislation.  These  Include  the 
following: 

1.  Priority  should  be  given  to  funding  non-profit  development 
and  operation  of  affordable  housing.  Reliance  on  profit 
Incentive  through  tax  credits  and  other  mechanisms  raises 
the  cost  of  producing  or  rehabilitating  housing  and 
Increases  the  risk  of  future  loss  of  units  due  to  the 
desire  to  maximize  profits. 

2.  Federal  funds  should  be  utilized  In  ways  that  encourage 
the  contribution  of  money  from  local  government  or  private 
entitles  for  housing,  or  which  support  other  already 
committed  or  available  financing  sources  so  that  the 
projects  to  which  they  are  committed  are  feasible. 
Consistent  with  this  theme,  there  are  a  variety  of 
potential  "Incentive"  programs  which  could  be  utilized  to 
entice  state  and  local  governments  to  contribute  more  to 
the  financing  of  affordable  housing. 

3.  Programs  should  be  designed  In  such  a  way  as  to  be 
actually  affordable  to  those  Intended  to  benefit.  Rents 
should  be  based  upon  actual  ability  to  pay  after  the  cost 
of  other  necessities  are  considered,  rather  than  percen- 
tages of  Income.    Consideration  should  be  given  to 
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adtoptlon  of  Professor  Michael  Stone's  theory  of  "maximum 
affordable  shelter  costs"  as  a  basis  for  setting  rents  In 
public  and  subsidized  housing. 

4.  Funds  should  be  targeted  to  benefit  those  most  in  need, 
i.e.,  priority  should  be  given  to  programs  which  will 
serve  lower-income  and  very  low  Income  families  and 
individuals. 

5.  Funds  should  be  utilized  in  cost-effective  ways.  Direct 
financing  of  low-income  housing,  for  example,  is  pre- 
ferable to  indiroct  financing  through  tax  credits  and 
other  market  incentives.  Manufactured  and  modular  housing 
may  also  be  a  way  to  provide  housing  in  a  cost-effective 
manner  so  long  as  quality  is  assured. 

The  following  section  consists  of  more  specific  suggestions  for 
improving  existing  programs  or  designing  new  ones  based  upon  the 
above -de scribed  objectives  and  themes.  In  some  cases  the  sugges- 
tions are  merely  stated  without  elaboration,  while  others  may 
Include  both  discussion  of  the  problem  and  the  specific  proposal  for 
addressing  it. 

Objactiva  1;      Preserving  Existing  Affordable  Housing 

(1)    Public  Housing 

This  is  by  far  the  largest  federal  housing  program  and, 
despite  its  reputation,  a  successful  one.  It  provides 
affordable  housing  for  a  very  large  nm&bor  of  the  nation's 
poor,  and  is  both  more  affordable  and  less  expensive  than 
federally  subsidized  but  privately  owned  housing.  Many  of 
these  t*nlts  in  Los  Angeles  and  elsewhere,  however,  are  in 
a  rtazG  of  serious  disrepair.  There  is  an  immediate  need 
^or  modernization  and  operating  subsidy  funds  to  rehab  11 1<~ 
tate  existing  units  and  avoid  their  sale  to  the  private 
market,  conversion,  and/or  demolition.  Many  of  the 
problems  associated  with  public  housing  stem  from  poor 
management  and  the  lack  of  tenant  Involvement  in  the 
operation  of  the  projects.  Tenant  management  and  involve- 
ment in  the  operation  of  public  housing  should  be 
encouraged. 

<2)    Subsidized  Units    [Sections  221(d)(3),  236,  and  202] 

Mechanisms  must  be  developed  for  the  avoidance  of  the 
expiration  or  pre-payment  of  mortgages  and  the  resulting 
loss  of  the  corresponding  low- Income  commitments. 
Congress  should  oxplore  theories  and  mechanisms  by  which 
in  can  require  or  encourage  private  owners  of  subsidized 
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housing  to  retain  the  low-Income  nature  of  the  housing. 
This  i^Lght  Include  sale  of  the  buildings  to  non-Py©"* 
organizations  who  would  then  receive  operating  subsidies 
to  continue  operating  the  projects  as  low-Income  projects. 

(3)    Federally  Owned  Units 

Foreclosures  on  HUD,  FHA  and  VA  financed  or  subsidized 
single-family  and  multl-farally  units  have  resulted  In  a 
large  Inventory  of  low-Income  housing  units  owned  by  the 
fedlral  govert^ent.  It  Is  essential  that  Congress  take 
steps  to  preserve  the  existence  of  these  units  and  their 
low-Income  character.      Such  steps  might  Include; 

(a)  Restrictions  on  the  disposition  of  such  units  by  HUD 
and  the  other  agencies  such  as  requiring  that  the 
units  retain  their  low-Income  character  upon 
O^.sposltlon; 

(b)  Legislative  mandates  requiring  that  HUD  and  ths  other 
agencies  limit  the  number  of  permissible  vacancies  in 
government  owned  units  and  maintain  the  condition  of 
such  units; 

(c)  Greater  acceptance  by  federal  agencies  of  "occupied 
delivery"  of  FHA  and  VA  insured  foreclosed 
properties; 

(d)  Signif.\cant  strengthening  of  the  HUD  assignment/TMAP 
(Temporary  Mortgage  Assistance  Payments  Program)  and 
the  veterans'  Administration  Refunding  P^«>9^^'^*^J 
of  which  were  designed  to  assist  homeowners  with  FHA 
or  VA  'nsured  loans  to  avoid  foreclosure  and  prsvent 
the  loss  of  their  homes.  Nationally,  the  ^'f 
foreclosure  on  FHA  and  VA  loans  is  nearly  double  that 
on  conventional  loans.  Savings  Institutions  Source- 
book 87,  United  States  League  of  Savings  Institu- 
tions.  As  evidenced  by  the  extensive  litigation  in 
Farrell  v>  H.U>D.,  the  Department  of  Housing  and 
Urban  Development  has  steadfastly  refused  to 
implemont  the  FHA  aosignaent  program  in  a  manner  that 
actually  assists  low-income  homeowners  and  prevents 
foreclosure.  The  Record  of  the  Veterans  Administra- 
tion is  sven  worae.  See,  Rank  v.  Ninmio.  Given  the 
record  of  these  agencies,  serious  study  should  bs 
given  to  a  program  which  would  fund  a  non-profit 
agency  or  agencies  to  accomplish  ths  original 
purposes  of  ths  assignmsnt  and  refunding  programs. 
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(g)    Establishment  of  restrictions  on  the  use  of  funds 

that  beconio  av.illable  to  the  sgency  as  the  result  of 
the  disposition  of  government  owned  property.  An 
account  separate  fron  the  general  fund  might  be 
established  for  this  purpose,  the  sole  use  of  which 
would  bo  the  financing  of  housing  to  replace  the  lost 
units,  with  minimum  affordabllity  requirements. 

(4)    Private  Units 

(a)  Without  intervention,  many  of  the  units  on  the 
private  market  that  are  currently  affordable  will  bo 
demolished  or  be  loot  to  low-income  families  by 
private  rohabliltatlon  and  pass- through  rent 
increases.  This  Includes  older  buildings  which  are 
viable  but  in  a  state  of  disrepair,  as  well  as 
buildings  which  are  subject  to  seismic  safety 
enforcement  that  is  prohibitively  expensive. 
Finsncing  mechanisms  should  be  developed  and  made 
aval7.able  to  non-profit  agencies  and  owners  for  the 
purpose  of  rehabilitating  dilapidated  and  seismic 
buildings  without  a  pass-through  to  present  and 
future  tenants.  Such  mechanisms  shculd  restrict  or 
prohibit  rent  increases  following  rehabilitation. 

(b)  Federal  assistance  or  financing  to  non-profit 
agencies  should  be  made  for  the  purpose  of  engaging 
in  single- family  foreclosure  assistance  and  for  the 
purpose  of  acquiring  foreclosed  properties  and 
reselling  those  properties  on  a  non-profit  basis  to 
those  families  who  lost  them  or  to  other  low-incomo 
families. 

(c)  Federal  incentives  should  bo  developed  and  imple- 
mented to  encourage  local  governments  to  engage  in 
strict  code  enforcement  and  to  adopt  anti-demolition 
and  replacement  housing  measures.  "hiese  night  take 
the  form  of  direct  incentives  cuch  as  the  withholding 
of  desired  federal  funds  ^or  those  Jurisdictions 
which  fall  to  enact  such  r^asures. 
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Oblectlvo  No>  2;       Increasing  the  Supply  of  Existing  Affordable 
Housing  Available  to  the  Poor 

The  existing  housing  stock  in  most  major  cities.  Including 
Los  Angeleo,  Is  Insufficient  to  house  everyone,  even  If  It  was. 
available  to  low-Income  people.  It  Is  therefore  obvious  that 
production  programs  must  be  developed  In  order  to  alleviate  the 
housing  crises.  The  federal  government  must  renew  Its  commitment  to 
producing  new  affordable  housing,  which  It  has  abandoned  In  the 
recent  pasti  In  so  doing.  It  will  Join  local  and  state  govemmento 
In  their  continuing  efforts  to  produce  more  affordable  housing.  In 
keeping  with  the  foregoing  themes,  the  federal  housing  policy 
should: 

(1)  Enlarge  the  public  housing  Inventory  - 

Improvement  In  the  design  and  management  of  new  projects 
and  providing  opportunities  for  tenant  management  are 
necessary  to  remove  the  stigma  attached  to  this  pi"ograra 
and  Improve  the  quality  of  the  housing  provided.  The 
program  Is  clearly  one  of  the  most  cost  effective  ways  of 
producing  new  low-Income  housing,  however,  and  should  not 
be  abandoned. 

(2)  Give  full  priority  to  the  funding  of  projects  undertaken 
5y~and  managed  by  non- prof Its  and  limited  equity  co-ops  - 

Utilizing  non-profits  and  limited  equity  co-ops  eliminate 
the  Initial  and  continuing  expense  caused  by  building 
profit  margins  Into  the  financing  and  operation  of 
affordable  housing.  In  this  regard,  we  support  the 
suggestions  put  forth  by  the  National  low-lncomo  Housing 
Coalition  In  their  Community-based  Housing  Supply  Program. 

(3)  Create  Incentives  for  the  Infusion  of  private  limited  or 
non-profit  capital  - 

Research  Is  necessary  to  develop  mechanisms  for  getting 
other  sources  of  capital  Into  housing.  One  mechanism 
worth  exploring,  for  example.  Is  federal  guarantees  for 
the  Investment  of  private  pension  funds  In  housing. 

(4)  Fund   alternative   and  cost-effective   housing  production 
techniques  - 

Housing  production  techniques  have  remained  essentially 
unchanged  for  several  decades,  with  the  exception  of  a 
limited  Incursion  of  manufactured  housing  techniques  In 
the  single-family  market .  Current  data  suggests  that 
manufactured  housing  technologies  can  produce  housing  at 
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about  half  tha  cost  por  equare  foot  of  traditional 
tochnologios  at  tho  oingie-faaily  scala.  Vary  littlo, 
howevor,  has  been  done  in  utilizing  this  technology  to 
produce  BUlti-family  housing,  which  is  assential  in  urban 
markets  because  of  land  costo.  The  federal  govamaent 
should  invest  Research  and  development  dollars  toward 
developing  workable  models  of  applying  nanuf actur«id 
housing  and  other  alternative  technologies  to  multi-unit 
urban  housing. 

StrenqthenincT  fair  housing  laws  to  make  more  housing 
available  to  low-income  - 

Because  families  with  children  experience  discrimination 
in  housing  low-income  families  with  children  have  their 
housing  opportunities  doubly  restricted.  In  addition, 
since  a  high  i>ercantage  of  poor  people  are  children,  such 
discrimination  falls  disproportionately  on  the  poor.  The 
Fair  Housing  Act  ohould  be  amended  to  include  families 
with  children  among  tho  classes  of  persons  protected. 
Federal  Fair  Housing  law  should  also  bo  strengthened  by 
enactment  of  pending  legislation  sponsored  by  Senator 
Kennedy,  which  would  establish  Administrative  Law  Judger 
for  individual  discrimination  cases,  and  by  establishing 
minimum  statutory  damages. 


Objective  No.  3t        Preventing  displaceaent  of  lou-inco)ae  foailies 
and  individuals  from  affordable  housing. 

Aside  from  tho  hardship  imposed  on  poor  families  and  individuals  b^ 
displacemont  from  their  residences,  displacement  is  either  caused  by 
or  results  in  speculation  and  the  eventual  rise  in  the  cost  of  the 
housing,  whether  by  resale  or  by  rental  increases  paid  by  now 
tenants.  It  is  important,  therefore  to  severely  limit  tho  amount  of 
displacement  that  occurs.  A  considered  federal  housing  policy  can 
seok  to  accomplish  this  both  by  prohibiting  or  restricting  dis- 
placement resulting  from  its  own  programs  and  by  creating  die- 
incontivos  for  displacomont  resulting  from  local  activity. 

(1)    Displacement  caused  by  Cocamunity  Development  Block  Crent 


activities  - 

Last  year  tho  subcommittee  considered  and  rejected 
amendments  to  tho  law  that  would  provide  strong  anti- 
displacement  protections*  These  provisions  should  be 
reconsidered  and  approved. 
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(2)    Dloplaceinent  cauoed  by  Federal  activities  generally  - 

The  Uniform  Relocation  Act  (URA),  tha  prlnary  federal 
antl-dloplacement  and  relocation  legislation  Is  presently 
not  within  the  Jurisdiction  of  the  Senate  Subcooaalttee  on 
Housing  end  Urban  Affairs,  or  the  full  Senate  Cocaaltteo  ^n 
Banking,  Housing  and  Urb&n  Affairs.  Although  hlotorlcaxly 
It  nay  have  cade  good  aense  to  have  other  cocmlttees 
legislate  federal  relocation  programs  because  highway 
construction  and  other  non-housing  prograno  caueed  signi- 
ficant displacement,  housing  construction  and  cooaunlty 
developnent  are  probably  the  prlnary  cause's  of  displace- 
ment today.  Federal  relocation  legislation  should  be 
within  the  Jurisdiction  of  the  coasalttees  which  have  as  a 
top  priority,  antl-dlsplacement  and  relocation  legisla- 
tion. The  lack  of  such  legislation  only  exacerbates  the 
present  housing  crisis. 

In  terms  of  specific  recomxaendatlons  In  the  area  of 
federal  relocation,  we  support  the  enendaents  to  the  URA 
which  Hera  passed  In  April  1987.  Significant  protections 
for  lOM  Income  dlsplacees  have  been  Included  In  these 
amendaen-a  and  It  Is  Important  that  these  changes  not  be 
ollalnated  or  undercut  by  the  lead  agency,  the  Department 
of  Transportation  (DOT),  HUD  or  0MB.  The  amendments  do 
not  become  effective  until  DOT  Issues  regulations  or  two 
years  from  the  date  of  Congress'  passage  of  the  amend- 
ments. We  support  the  timely  Implementation  of  these 
amendments. 

There  are  several  areas  where  the  URA  could  be 
strengthened  even  further.  Our  recommendations  are  as 
follows: 

(a)  The  URA  ahould  cover  displacement  resulting  from 
federally  assisted  code  enforcenent  ectlvltles. 

(b)  The  financial  assistance  should  be  Increesed  to 
adequately  compensate  the  dlsplacee. 

(c)  A  prior  written  relocation  plan  should  be 
required  for  all  displacement  covered  by  the 
URA. 

(3)    Private  dlaolacement 

As  Indicated  previously,  federal  funding  for  rehabi- 
litation of  private  dilapidated  housing,  with  limits  on 
rental  Increases,  will  help  avoid  displacement  ceu^ed  by 
demolition  or  private  rehabilitation. 
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In  addition,  fodoral  efforts  xn  this  area  alght  sske  use 
of  Incentives  for  encouraging  local  antl-dl&plac^mont 
Boasuros.  Desirable  federal  funds  such  as  UDAG  end  CDBG 
funds,  for  example,  sight  be  tied  to  the  jtactoent  of 
strong  antl-dlsplaceaent  laws  and  relocation  requirements 
which  apply  to  all  dlsplaconent  causing  activity. 


Funding  for  federal  financing  of  low-lnco«w>  housing  prograns 

Many  of  the  above-described  suggestions  require  major  cocaraltoents  of 
federal  funds.  This  Is  to  bo  expected.  There  Is  no  magical  way  to 
produce  affordable  housing  without  a  comaltment  of  capital.  Xf  the 
Congress  Is  cofaalttod  to  the  goal  of  defeating  the  housing  crisis. 
It  must  make  that  cocualtment  elong  with  state  and  local  legislative 
bodies.  In  making  budgetary  decisions,  the  Congress  should  consider 
housing  among  Its  foremost  priorities. 

We  obviously  cannot  here  engage  in  a  detailed  enalysls  of  the 
federal  budget  and  Identify  areas  In  which  funds  can  be  made 
avellable  for  the  production  and  preservation  of  low- Income  housing. 
Wo  suggest,  however,  that  one  souxce  to  which  Congress  look  Is  the 
expenditures  it  already  makes  for  housing  in  the  form  of  tax 
subsidies  for  homeowner ship.  Sae  Statement  of  Cushlng  Dolbeare, 
President,  National  Low  income  Housing  Coalition,  before  Committee 
on  Finance,  United  States  Senate,  Hay  18,  1981* 

While  an  estimated  50,000  LA  residents  are  forced  to  live  in 
gareges,  and  anothei  35,000  are  estimated  to  bo  homeless  at  any  one 
time,  the  federal  government  continues  to  subsidize  extravagant 
housing  expenditures  by  the  very  rich.    Wo  have  two  suggestions: 

(1)  That  Congress  revisit  the  mortgage  Interest  deduction  on 
second  homes*  or  at  least  on  second  homes  with  e  market 
value  abovo  a  certain  Halt;  and, 

(2)  That  the  federal  government  either  impose,  or  encoursge 
states  to  impose,  transfer  taxes  on  luxury  housing.  The 
proceeds  of  these  funding  mechanism  should  be  targeted 
toward  the  homeless  and  very  low  income  persons. 

We  hope  the  Congress  considers  theso  and  other  mechanisms  for 
financing  housing  programs  which  attempt  to  achieve  the  objectives 
stated  herein  and  are  consistent  with  the  principles  we  have 
suggested* 
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Thank  vou  again  for  your  solicitation  of  our  Input.    We  look  forward 
?o  the  opportunity  to  participate  further  in  this  process  and 
sincerely  hope  that  It  results  In  the  enactoent  of  legislation  whi^ 
begins  once  again  moving  the  country  towards  realizing  the  goal  of  a 
decent  home  for  every  person. 


Housing  Law  Unit 
Legal  Aid  Foundation  of 
Los  Angeles 


MTJ:klms 
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LEGAL  AID  FOUNDATION  OF  LOS  ANGELES 

HOUSING      LAW  UNIT 

1544  WEST  eTM  STREET.  SUiTt  A  .  LOS  ANGELES,  CALIFORNIA  9COI7  .  <2 1 31  387-9038 

October  14,  1987 


Honorable  Alan  Cranston,  Chainnan 
Subcotnalttee  on  Housing  &  Urban  Affairs 
United  States  Senate 

Dirksen  Senate  Office  Bldg.,  Roon  SD-535 
Washington,  D.C.  20510 

Rg:    Corrections  to  Letter  of  October  5,  i987 
Dear  Senator  Crenston; 

On  October  5,    i987,   we  forwarded  a  letter  to  the  office  <-h« 

^quelt't^'Tn^'ut  V"  "^""A",^  "'^^  "^^^'^  ^"^^^^  in  res^se  to  ^ut 
request  for  input  on  possible  a  proposed  federal  housing  leaisla- 

«i  ^r?^  ^  federal  cases  were  rlfe^ed  ?o 

?Lporaw"Mortara«'A"  Pertaining  to  the  HuS'Iss?^^?^nS 

for  those  cases  were  omitted.    Those  citations  are  as  folloSs: 

Ferrell  y.  pierce.  560  F.Supp.  1344  (n.D.    111  i  /iqht^ 
(amended  by  unpublished  order  to  July  ll    1985)  iff^d!  7« 

oTLi-g" 

cases  rejected  due  to  the  two-month  rule). 

Rank  V.  Cleland,  460  F.  Supp.  920  (CD.  cal.  1979),  rev'd 

^T^ni^'t*  (1982).      (Finding  that  horaeownerTlTavnjo 

ref^nd4n«  ^""^  J'.^'k^^^  t«  implement,  the 

refunding  program  which  would  provide  foreclosure  relief). 

TT^It^  VL^^r.  ""^^  o^ifinally  filed  as  Brown  v.  Lvnn.  385  F.Supp. 
seLent  1  j;t».\^''n ^^"^ Supp.  559  (l975)  The  sSbl 
sequent  litigation  cited  above  concerned  changes  in  the  assian^Ani- 
program  by  HUD  following  settlement  of  the  case.  assign:3ent 
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Honorable  Alan  Cranston,  Chairxaan 
Subcosml-ttee  on  Housing  &  Urban  Affairs 
United  States  Senate 

Re:    Corrections  to  Letter  of  October  5,  1987 
October  14,  1987 
Page  two 

Please  accept  roy  apologies  for  the  omission  of  this  Information  from 
the  original  letter. 

I  would  also  like  to  request  that  you  Include  this  office  on  the 
list  of  those  persons  and  agencies  who  receive  a  copy  of  the  pub- 
lication containing  the  assembled  suggestions  of  the  various  or- 
ganizations from  which  you  have  sought  input.  Please  let  mo  know  if 
there  is  any  cost  for  receiving  that  publication. 


MTJ:kims 
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October  5,  1987 


Senator  Alan  Cranston 
Senator  Alfonse  M.  D'Aaato 
United  states  senate 
Conaittee  on  Banking,  Housing 

and  Urban  Affairs 
SubcoBsmittee  on  Housing  and  Urban  Affairs 
Dirksen  senate  Office  Building 
SD-535 

Washington,  d.C.  20510 

Dear  senators  Cranston  and  D'Amato: 

Thank  you  for  your  let\  x  of  July  20,  1987,  in  which  you 
invite  our  help  in  developing  an  effective,  new  framework 
for  national  housing  policy.    As  a  Beober  of  the  Housing  Policy 
Task  Force  chaired  by  James  Rouse  and  David  Kaxwell,  I  will  be 
participating  in  this  effort.    However,  we  think  it  is  important 
to  express  our  views,  for  the  record,  in  response  to  your  written 


The  3:x>cal  Initiatives  support  Corporation  (LZSC)  is  a 
national,  nonprofit  lending  and  grant-making  organization  founded 
in  1980  to  marshal  private  sector  financial  and  technical 
resources  for  housing  and  commercial  development  in  distressed 
communities,    with  total  capital  resources  of  about  §140  million 
^7  ^®w®  major  corporations  and  foundations 

LXSC  has  supported  several  hundred  nonprofit  community  develop- 
ment corporations  (-CDCS")  nationwide  in  the  construction  or 
rehabilitation  of  acre  than  11,000  units  of  affordable  housing 
and  3.3  million  square  feet  of  comaercial  aiid  industrial  space. 
These  production  levels  have  been  achieved  over  the  past  seven 
years  with  little  or  no  direct  federal  government  support. 

During  this  period  of  federal  government  withdrawal,  a  new 
delivery  system  for  the  production  and  preservation  of  low-income 
housing  has  started  to  emerge.    Perhaps  the  most  promising 
approaches  involve  the  establishment  of  local  public/  private/ 
community  partnerships.    These  partnerships  assemble  a  range  of 
financial  and  technical  support  resources  to  enable  CDCs  to 
produce  and  preserve  low-income  housing.    As  part  of  these 
partnerships:    CDCs  act  as  project  developers,  often  in  concert 
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with  for-profit  builders;  private  lenders  provide  Mrket-rate 
loans;  state  and  local  govemiaents  provide  long-tern  subsidies; 
private  corporations  sake  ttoc-advantaged  investnents;  and 
nonprofit  intensediaries  attract  foundation  and  corporate 
donations  and  provide  seed  capital  and  technical  assistance* 

These  new  partnerships  have  demonstrated  significemt 
progress  toward  producing  low-income  housing  at  meaningful 
levels,  but  they  are  constrained  by  the  resources  at  their 
disposal.    Active  federal  leadership  and  financial  support  are 
essential  if  these  initiatives  are  to  succeed  on  a  broader  scale* 


Bunriincf  Blocks  for  a  New  Federal  Housing  Policy 

We  wholeheartedly  agree  that  it  is  time  to  move  housing 
back  up  on  the  national  agenda,  and  that  a  fresh  new  framework 
should  be  developed.    It  is  clear  to  us  that  the  federal  govern- 
ment should  not  return  to  past  policies  that  have  been  criticized 
for  involving  massive  and  inefficient  deep  subsidies  and  only 
loose  targeting  of  assistanctd  to  those  in  greatest  need. 
Furthermore,  given  ongoing  budget  deficits,  the  federal  govern- 
ment cemnot  be  the  only  actor  in  addressing  the  nation's  housing 
needs.    Highly  targeted,  modest  investments  by  the  federal 
government  can  leverage  substantial  private,  charitable,  city  and 
state  participation.    In  sum,  the  federal  government  should  be 
one  of  several  partners,  acting  as  catalyst,  risk-taker,  and 
subsidy  provider. 

We  believe  that  the  following  principles  should  guide  the 
development  of  new  feder'^.l  housing  initiatives: 

o      Federal  policy  should  encourage  partnerships  among  the 

federal,  state  and  local  governments,  CDCs,  and  the  private 
sector* 

Federal  policy  should  stimulate  housing  investments  by 
other  partners. 

The  use  of  nonprofit  financing  and  technical  assistance 
intermediaries  should  be  encouraged. 

Federal  policy  should  encourage  the  leveraging  of  new 
dollars,  and  not  replace  existii^g  spending. 

o      Housing  should  be  closely  lJls:^cd  with  oommunity  development. 

The  effect  of  housing  develcpaent  on  distressed 
comnunities  is  substantial,  especi&lly  when  undertaken 
as  part  of  a  comprehensive  community  development 
strategy. 
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Neighborhood  stability  is  ii^rtant  to  the  preservation 
of  lov^incoae  housing  —  i^ether  the  housing  is 
federally  assisted  or  not* 

Involving  coanunity  resident*  —  especially  through 
CDCs  and  other  nonprofit  housing  developers  —  is 
essential  to  achieving  this  linJcage. 

Hoseovnership  increases  residents'  steUce  in  their 
coanunities*    The  opportunity  to  ovn  an  affordable 
hone  should  be  provided  to  lov-incoae  feu&ilies* 

Polio;  should  recognise  and  respond  to  the  different  housing 
needs  of  various  conranities* 

Lcv-incoae  housing  needs  differ  froa  city  to  city. 
For  exanple,  in  cities  like  New  York  and  Boston, 
housing  supply  shortages  and  af fordability  even  for 
aoderate-incoae  households  are  critical  problems;  in 
cities  like  Cleveland  and  Baltinore,  deterioration  of 
existing  single  family  houses  is  a  greater  concern. 

Different  neighborhoods  within  a  given  city  vary. 

Federal  policies  should  not  iapose  a  single  rigid  view 
of  local  housing  needs.    Rather,  programs  should  offer 
flexible  tools  that  can  work  under  different  aarket 
conditions  to  aeet  the  needs  of  low*incoae  people  v  .4 
coaaunities.    Project  ftinding  decisions  should  be  aade 
at  the  state  and  local  levels,  not  by  the  federal 
government. 

Federal  policy  should  encourage  a  ran^e  of  local 
initiatives. 

There  is  no  single  solution  to  low-incoaa  housing 
problems;  instead,  there  are  literally  hvmdreds  of 
solutions . 

Local  initiatives  have  been  the  source  of  numerous 
successful  housing  efforts  over  the  past  several  years, 
especially  since  relatively  inflexible  federal 
programs,  such  as  Section  8,  have  been  curtailed. 

It  would  be  wasteful  not  to  harness  local  creativity, 
energy,  and  financial  resources. 

Local  initiatives  have  iaportant  research  and  develop- 
ment value;  they  are  a  cost-effective  way  to  test  new 
prograa  ideas. 
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o       XiOv-inooHS  houcing  opportunities  created  under  federal 
prograas  should  be  sustainable  over  the  long  term. 


Previous  federal  programs  often  did  little  to  encourage 
quality  construction,  soiind  management,  and  long-term 
low^income  use. 

CDCs  and  other  nonprofit  sponsors,  limited  eqpiity 
cooperatives,  mutual  housing  associations,  and  other 
public  purpose  organizations  committed  to  providing 
long-tern  low-income  housing  opportiinities  should  be 
utilized  to  the  greatest  extent  possible. 

Residents  should  participate  and  have  a  long-tera 
interest  in  the  housing  they  occupy. 

Profit-motivated  sponsors  should  be  encouraged  to 
transfer  ovmership  of  housing  to  public  purpose 
ownership. 


o      Federal  programs  should  be  made  as  sost- efficient  as 
possible  in  terms  of  the  cost  per  lov-income  unit. 


It  should  be  acknowledged  that  some  earlier  federal 
housing  programs  were  too  costly,  and  that  this 
inefficiency  undermined  public  support  for  these 
programs . 

Federal  assistance  amounts  should  be  limited  based  on 
the  number  cf  low-income  households  served. 

Subsidies  should  be  repayable  when  low-income  use  is 
discontinued. 


LISC  is  currently  formulating  specific  legislative  proposals 
that  will  build  upon  these  basic  principles.    I  will  be  present- 
ing these  proposals  to  the  Housing  Task  Force  and  the  Subcom- 
mittee in  the  coming  weeks. 

We  thank  you  for  the  opportunity  to  participate  in  this 
very  important -effort. 


sincerely. 


ERIC 
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National  Association  of  Regional  Councils 
Issues  Paper— Housing 

Background; 

Housing  is  and  will  continue  to  be  a  high  priority  issue  for  the  entire 
country  into  the  1990s.  Major  revisions  in  national  housing  policies 
are  currently  being  considered  in  Congress,  by  the  p»Mvate  sector 
through  a  national  forum,  and  in  many  state  and  local  goveraiients. 
Decisions  will  be  made  and  will  go  into  effect  early  into  the  next 
Presidential  administration, 

Reconmended  Policy  Positions: 

Most  issues  surrounding  the  pro/ision  of  housing  for  the  elderly  and 
low  income  individuals  as  well  as  affordability  for  mi M ions  of  middle 
income  families  are  regional  in  scope,  i.e.  they  transend 
jurisdictional  lines  and  are  based  on  markets  that  are  larger  than  a 
city  or  county  but  smaller  than  a  state.   Housing  and  community 
development  policy  in  the  1990s  should  recognize  this  regional 
dimension. 

Decent,  safe  and  sanitary  housing  is  a  basic  human  need.   Although  tnt. 
bulk  of  housing  for  all  income  levels  has  been  provided  by  the  private 
sector,  continued  federal  assistance  is  necessary  to  produce  housing 
for  low  and  moderate  income  persons.   A  realistic  level  of  federal 
assistance  is  esseatial  if  the  nation  is  to  meet  its  commitment  to 
ensure  equal  opportunity  and  access  to  housing.   Cutbacks  in  the  public 
housing  maintenance  programs  have  the  potential  of  reducing  available 
housing  stock  and  increasing  the  financial  burdens  of  local  governments 
and  public  and  non-profit  housing  authorities. 

The  solution  to  many  housing  problems  demands  a  regional  perspective. 
Har.y  local  governments  are  working  together  to  improve  affordable 
housing  opportunities  for  people  of  moderate  incomes,  particularly 
first  time  buyers.   On  behalf  of  member  local  governments,  regional 
councils  have  undertaken  comprehensive  studies  to  determine  how  local 
regulatory  processes  (zoning,  subdivision  standards,  codes)  can  be 
reformed  to  reduce  costs.   The  following  recommendations  should  be 
implemented: 

(a)  HUD  should  recognize  and  administer  its  programs  on  the  basis 
tHat  housing  market  areas  transcend  individual  jurisdictional 
boundaries. 

(b)  The  Congress  and  HUD  should  provide  for  supplemental,  bonus 
housing  units  in  regions  willing  to  undertake  areawide 
housing  programs. 

Access  for  Low  and  Moderate  Income  Households 

The  federal  government  also  has  a  significant  legal  responsibility  to 
ensure  equal  opportunity  and  access  to  housing  for  all,  especially  for 
low  and  moderate  income  persons.   Recommendations  include: 
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(a)  Rehabilitation  of  existing  housing  represent*  the  most  produc- 
tive means  of  providing  future  low  Income  housing  needs  while 
preserving  neighborhoods.   NARC  recognizes  the  need  for 
additional  new  housing  units,  particularly  In  growing 
coiTHTJunltles  where  housing  supplies  are  short. 

(b)  Priority  should  be  placed  on  lowest  Income  households  In 
housing  assistance  programs. 

(c)  Federal  Incentives,  such  as  comnunlty  development  funds 
should  be  made  available  to  regional  2nd  local  governments  to 
assist  the  federal  government  In  housing  low  Income  people. 

(d)  A  housing  voucher  system  should  be  allocated  on  an  area 
housing  market  or  substate  regional  basis  and  should 
encourage  new  production  where  housing  supplies  are  short. 

(e)  The  federal  government  should  encourage  corporate  social 
responses  to  meeting  local  and  regional  housing  needs. 


ERIC 
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HOUSING  AS  THOUGH  FBOFLE  HATTSRSDt 
EOLICIBS  FOR  THK  1990« 


Frop«r«d  Byt 

Barbara  Mlll«r,  Frogr^a  Managor,  Building  Tochnology  Frogn 

National  Contor  for  Appropriate  Tochcology 
815  15th  St.,  N.V..  Sulto  938 
Washington,  DC  20005 


Oct.  1,  1987 


Fraparod  Fori 
Subccsxalttea  on  Housing  and  Urban  Affairs 
U.S.  Senato 
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INTRODUCTIOH 

A  crUU  in  housing  coit,  afflclency  «nd  tvtilability  h««  d«velopid  In  th« 
UnlUd  St«U«  in  th«  last  15  y««rt.    In  addition,  the  houaing  of  tho  past  is 
not  moating  the  noads  of  the  proaont.    Housing  appropriate  to  today's  familiaa, 
including  ainglo  parent,  elderly,  blended  fAmiliea  and  singles,  ia  not  being 
developed.    Instead,  the  laodels  of  the  poat-var  period  continue  to  docainat«  the 
development  of  cocaounities  and  urban  areaa,  deapits  the  costs  to  individuals 
and  society. 

During  the  same  period,  the  federally  supported  system  of  public^  and  aubsidized 
houaing  has  run  into  difficulties  and  soaring  costs.    In  many  areas,  low-income 
Aaericana  are  facing  extreme  hardship  due  to  lack  of  affordable,  adequate 
shelter,  and  honelessness  is  increasing  in  aany  cosocsunities. 

The  housing  crisis  isn't  limited  to  the  low-incone.    Rapid  increases  in  the 
coats  of  construction,  energy  and  property  taxes  have  made  renting  or 
purchasing  an  affordable  and  desirable  home  difficult  for  those  of  aoderate 
income,  as  veil. 

The  apeculativs  and  decentralized  nature  of  the  housing  industry  has  made  for 
difficulty  in  Improving  the  energy  efficiency,  quality,  af f ordability  and 
consunity  appropriateness  of  today'a  housing.    New  developments  often  add 
inordinate  fiscal  burdens  to  local  cooeBunities  through  unaffordable 
infrastructure  costs.    Tet,  the  federal  tax  atructure  generally  discourages  the 
maintenance  of  rental  property  for  low-  and  moderate-income  families,  and 
landlords  are  prompted  to  abandon  rental  shelter  at  rate  estimated  to  be 
600,000  -  600,000  units  per  year. 

Due  to  the  fact  that  no  coordinated  network  of  housing  assistance  services  is 
available,  it  is  difficult  to  even  gather  the  reievant  information  about  the 
scope  of  the  current  housing  crisis.    For  many  years,  the  nation  has  been 
without  a  cohesive,  well-developed  housing  policy.    In  recent  years,  the 
federal  role  in  housing  has  been  shrinking,  and  this  had  led  to  confusion  and 
further  acceleration  of  the  aforementioned  problems. 

However,  the  current  housing  crisis  affords  many  opportunities  to  improve  the 
lives  and  coasnunities  of  Americans,  if  innovative,  mult i- level  solutions  are 
implemented.    This  policy  brief  provides  several  propoaed  solutions  for  policy 
makers,  solutions  that  recognise  the  difficulty  our  nation  faces  in  addressing 
these  problems  while  setting  up  a  structure  to  provide  relief  to  those  in 
greatest  need. 

Background 

The  national  Center  for  Appropriate  Technology  (NCAT)  was  founded  in  1976  by 
Congress  to  investigate,  critique,  develop  and  transfer  applications  of 
appropriate  technology  that  hold  promise  for  meeting  the  long-term  human  needs 
for  energy,  shelter,  food,  education  and  transportation.     HCAT'a  primary 
constituency  haa  been  the  low-income.    The  organisation  developed  an  innovative 
small  grants  program,  which  provided  funding  for  local  energy  conservation  and 
renewable  energy  projects  for  the  low- income  throughout  the  nation.    NCAT  has 
strong  programs  of  research  and  development  in  building  technology,  and  has 
monitored  tho  mounting  problems  of  the  low-incooe  in  obtaining  affordable 
shelter  and  affordable  utility  costs  since  its  inception. 
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Tha  baaic  prariaa  of  tha  appropriata  trchoology  approach  la  to  foatar  local 
aolutiona  to  problans,  aolutiona  that  aatiafy  a  nuabar  of  intorralata^ 
problaas.    Tha  folloving  policy  pr-^poaala  hava  local  aaphaaio  and  control  aa 
thair  kay  faatura,  vhila  callini  for  •  conaiitant  fadaral  raaponaa  to  key 
policy  problaas* 


1.  Lo<r»inco—  Hotiainf  aa  a  Kational  Raaourca 

HCAT'a  ccataDtioD  ia  ttut  lov-inco«c  bouaint  abould  b«  raAorad,  frca  a  policy 
■taadpoint,  frqpa  tha  "co«Modity"  urkat,  mad  inataad  ^l^ould  b«  aaan  aa 
m  public  raaourca  to  hm  darslopad  and  supportad. 

Tha  currant  apaculatiTa  approach  to  houaizis  davalopoant  cannot,  givan  currant 
coata  and  raturna,  provida  tha  n«adad  atock  of  pansanant  lov-incocaa  houaing. 
Hovavar,  if  fadarally  aponaorad  or  pltnnad  lov-incoaa  houaing  ia  "aat  aaido" 
fro«  tha  apaculatiTa  sarkat  ayata'a  and  aaan  aa  a  national  raaourco,  it  viU 
rasult  in  btnafita  for  tha  houaing  induatry  and  tha  nation  aa  a  vhola  in  a 
nuabar  of  vaya. 

Rathar  !;han  b«ing  aaan  aa  a  burdan  on  taxpayara  and  aocioty  in  ganaral, 
loir-inccM  houaing  can  provida  aolid  banafita  to  all  aoctora  of  aociety,  by 
baing  tha  front-lina  of  tha  national  soveaont  to  iaprovo  and  changa  our  houaing 
ao  that  it  aaata  our  naada  aa  a  paopla. 

Dua  to  tha  natura  of  tha  houaing  induatry,  auch  changaa  and  iaprovaaonta  nay 
taka  dacadaa  to  traoafar  to  tha  bulk  of  nav  or  axiating  houaing.    For  •xaa:^l•, 
through  changaa  in  conatruction  practica,  it  ia  currantly  poaaibla  to  build 
houaing  that  In  50  parcant  nora  anargy-aff iciant  than  that  currantly 
conatructad  at  no  orarall  axtra  coat,  but  \t  ia  vary  difficult  to  tranafar 
thaaa  iMthoda  and  tachnologiaa  to  tha  dacantralizad,  apaculativa  houaing 
induatry,  vhich  My  not  aaa  a  "iurkat  daaaml"  for  auch  Isprovaoanta. 

Tat,  Icv-incooa  houaing  can  daaonatrata  and  i^ocuisant  tha  advantagaa  of 
innovationa  of  daaign,  conatruction  and  plannikOg,  vhlla  providing  for  local 
aconoQic  davalopnant  for  diaadrantagad  individuala  and  faailiaa.  Thaao 
innoTationa  can  than  b«  'tricklad  up*  to. houaing  for  tha  xaorr  affluant,  aa  thay 
ara  adoptad  by  tha  apaculativa  houring  induatry.    Thua,  vall-plannad  govornaant 
invaataanta  of  raaaarch,  devolopsaant ^nd.daDonatration  In  tha  raaourca  of 
low^incooa  bousing  vould  provida  ova  rail  laprovaoanta  in  houaing,  and  in  tiao 
upgrada  our  natior'a  coepatitiva  atanca  in  ragard  to  tha  trada  in  foreign 
houaing  cccponanta  and  ayataas. 

Policiaa  Buat  ba  davalopad  to  build  a  solid,  laating  inf raatructuro  of 
affordabla,  innovativa,  anargy-aff iciant  lov-incoaa  houaing,  houaing  that 
proaotaa  faaily  and  coocunity  voll-baing  through  propar  daaign,  location  and 
Integration  into  axiating  aupport  aervicaa.    Dsphaaia  ahould  ba  givan  to 
projacta  and  programs  that  faatura  propar  local  planning,  involvaaant  of  the 
uaere  of  the  houeing,  attention  to  eaployaent  end  trensportetion  iaeues,  end 
lov-incofsa  econooic  developoent. 

Through  eupport  for  local  or^anixetion  end  plenning,  this  houeing  cen  serve  es 
the  focal  point  for  a  variety  of  releted  ectivities  thet  will  eneure  locel 
control  over  lov-incooo  housing,  vhile  turning  over  reeponeibility  lor  future 
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d«velop»«nt,  atintantnct  ind  aantgecsint  of  this  housing  raiourca  to  tho  locil 
low-Incoca«  cowounlty.    To  ■ccoypllah  this  end,  federtl  support  is  noodod  to 
tptrk  activity  on  the  local  levol. 

2-  A  Katvork  of  Houainn  Asaistince  and  Dsvlopoent  Associations 

HCAT  supports  tha  creation  of  a  coordinated  netvork  of  local  and  neighborhood 
houaing  aaaociations  that  srs  dasigned  to  addroas,  on  a  local  lovsl,  ths 
problems  of  lov-incooe  housing  supply,  zaanageaent  and  aalntanancs. 

Today,  reaponsibility  for  lov-incoae  housing  developoent,  production  and 
nanageDent  are  acatterad  among  a  variety  of  local,  state  and  federal  progrtaa, 
agencies  and  privats  ayateas.     In  order  to  cake  inprovetDonts  in  low-incoae 
shelter  poasibU,  this  disorder  must  be  addreased,  vith  a  nav  ooasl  developed. 
Federal  policy  should  be  gesrsd  toward  tho  orderly  move  toward  tho  nov  model, 
through  federal  aponsorahip  of  tho  beat  local  housing  aaaociations  and 
organixations  and  through  the  incentive  of  fsderal  support  of  a  network  of 
appropriate  local  organirstiona. 

These  associations  could  provide  ths  focal  point  for  local  resources,  as  veil 
ss  manage  federal  support  tovard  the  goals  of  job  creation.  Job  training, 
housing  maintenance,  management  and  production  of  further  loir-incooo  housing 
end  model  community  houaing  developments  for  lov-incopo  parsons. 

In  the  laat  decade,  pilot  programs  have  been  conducted  that  vero  aimed  at 
providing  lov-incomo  and  tenant  involvement  in  the  production,  management  and 
aaintenance  of  lov-inroa«  houaing.    Such  programs  ccn  also  ensure  that 
lov-income  rental  houaing  is  parmcnently  svailsbls.    For  example,  the  model  of 
the  *Hutual  Housing  Association*  in  Baltimore  provides  for  lov-income  tenant 
participation  and  governance  of  housing,  vhile  providing  for  support  for  riev 
housing,  appropriate  maintenance  and  the  noed  for  tenant  sscurity  through  an 
indefinite  lease  agreement.    Tho  tenants  do  not  ovn  the  property,  but  they  hauo 
some  of  the  responsibilities  and  benefits  of  ownership.    In  other  prograt^s, 
lov-income  tenants  ere  provided  vith  education  to  allov  them  to  manage  and 
maintain  neighborhoods  of  lov-income  housing. 

The  houaing  policy  of  the  future  must  include  tho  dovslopoont  of  a  netvork  of 
such  model  associstiona,  to  provide  for  effective  housing  delivery  as  vsll  as 
sccount ability  for  program  roaults.    Such  associations  vould  also  facilitate 
tho  transition  of  lov-incoss  housing  from  a  commodity  to  a  resource i  they  could 
be  the  tasis  of  participation  in  tho  nev  cocxninlty  housing  models  needsd  for 
the  future  of  all  houaing. 

Theae  associations  could  also  branch  into  solf-ouf f ic^ent  housing  ssrvics 
businesses  that  vould  provide  local  lov-income  aoployttent  and  training  vhile 
providing  desperately  needed  housing  rehabilitation  sad  maintananco  services, 
to  lov-incooe  housing  as  vsll  as  houring  ovned  by  lov-  and  moderata-incooe 
poraons,  such  as  single  parents,  tho  elderly  and  the  handicapped. 

/ederal  support  for  this  nstvork  should  be  a  priority.    This  support  could  best 
be  phaaed  in  on  a  competitive  basis  that  vould  allov  for  perforaance  evaluation 
and  study  to  ensure  that  the  natvork  is  developed  in  the  most  effective, 
cost-effective  fashion.    The  foundation  for  such  a  netvork  must  be  carefully 
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laid  if  it  is  to  ba  a  prina  building  baaa  for  tho  raaourco  of  lov-incoaa 
housing.    A  thorough  evaluation  of  tha  currant  "ayttaa*  of  lov-incooa  houaing 
dalivary  should  ba  a  part  of  tha  dsvolopoent  of.  auch  a  n%    '^rk,  in  ordar  to 
oaxioize  currant  lov-incosa  housing  rasourcas,  attract  ava^  aolo  dedication  «nd 
tslsnt  alraady  vorking  st  the  local  level,  end  evoid  unnecesssry  dislocetion  or 
lose  of  lov^incose  housing  resources  currently  in  piece. 


3.  Technic el  Assietenco  end  Rsseerch  Aimed  st  Loif-Incoo»  Housing 

HCAT  contsnds  tbst  federsl  eupport  And  sapheais  should  bo  plecsd  on 
Bulti-disciplinsry,  objsctivs  rsseerch,  deiaonst ration,  evsluation  end 
technical  sssistancs  for  the  dsr^lopoant  of  lov-inccoe  housing  ss  s  rssourcs. 
Vithout  such  support,  innovetion  and  isprovsadnt  in  bousing  and  coaosunity 
design  end  devolopeant  viU  novsr  occur  in  tha  currsnt  speculstivo  housing 
systea. 

In  order  to  aeke  tho  aost  of  locel  rosources  and  provide  for  other  euxiliary 
benefits  froa  invest&ents  in  lov-incoae  housing,  locel  housing  sasociations 
need  eccesa  to  sound  teChnicel  essistencs.    This  essiatence  is  best  based  on 
thorough  repllcsble  reseerch  snd  deaonstretion  efforte. 

Housing  oust  be  oleveted  to  s  nejor  netionel  priority  for  such  reieerch  end 
dttvelopoent  to  heve  icpect  on  reaedying  the  current  housing  crisia  end  sloving 
its  uncontrolled  expansion.    Sut,  even  with  thle  eapheais,  it  is  unlikely,  due 
to  tho  intordisciplinery  neturs  of  housing,  thet  ths  currant  educetion  end 
rosoerch  syetoa  viU  on  ite  ovn  provide  ths  needed  ooaentua  for  technicel 
chenge,  innovetion  in  design  end  devslopaent,  «nd  the  connection  to  locel 
econoaic  developoent  initietivas  in  lov-incocM  nousing.    Thus,  speciel  federel 
support  should  be  considsred  for  contore  of  raseerch  snd  educetion  dedicated  to 
addressing  housing  problsas  in  s  holistic  feshion  on  ths  locel  ler^l. 

In  eddition,  this  federsl  support  is  criticel  to  belencs  the  booa- end -bust 
cyclee  in  housing  snd  provide  deeperstsly  needed  continuity  to  the  ovorsll 
devolopQont  end  iaproveaent  of  houeing  in  this  country. 


4.  ZnarnT  Kfficisncy  of  Wav  end  Existing  Housini 

Berriers  to  ensrgy-ef f iciency  investaants  in  lov-incooa  houaing  oust 
bs  slialneted. 

The  soering  costs  of  energy  in  lov-incoae  housing  heve  been  s  vestoful  end 
unnecesaerily  lerge  eogaent  ot  federsl  costs  to  support  lov-incoae  housing. 
Current  federel  policies  heve  oncoursged  this  veste  for  oors  then  10  yeers. 
Tho  housing  policy  of  ths  futurs  aust  consistently  sredicste  prograaoatic 
barriers  to  energy  conearvetion  investaents  in  lov-incoae  houeing,  end  provide 
incentives  for  tho  production  of  ths  aost  sfficient  nev  units  possible. 

Froa  e  tschnicel  stendpoint,  energy  efficiency  laproveaento  aust  bo  /^tegrsted 
into  the  overell  rpprosch  to  building  technology  to  sneuro  „tiM  beet  results. 
Mors  then  e  decsds  of  sxp»riencs  in  laproving  the  onsrgy  sfflcisncy  of  shsltor 
hes  ehovn  thAl  snorgy-rsK  «d  laprovsaente  aust  bo  aade  such  thet  ths  ovsrsll 
result  is  positivit  quick  fixss  thet  ceuse  probleas  to  sries  Ister  aust  U 
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tvoidtd.    ThA  Itttont  of  th«  Ictt  dtcsdt,  including  tho  neod  for  technical 
itiitttnce  and  continued  rattarch,  suet  not  b«  ignored  in  setting  a  policjr  for 
energy  efficiency  Inveetaants  in  lov-incooe  houaing. 

At  bae  been  ebovn  repeatedly,  investaentA  in  energy  conservation  ImprovoDonts 
bave  etrong  poeitive  Ispacte  on  local  econcoiee,  offer  opportunities  for 
lov-incoae  Jot>  training  and  crsation,  and  help  avoid  the  further  loss  of  needed 
lov-incotts  units  through  conbining  Btintensnct  and  energy-^ef f iciency  work. 

In  addition,  the  energy  Is^acte  related  to  transportstion  should  be  a  part  of 
any  incsntivsa  to  rsduc^  snsrgy  consu&ption.    Lov--incoms  bousing  ahould  be 
protscted  £roQ  ths  dsvasta»lng  impacta  of  sharply  rising  energy  coata  -  both 
for  heating  and  cooling  and  for  traneportation  to  vorkplaces  and  childcare 
centara. 
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National  Center  for  Nslghboiiiood  Enterprise 
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October  5,  1987 

The  Honorable  Alan  Cranston 
United  States  Senate 
Washington,  D.C.  20510 

Dear  Senator  Cranston: 

Thank  you  for  your  Interest  in  receiv- 
ing broad-based  Input  Into  the  fonaulatlon 
of  1988  congressional  housing  ini1:latives. 

Our  organization  along  with  the  newly 
fomed  National  Resident  Kanagesent  Associa- 
tion is  greatly  appreciative  of  the  leader- 
ship your  comittee  has  provided  in  conven- 
ing hearings  and  establishing  a  nadonal 
authorization  for  resident  manageaent  in  the 
100th  Congress.    We  are  particularly  pleased 
with  the  resident  xaanagesont  provisions  of 
S.  825  sponsored  by  Senator  Alan  J.  Dixon, 
and  hope  that  the  basic  elenents  of  his 
proposal  will  continue  to  receive  attention 
in  1988. 

There  are  several  additional  areas  of 
concern  we  hope  ^e  ^.jmlttee  will  exaaine 
in  the  upcoxaing  hearings  on  houising 
authorization: 

1)  Provision  of  Lov-Incoae  Housing  bv  the 


The  current  analysis  of  housing  produc- 
tion by  the  non-prof5.t  sector  should  be 
broadened  to  include  resident  aanagenent 
corporations.  In  several  cities,  these 
organizations  have  established  construc- 
tion nanagenent  fims  which  have  engaged 
in  creative  joint  ventures  for  new  hous- 
ing generation  outside  of  their  public 
housing  sites.    By  involving  low-inco&e 
residents  in  Coaprehensive  Inproveneut 
Assistance  Progran  (CIAP)  projects,  resi- 
dent nanageaent  entitles  have  created  a 
large  pool  of  exportlse  and  trained 
workforce  for  these  nore  ambitious  enter- 
prises.   We  recozmend  that  resident 
nanagenent  corporations  qualify  to 
participate  in  "Urban  Hone  steading'*  and 

"Turning  Problems  Into  Opponunltles" 
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other  federal  housing  Initiatives. 

2)  Training  and  Job  Creation 

In  Hew  York,  Chicago,  l^s  Angeles,  Philadelphia,  and  other  cities 
across  the  country,  public  housing  teneuit  associations  have 
expressed  a  great  willingness  to  participate  in  site  &&nagenent, 
routine  laaintenance,  and  other  econoaic  ventures  to  create  new 
resident  eaploynent  opportunities.    Training  prograas  offered 
through  both  the  U.S.  Departaent  of  Housing  and  Urban  Dovelopaent 
and  the  Departaent  of  Labor  should  be  targeted  to  provide  greater 
opportunities  for  iaproved  aemageaent  capacity  and  job  creation 
involving  the  residents  of  public  housing. 

3)  Econoaic  or  Ceiling  Rents 

As  expanded  opportunities  are  provided  for  tenant  eaployaent,  it 
is  critical  to  refom  the  current  rent  payaents  systea  which 
aandates  a  flat  30%  payaent  of  aggregate  faaily  Jiicoae.  The 
present  systea  provides  a  strong  disincentive  for  working 
faailies  and  econoaic  stability  within  low  incoae  public  housing 
coaaunities.    This  inequity  should  be  changed  with  the 
iapleaentation  of  econoaic  or  ceiling  rents. 


These  coaaents  are  not  aezmt  to  provide  a  conclusive  list  of  the 
concerns  of  public  housing  resident  aimageaent  experts     I  do  hope 
that  you  will  include  resident  aanageaent  leadership  such  as  Kimi  Gray 
(Kenilworth-Parkside  Resident  Itonageannt  Corporation) ,  Berth  Gilkey 
(Cochran  Tenant  H2inageaent  Corporation) ,  Mildred  Hailey  (Broaley-Heath 
Tenant  Manageaent  Corporation) ,  Irene  Johnson  (Leclaire  Courts 
Resident  Hanageaant  Corporation)  and  our  organization  in  the  upcoaing 
round  of  hearings  on  low  incoae  housing  issues. 

Thank  you  for  providing  this  opportunity  for  coaaants  on  the  work 
of  the  Housing  Subcoaaittee.  Please  do  not  hesitate  to  contact  us  for 
any  needed  assistance  or  further  inforaation. 


David  Capvard 
Public  Hotising  Resident 
Hanage^ent  Deaonstration 


cc:    Senator  Alan  Dixon 

Resident  Hanageaent  Association 
National  Housing  Task  Force 
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October  2»  1987 


The  Honorable  Alan  Cranston 
and 

The  Honorable  Alphonse  D'Amato 
U.  S.  Senate 

Subcomlttee  on  Housing  and 

Urban  Affairs 
Washington,  D.C.  20510 

Dear  Senators  Cranston  and  D'Amato: 

Thank  you  for  contacting  the  National  Congress  for  Comnunlty 
Econocilc  Developnient  (NCCED)  to  request  Ideas  on  developing  a  new 
national  housing  policy.  We  are  delighted  that  the  subconxnittee 
Is  going  to  address  the  pressing  national  need  of  affordable 
housing. 

NCCED  and  Its  membership,  con^sed  of  over  165  comrunlty* 
based  developcient  organizations,  think  strongly  the  federal 
government  has  a  major  role  to  play  In  supporting  affordable 
housing  for  millions  of  Americans.  We  also  think  that  non> 
profit  cocmunlty -based  housing  development  organizations  are 
a  critical  national  resource  for  producing  affordable  housing 
units  throughout  the  U.S. 

In  developing  a  national  housing  policy,  there  are  several 
themes  which  we  encourage  the  cortmlttee  to  pursue.  The  first 
thene  Is  that  housing  cannot  be  divorced  from  the  context  of 
the  neighborhood/rural  area  where  It  Is  located.  Policies  and 
program  are  also  needed  for  nurturing  neighborhood  rcvltallza- 
tlon  such  as  human  services,  decent  paying  jobs,  and  a  degree 
of  local  control  of  resources.  Secondly,  an  affordable  housing 
policy  must  Insist  on  high  quality  housing  that  Is  affordable 
over  a  considerable  period  of  time.  Examples  are  replete  of 
abandoned  housing  units/projects  that  do  not  meet  the  needs  of 
the  local  community  and  provide  Inadequate  housing  shelter. 
Finally,  there  Is  a  pressing  need  for  affordable  housing 
financing  to  be  made  on  a  perncnent  basis.  The  "start"  and 
"stop"  cycles  of  previous  housing  programs  has  caused  havoc 
with  the  supply  of  low-Income  housing.  We  urge  the  subcomnlttee 
to  explore  programs  and  Initiatives  that  provide  long  term 
sources  of  funding  for  housing  production  such  as  an  endowment 
or  quasi -government  entity  chartered  by  Congress  but  operating 
Independently  of  federal  agencies.  The  National  Cooperative 
Bank  and  quasi -state  housing  and  development  programs  serve 
as  excellent  models. 
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In  terms  of  specific  programs  and  initiatives,  we  hope  that  the  cocmiittee  will 
pay  serious  attention  to  the  National  Conaunity  Housing  Partnership  Program  devel- 
oped by  the  National  low*Inco(?e  Housing  Coalition.   A  special  emphasis  in  the 
National  Community  Housing  Partnership  Program  should  be  placed  on  building  the 
capabilities  of  non-profit  conmunity-based  housing  development  organizations  to 
produce  affordable  housing.  NCCED,  the  National  Low-Income  Housing  Coalition, 
and  a  number  of  other  national  and  local  organizations  are  reconnending  that  an 
additional  "Title  II  on  Capacity  Building"  be  added  to  this  legislation. 

The  purpose  of  this  title  would  be  to  provide  flexible  funding  to  build  the 
capacity  of  small  housing  organizations  to  engage  in  housing  production.  Support 
should  be  provided  for  activities  ranging  from  staffing  to  organize  tenants  to 
planning  to  site  acquisition  to  pre-development  activities  to  project  management. 
In  order  to  receive  funds,  non-profit  organizations  should  be  required  to  demon- 
strate that  they  will  be  able  to  increase  their  production  capability  through 
jneasured  criteria.  As  wcs  stated  earlier,  we  are  recocmending  that  funds  be 
allocated  through  a  national  non-profit  entity  chartered  by  Congress  that  will  be 
able  to  provide  flexible  resources  in  a  timely  manner  with  staff  familiar  with 
housing  production.  A  state  government  and  local  government  challenge  grant 
provision  should  be  developed  since  there  have  been  an  increasing  number  of 
innovative  state  and  local  goveminent  housing  initiatives  geared  toward  generating 
affordable  housing  production. 

We  welcome  the  opportunity  to  work  with  the  subcommittee  members  and  staff 
to  pursue  affordable  housing  objectives  for  low-income  conmunities  and  individuals 
throughout  the  U.S. 


P.S  :  We  are  enclosing  a  copy  of  the  report  of  The  Task  Force  on  Community -Based 
Development,  Conrtuni ty -Based  Development i   Investing  in  ;^enewal.  The  task  force 
is  composed  ot  leading  private  tunders.  ' 


Very  truly  yours. 


Robert  0.  Zdenek 
President 
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The  Honorable  Alan  Cranston 
112  Senate  Hart  Office  Building 
Washington,  D.C.    205 10 

Dear  Senator  Cranston: 

On  behalf  of  the  National  Cooperative  Business  Association,  I  appreciate 
this  opportunity  to  offer  ideas  as  jou  foraulate  the  **next  generation**  of 
federal  bousing  prograas.    I  conaen**  you  for  undertaking  this  laportsnt  task 
and  coapllaent  you  for  inviting  such  broad  participation  in  this  creative 
process. 

The  National  Cooperative  Business  Association  (NCBA),  founded  in  1916  as 
the  Cooperative  League  of  the  USA,  is  a  national  aeabership  and  trade 
association  representing  Aaerica's  s.^perative  buainess  cocsaunity.  RCBA*s 
oeabcrship  includes  fam  aupply,  africultural  narketin^,  insurance,  banking, 
bousing,  health  care,  consumer  goods  and  services,  stud<^nt,  credit  union, 
worker,  fishery,  rural  electric  and  telephone,  state  associations  and  other 
types  of  cooperatives. 

NCSA's  diverse  neabership  coaprises  four  tiers  of  cooperative 
organizations:    national,  regional,  state  and  local  organisations.  These 
tiers  are  represented  in  e«ch  of  several  fienbership  sectors  snd  personify  the 
one  in  five  Aaericans  who  belong  to  a  cooperative. 

NCSA's  housing  sector  includes  housing  cooperatives  and  professional 
housing  organizations  coomitted  to  the  developaent  of  cooperative  housing. 
Several  levels  of  organizational  involvenent  are  evidenced  through  the 
neabership  of  such  groups  as  the  Cooperative  Housing  Foundation,  the  National 
Association  of  Bousing  Cooperatives,  the  Council  of  State  Bousing  Ageades, 
the  National  Corporation  for  Housing  Partnerships,  the  Massachusetts 
Cooperative  Task  Force,  the  N^v  York  Council  of  Cooperatives,  and  Greenbelt 
Cooperative  Hoaes. 

NCBA  supports  the  developaent  and  expansion  of  cooperative  business  in  the 
United  States  and  in  lesser  developed  countries;  represents  the  cooperative 
business  coaaunity  before  Congress,  govemxMntal  bodies  and  other  national  and 
vorld  organizations;  and  proaotes  international  cooaerce,  banking  and  joint 
ventures  by  and  aaong  the  world's  cooperatives.    NCBA's  bousing  prograa 
encourages  the  developaent  and  successful  operation  of  housing  cooperatives  in 
the  United  States  through  legislative  advocacy,  education  and  training, 
developaent  services  and  public  relationu  work.    In  recent  years,  NCSA's 
bousing  prograa  has  eaphasized  senior  and  affordable  cooperative  bousing 
developaent. 


Rtpmcntiog  America's  Cooperative  Bus/ntts  Community 


National  Cooperstlvo  Business  Center 
1401  New  Yofk  Avenue.  N.W.  •  Suite  1100  •  Washington,  DC  20005-2160 
(202)  638-6222  •Telex  440344 
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FEDERAL  HOUSIKC  POLICY  AKD  COOPERATIVE  HOUSIHC 

NCBA  believes  that  the  federal  governnent  is  primarily  responsible  for 
ensuring  that  all  Aaericans  have  access  to  decent  and  affordable  housing.  We 
view  the  federal  govemaent^s  response  to  the  nation's  bousing  needs  in  recent 
years  as  ^eriousl.v  deficient. 

To  address  today's  critical  shortage  of  affordable  housing,  we  urge  the 
Congress  to  adopt  a  strengthened  federal  housing  policy  which  both  preserves 
and  expands  the  inventory  of  assisted  housing.    In  achieving  tbese  objectives, 
we  strongly  recooacnd  that  opportunities  for  resident  participation  and 
control  through  cooperative  and  autual  hoosing  structures  be  maxiaized. 

Ve  are  not  recocaending  a  specific  program  structure  for  accoaplishlng 
these  goals.    A  wide  range  of  prograas,  rather  than  any  single  cpproach,  will 
be  needed  to  satisfy  the  diversity  of  housing  needs.   We  do,  however, 
recooaend  that  the  following  eleaents  be  incorporated  in  any  new  prograa 
structure. 

*  Federal  funding  oust  be  oade  available  to  support  the  preservation,  new 
developoent,  rehabilitation  and  ongoing  operation  of  an  adequate  supply 
of  affordable  housing.    State  and  local  governacnts  do  not  have 
sufficient  resources  to  aeet  the  growing  need. 

Funding  recipients  should  be  gi  >n  maxlaua  flexibility  to  utilize 
federal  resources  in  a  manner  oost  responsive  to  area  needs. 
Approaches  which  .-^ake  the  oost  efficient  use  of  federal  subsidies,  such 
as  United  equity  housing  cooperatives,  should  be  encouraged. 

*  The  existing  assisted  housing  stock  should  be  preserved  for  extended 
low-incoae  use.    Financial  and  tax  incentives  should  be  offered  to 
private  owners  of  subsidized  projects  to  encourage  then  to  retain 
properties  for  low-incooe  use  or  to  sell  to  non-profit  or  tenant  groups 
who  will  aaintain  the  low-incone  character  of  the  property. 


Housing  cooperatives  and  mutual  bousing  associations  should  plsy  a  aajor 
role  in  the  provision  of  affordable  housing.    For  this  to  occur,  however, 
cooperatives  nuSt  be  placed  on  at  least  equal  footing  legislatively  with  other 
housing  foras.    Too  often,  the  hybrid  nature  of  the  cooperatives  form,  part 
"rental"  and  part  "ownership,"  has  been  viewed  as  a  disadvantage,  rather  than 
an  inherent  strength. 

Federal  housing  F«^ograits  should  be  structured  to  directly  support 
cooperative  and  mutual  housing  development.    Bousing  cooperatives  and 
sponsoring  groups  should  have  direct  access  to  funding,  including  subsidi<:s 
where  needed;  financing;  technical  assistance  and  organizational  support. 
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Below  tre  soae  of  Che  many  reasons  vhy  cooperative  housing. should  be  a 
cornerstone  of  our  federr.1  housing  policy: 

*  Cooperative  ownet  thlp  and  control  of  housing  has  a  stabllitlng  effect 
on  cocBfliunlties, 

*  Cooperatives  offer  persons  of  aodest  means  the  opportunity  for 
hoaeownershlp  and  the  sense  of  control,  pride  and  self-reliance 
homeownershlp  fosters. 

*  Cooperative  ownership  offers  residents  security  and  protects  them  from 
displacement. 

*  Cooperatives  benefit  from  a  strong  sense  of  o»sunlty  and  democratic 
participation. 

*  Limited  equity  resale  structures  enable  cooperatives  to  remain 
perpetually  affordable  to  moderate  and  low  Income  residents.  Subsidies 
used  to  develop  such  properties  are  In  effect  permanent  subsidies. 

*  Cooperatives  eliminate  the  profit  line,  provl<21ng  housing  at  the  lowest 
possible  cost. 

A    Cooperatives  historically  have  had  lower  turnover  rates  and  more 
responsible  and  Involved  residents.    Lower  vacancy  rates,  less 
vandalism,  lower  collection  losses  and  lower  maintenance  costs 
trsnslate  to  lower  operating  budgets  and  monthly  costs  to  residents. 

*  Cooperatives  often  discourage  leasing,  increasing  owner  occupancy  and 
snd  continuity  of  residency. 

*  Stable  and  responsible  residents  mean  lower  default  rates  in 
cooperatives.    HUD's  Section  213  mortgage  insurance  prcgram  for 
cooperatives  has  the  lowest  default  rate  of  any  of  HUD*s  multl family 
Insurance  programs. 

*  Cooperative  homeowners  have  all  the  same  tax  benefits  as  single-family 
or  condominium  owners,  including  mortgage  interest  snd  real  property 
tax  deductions.  , 

*  Cooperative  developments  often  attract  other  local  subsidies.  In  many 
areas,  cooperatives  receive  favorable  tb/  treatment  snd  other  benefits 
fror  local  governments,  who  restrict  wt  forbid  condominium  development. 

*  Cooperatives  are  In  many  areas  assessed  as  rental  rather  tnan  ownership 
properties,  resulting  in  lower  real  property  taxes. 
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*    Flexible  financing  struccures  which  conbine  both  blanicet  and  shar^ 
loaas  CAR  result  in  lower  down  paynents  and  aonthly  charges.  The 
blanket  nortgage  pensits  mortgage  assuaptions,  second  aortgagcs  and 
take-back  financing  which  facilitates  rental  property  conversion.  The 
ability  to  secure  additional  underlying  debt,  pledging  the  property  as 
collateral,  .'.voids  resident  astessacnt. 


I  have  attached  a  fact  sheet  which  describes  the  icz^  and  finance 
structure  of  housing  cooperatives.    In  addition,  it  briefly  describes 
variations  of  the  cooperative  structure  which  have  evolved  to  aerve  special 
needs  and  incoae  levels. 

Again,  thank  you  for  this  opportunity  to  express  the  views  of  the  national 
Cooperative  Business  Association  on  federal  housing  policy  end  cooperative 
housing.    If  we  can  provide  further  inforaation,  please  let  us  know. 


jincerely, 


  iLf^PL^  

Barbara  J.  Thoopson 
Vice  President  for  Housing  Dcvelopcsenc 

BJTieod 


87  -  33 
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COOPERATIVE  HOUSING:    TOE  FACTS 


Legal  Structure >   Housing  ccuperatlvee  arc  a  fora  of  aultlfaally 
hoaeovnerehlp •    In  a  cooperative  housing  project,  there  are  two  ownership 
entitles,  the  cooperative  corporation  and  the  corporation  owners,  comaonly 
known  as  tenant-stockholders,    itie  cooperative  corporation  owns  or  leases  the 
project.  Including  the  land,  dwelling  units  and  connon  areas.    The  cooperative 
corporation  In  turn  Is  owned  by  the  tenant->stockhoIderSy  who  by  virtue  of 
their  stock  ownership  are  entitled  co  live  In  a       'Iflc  dwelling  unit  *f 
their  obligations  to  the  cooperative  are  net. 

A  tenanf-stockholder  of  a  housing  cooperative  does  not  ulrectly  own  a  dwelling 
unit.  The  tenant-stockholder  owns  stock,  sone tines  called  nenbcrshlp 
certificates  or  shares,  in  a  corporation.    Stock  ownership  carries  with  It  the 
exclusive  right  to  occupy  a  dwelling  unit  and  to  participate  In  the  governance 
and  operation  of  the  property  either  as  an  elected  board  aeaber  or  a  voting 
stockholder. 

The  tenant-stockholder  Is  a  lessee  as  well  as  an  owner  of  the  corporation. 
The  corporation  leases  the  unit  specified  by  the  tenant-stockholder's  stock  to 
the  tenant-stockholder  through  sn  occupancy  ogreenent  or  proprietary  lease. 
This  contract  between  the  corporation  and  the  tenant-stockholder  spells  out 
the  rights  and  obligations  of  the  tenant-stockholder  to  the  corporation  and 
Che  corporation  to  the  tenant-stockholder.    Specifically,  It  gives  the 
«.enant- stockholder  an  exclusive  right  to  occupy  a  unit,  partlclpstc  In  the 
governance  of  the  corporation,  and  receive  tax  benefits  and  equity  Increases 
In  return  for  financial  and  personal  support  of  the  corporation. 


Finance  structure.    A  aajor  distinction  between  cooperatives  and  condoalnluas 
Is  thst  cooperatives  can  use  both  underlying  blanket  nortgage  financing  and 
Individual  share  loans.   The  cooperative  corporation  often  finances  the 
project  by  obtaining  a  project  otc  blanket  nortgage  bssed  on  the  property's 
rental  value »    As  Bortgagor»  the  cooperative  Is  responsible  for  neetlng  this 
debt  obligation,  which  Is  passed  on  to  the  tenant-stockholders  as  part  of  a 
nonthly  charge  called  a  carrying  fee.   This  nonthly  payaent  represents  the 
tenant-stockholder's  contribution  towsru  the  payaent  of  principal  and  Interest 
on  the  blanket  nortgage.  Insurance,  taxes  and  nalntenance. 

The  purchase  of  the  tenant- stoAholdet's  Interest  In  the  cooperative  and  the 
accoapanylng  occupancy  rlghte  can  be  financed  with  cooperative  share  losns. 
Share  loans  are  loans  aade  to  the  Individual  purchaser  and  secured  by  a  pledge 
of  the  stoc!:  and  an  assignment  of  the  occupsncy  agrecaent. 
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Varlatlong  on  the  Cooperative  Structure >     By  oodlfylo^  the  basic  legal  and 
finance  structures,  a  variety  of  different  cooperative  fonas  have  been 
developed. 

*  A  Btrket  rate  cooperative  sells  stock  at  full  market  value  In  the 
original  sale  and  peralts  a  narkeC  rate  of  return  on  ressles  by 
tenant*'8tockholders  • 

*  A  ll&.lted>equlty  cooperative  limits  the  return  alloved  when  stock  Is 
sold.    The  amount  of  return  peroltted  Is  deteralned  by  a  foreiula 
established  In  the  corporation's  byl&us. 

*  A  leasing  cooperative  leases  the  property  froa  an  Investor  on  a 
long^tern  basis,  soaetiaes  vlth  an  option  to  buy.    The  residents 
operate  the  property  as  a  cooperative. 

*  A  Butuel  housing  association  Is  a  non-profit  corporation  set  up  to 
develop,  ova  and  operate  housing.    Often  the  corporation  Is  owned  and 
controlled  by  tbe  residents  of  the  housing  produced. 

*  An  elderly  housing  cooperative  has  design  and  service  features 
supportive  of  a  senior  residency. 

*  A  subsidised  cooperative  hae  received  soae  fom  of  subsidy  froa  a 

.  governacnc  or  non-profit  entity  to  lover  the  cost  of  the  housing  to  the 
tenan t* stockholders •    Subsidised  cooperatives  generally  are 
llalted-^equity  cooperatives. 
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Housing  for  Older  Aaerxcana:    RecoxBcndations  o£  the  Hational 
Council  on  tbe  Aging  and  its  National  Institute  of  Senior  Housing 

I.    A  Decent  Home  for  Every  American 

Although  primarily  concerned  with  the  needs  of  the  elderly, 
the  National  Council  on  the  Aging  and  its  National  Institute  of 
Senior  Housing  is  committed  to  improving  the  housing  lot  of  all 
of  America's  citizens.    Accordingly,  the  primary  objective  in  the 
area  of  housing  and  related  matters  in  the  post^Reagan  years  must 
be  to  fulfill  the  pledge  of  the  Housing  Act  of  1949  of  a  decent 
hoaie  for  every  American,    Decent  housing  for  all  is  a  reasonable 
and  humane  goal  for  the  richest  nation  on  the  earth.    It  has  been 
our  goal  for  almost  40  years  —  sinci«  the  Housing  Act  of  1949. 
7t  is  the  Nation's  shame  that  the  promifle  and  the  goal  have  not 
been  achieved,  e  A  that  the  attempt  to  fulfill  that  goal  has 
never  been  given  sufficient  priority  or  appropriate  funding.  It 
is  time  that  we  take  the  goal  and  the  pledge  seriously. 

It  has  been  estimated  that  as  of  about  25  years  ago,  five 
million  older  people  were  living  in  "deficient*  housing.  Another 
recent  estimate  suggests  that  about  1.5  million  units  of 
Federally  subsidized  housing,  or  about  45  percent  of  the  total, 
were  occupied  by  persons  62  years  of  age,  or  over.    Thus,  with  at 
least  several  million  older  people  still  needing  appropriate 
housing,  and  with  current  Federal  efforts  for  development  largely 
restricted  to  funding  of  12,000  units  a  year  binder  the  Section 
202  dircch  loan  program  for  the  elderly  and  handicapped,  the 
likelihood  is  that  little  or  no  dent  is  being  made  in  the 
backlog.    Compounding  the  problem  is  the  fact  that  there  is 
continuing  deterioration  of  the  housing  stock,  with  the  result 
that  we  are  falling  even  further  bch5.nd  in  meeting  the  needs  of 
the  elderly  population,  as  well  as  that  of  the  population  at  all 
age  levels. 

Tr ,     Implementing  the  Goal  of  a  Decent  Home  for  America's  Eluerly 

A.    Expansion  of  the  Section  202  Direct  Loan  Program 

Current  Federal  funding  for  housing  for  the  elderly  is 
limited  largely  to  the  Section  202  program  at  a  minimal  level  of 
around  12,000  units  for  the  past  few  years.    Unfortunately,  it 
appears  at  this  writing  that  the  Fiscal  Year  19SS  funding  for  the 
Section  202  program  will  be  reduced  to  support  only  about  10,900 
units  (12,689  units  were  funded  in  Fiscal  1987).    This  level  of 
funding  is  far  below  the  approximate  30,000-unit  level  funded 
under  the  Section  202  program  in  Fiscal  1976,  the  first  year  of 
funding  following  the  re-implementation  of  the  program  as 
provided  by  the  Housing  Act  of  1974. 


-1- 


1013 


NCOA/NISH  recommends  *   30y000-'U  it  program  annually  as  a 
miniwunT acceptable  level.    Although  would  be  i»  substantial 

increase  over  recent  yearSf  we  must  T<>cognlze  that  even  at  this 
levels  the  goal  ot  a  decent  home  for  every  low  and  moderate 
income  older  citizen  will  stili  not  be  met? 

In  addition  to  increasing  funding  for  the  Section  202 
programr  carefu'   consideration  should  be  given  in  the  immediate 
future  to  the  sharp  fall-off  in  applications  for  Section  202 
which  occurred  in  Fiscal  Year  1987.    The  reason  for  the  fall-of 
has  not  been  explored ^  but  such  factors  as  continued  concern  ov  ' 
application  requirements  (i.e.r  the  expense  of  forming  Borrower 
corporations r  purchasing  land  options^  and  developing  the 
substantial  amount  of  data  required  in  submitting  applications r 
"burn-out"  as  a  result  of  failing  to  obtain  fund  reservations  in 
the  highly  competitive  selection  process*  tedious  processing  of 
applications r  severe  cost  containment  limitations^  political 
considerations,  etc.)  may  have  contributed  to  the  decrease. 
Clearly,  something  needs  to  be  done  to  increase  the  volume  of 
applications  given  the  need  and  demand  —  often  characterized  by 
waiting  lists  for  admission  to  housing  for  ;.he  elderly  of  five 
years  or  more  and  the  lack  of  suitable  alternatives.  NCOA/WISH 
recommends  that  the  Congress  Initiates  a  'JAO  study  of  the  202 
application  process  toward  e  report  witB  recommendation  for 
reform.    The  report  should  be  timely  enough  to  affect  fiscal  1989 
processing. 

In  its  efforts  to  seek  economies  in  the  development  cost  of 
subsidized  housing,  tb**  Administration  has  imposed  rather  severe 
cost  containment  requirements.    While  some  such  economies  may  be 
warranted,  there  are  many  valid  complaints  among  the  sponsors  and 
owners  of  Section  202  and  projects  that  "cost  containment"  has 
been  excessive  and  has  resulted  in  unwarranted  program  cutbacks 
in  housing  design  and  services » 

The  Congress  should  mandate  an  intensive  study  of  the 
present  cost  cent ainmont  measures  in  force  for  subsidized  housing 
programs  so  that  appropriate  changes  can  be  introduced  for 
implementation  in  fiscal  year  1989.    without  a  halt  to  these 
bogus  cost  containment  initiatives,  many  projects  may  well  bo 
identitiea  as  having  been  developed  with  planned  obsolescence 
mind . 

B.    Make  the  Congregate  Housing  Services  Program  (CHSP)  a 
Permanent  and  Expanded  Program. 

The  Congregate  Housing  Services  Program(CHSP)  has  proven  its 
value  as  a  congressionai-ly  mandated  demonstration  program.  Even 
though  the  CHSP  has  been  limited  to  a  very  small  number  of 
participantsr  it  has  demonstrated  its  effectiveness  in  meeting 
the  needs  of  residents  and  allowing  them  to  remain  living  in  the 
community  for  as  long  as  possible.    Legislation  is  needed  to  make 
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the  CHSP  a  permanent,  ^rather  than  u  demonstration  program. 
Authority  also  needs  to  be  provided  so  that  thousands  —  perhaps 
nill'ons  —  of  older  persons  could  receive  the  various  kinds  of 
se    Ices  made  available  under  the  program  to  enable  them  to  live 
in  k'elativf  independence  in  Section  202  housing  and  other  senior 
hous.ing.      \,  should  be  noted  that  the  Select  Committee  on  Aging 
of  the  House  of  Representatives  has  described  the  CHSP  "as  a 
ipodel  of  service  delivery  that  is  progressive,  cost-effective, 
and,  most  of  all,  humane,"    The  CHSP  should  be  amended  to 
encourage  State  participatioiPand  the  funding  levels  "EenTncreased 
in  order  to  reach  a  broader  spectrum  of  older  residents.    Such  an 
expanded  program  would  be  a  response  to  concerns  raised  by  a 
recent  survey  conducted  by  the  National  Center  of  Health 
Statistics.    That  survey  found  that  three  of  five  persons 
entering  nursing  homes  move  into  such  facilities  because  >eir 
families  no  longer  have  the  resources  or  energy  to  care  for  them 
and  not  because  of  medical  reasons. 

C.    Enact  Legislation  to  Fund  Development  of  Assisted 
(Personal  Care)  Housing 

There  is  a  growing  recognition  and  support  for  the  funding 
an^  development  of  assisted  or  care-typo  housing.  These 
facilities  would  be  intended  for  older  people,  who,  while  not 
requiring  nursing  or  medical  care  on  a  regular  basis,  are  hav  ,\.g 
difficulty  in  living  fully  independently.    They  may  need  help 
with  housekeeping,  cooking,  shopping,  dressing,  bathing,  and 
other  activities  of  daily  living.    These  are  persons  whose  needs 
are  not  met  in  fully  independent  housing,  but  who  do  not  require 
daily,  or  regular  nursing  or  medical  care. 

The  need  for  assisted  housing  should  not  be  used  as 
justification  for  a  reduction  of  support  for  independent  housing 
as  developed  under  Section  202.    It  is  urged  thLt  Congress  fund  a 
substantial  number  of  assisted  housing  projects,  financed  through 
direct  lc*»ns,  with  subsidized  occupancy  and  personal  care  and 
other  services  available  to  its  residen*:s. 

E.    Bar  Prepayment  of  Loans  anO  Mortgages  on  Housing  for  the 
Elderly. 

There  is  a  real  need  to  assure  not  only  an  increasirg  supply 
of  housing  designed  for  occupancy  by  the  elderly,  but  that  the 
housing  already  developed  for  their  occupancy  remains  available 
to  them.    It  is  particularly  appropriate  that  housing  developed 
for  the  eldexly  with  Federal  assistance  not  be  removed  from 
serving  that  purpose  by  the  prepayment  of  Federal  loans  in  the 
case  of  the  Section  202  program,  or  by  the  prepayment  o£  FHA- 
insurcd  mortgages  on  housing  specially  designed  for  the  elderly. 
Legislation  should  be  enacted  in  the  100th  Congress  to  assure 
that  the  facilities  constructed  or  rehabilitated  for  occupancy  by 
the  elderly  --  especi'^lly  the  low  :,nd  moderate  income  elder ly^« 
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continue  to  be  used  to  meet  their  needs  for  the  full  term  of  the 
original  loan  or  mortgage  or  subsidy  agreement y  whichever  is  the 
longest*" 

F*    Extension  or  Replacement  for  SGction  8  Housing 
Assistance  Payments  Program* 

The  20-year  terms  of  Section  8  housing  assistance  payments 
contracts  will  start  expiring  in  the  1990*8*    In  the  absence  of 
extensions  of  t>e  present  contracts  through  legislation,  there  is 
potential  for  a  considerable  reduction  in  the  supply  of  decent 
housing  for  the  low-and-moder ate- income  elderly,  even  while  the 
need  expands*    Unless  subsidies  continue  to  be  available,  many  of 
the  low-income  elderly  and  handicapped  could  not  afford  to  pay 
the  increased  rents  they  would  have  to  pay  (lec  alone  any 
increases  in  market  rents) *    The  result  probably  ^ould  be  mass 
evictions  without  suitable  replacement  housing*    The  homeless 
problem  already  is  a  massive  one*    It  is  likely  to  get  much  worse 
in  the  absence  of  an  extension  of  the  Section  8  program  or  a 
suitable  new  program  to  replace  it*    NCOA/NISH  recommends 
appropriate  Congressional  action  to  extend  Section  8  contracts 
for  another  20  years  and/or  to  ensure  sufficient  replacement 
Housing  at  comparable  rents  in  the  absence  of  such  an  extension* 

G*    Expansion  of  Eligibility  for  Subsidized  Occupancy 

Many  older  people  of  very  modest  incomeu  find  theuselves 
ineligible  for  subsidies  that  would  help  them  pay  market  rents  in 
their  communities*    When  the  Section  8  Housing  Assistance 
Payments  Program  began,  eligibility  tor  Section  8  assistance  was 
available  for  persons  with  incomes  of  up  to  80  percent  of  area 
median  income*    While  limiting  eligibility  to  a  substantial 
degree,  a  significant  number  of  low  income  people  were  able  to 
obtain  occupancy  in  decent  housing  through  this  subsidy 
mechanism,  which  they  would  not  have  been  able  to  afford 
otherwise,  since  rents  in  the  private,  unsubsidized  market  were 
beyond  their  ability  to  pay*    Unfortunately,  changes  in  the 
Section  8  program  were  enacted  to  limit  eligibility  generally  to 
those  with  incomes  no  greater  than  50  percent  of  the  median 
income  for  the  area*    This  change  removed  many  low  income  people 
fiom  the  ranks  of  the  Section  8  eligibles  and  subjecteJ  them  to 
finding  whatever  housing  was  available  in  the  community,  often  at 
rents  far  beyond  i^easonable  rent-to-income  ratios*  Recently, 
this  problem  was  recognized  in  H*R*  4/  the  House-passed  housing 
authorization  bill,  in  which  provision  was  made  to  permit  up  to 
25  percent  of  the  families  assisted  under  Section  8  to  be  in  the 
50-80  percent  of  area  median  incomes*    The  Senate,  in  the 
meantima,  has  approved  a  provision  retaining  the  five  percent 
limit  on  tenants  with  incomes  between  50  and  80  percent  but  would 
require  HUD  to  permit  the  five  percent  limit  to  be  met  on  an 
aggregate  basis,  rather  than  placing  a  five  percent  limit  on  each 
individual  project*    What  the  final  outcome  of  these  provisions 
is  not  known  at  this  time* 
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NCOA/WISH  recommends  that  the  Section  8  program  be  amended 
to  permit  eligibility  for  those  with  incomes  no  higher  than  ^IP 
percent  of  area  median  IncomeT 

H.  Alternative  Housing  for  the  Elderly 

In  addition  to  specially  designed  multi-family  housing  for 
the  elderly,  there  are  other  types  of  housing  and  living 
arrangements  which  have  considerable  potential  for  helping  to 
resolve  the  housing  necids  of  the  Nation's  elderly.  NCOA/NISH 
recommends  that  financial  incentives  be  provided  for^'the 
development  of  these  alternatives r  including r  among  others^ 
shared  housing^  accessory  apartments #  and  ECHO  housing. Tnese 
living  arran«y  .  jents  are  important  options  that  enable  older 
persons  to  *.  ontinue  to  live  in  the  community  for  as  long  as 
possible. 

I.  User-Friendly  Housing 

Many  older  t*fople  find  that  their  homes  are  not  designed  to 
accommodate  to  their  changing  physical  conditions.  Shelves 
become  too  high  and  too  deep  to  reach;  counters  too  high,  back 
burners  too  far  to  reach,  electric  plugs  too  low,  stairs  too  hard 
to  climb,  etc. 

WCOA/WISH  recommends  that  Congress  require  HUD  to  invest  in 
the  d^ign  and  development  of  environments  that  meet  the  needs  of 
older  residentsT 

J.    Assistant  Secretary  of  Housing  for  the  Elderly 

Federal  assistance  to  help  finance  the  development  of 
housing  specially  designed  for  the  elderly  has  been  in  existence 
since  the  Housing  Act  of  1956,  when  such  housing  was  authorized 
under  the  Public  Housing  Program.    Since  then,  housing  programs 
for  the  elderly  have  expanded  to  the  point  where  billions  of 
dollars  have  been  invested  in  housing  for  older  people  with  about 
1.5  million  units  of  subsidized  housing  (not  necessarily 
specially  designed  for  older  people)  occupied  by  senior  citizens. 
Given  this  investment,  the  hundreds  of  thousands  of  units 
designed  for  them,  and  the  increase  in  the  number  of  housing 
programs  focusing  on  the  elderly,  it  is  long  overdue  that  >he 
Department  of  Housing  and  Urban  Development  have  at  its  top  level 
an  Assistant  Secretary  of  Housing  for  Senior  Citizens  to 
coordinate  the  various  programs,  represent  the  Department  as  the 
S<*cretarv*s  spokesperson  for  the  elderly  and  to  advise  and 
Consult  with  the  Secretary  and  the  Congress  on  all  matters 
related  to  older  people  and  their  housing  needs. 


-  5  - 


103,(1.,  r 

ERIC 


1017 


K.    Housing  for  the  Next  Generation  of  Older  People 

The  huge  bulk  of  housing  specially  designed  for  the  elderly 
in  this  country  has  been  developed  over  the  past  25  years*  With 
the  p?3sage  of  a  quarter  of  a  century,  the  housing  to  be 
con^'tructed  for  occupancy  by  the  next  several  generations  of 
older  people  should  ba  designed  in  recognition  of  the  fact  that 
their  needs  and  preferences  probably  will  be  quite  different  in 
many  respects  from  those  of  the  older  people  who  have  been  the 
occupants  of  such  housing  in  the  past  several  decades.  These 
later  generations  of  senior  citizens  are  likely  to  be  better 
educated,  even  more  involved  politically  than  now,  healthier, 
more  independent,  and  less  willing  to  accept  the  dictates  of  the 
rest  of  society.    They  may  question  the  kinds  of  housing  offered 
to  them  and  be  dissatisfied  with  the  housing  built  in  these  past 
several  decades.    In  short,  older  people  may  be  so  different  in 
terms  of  how  they  look  at  their  housing  and  living  arrangements 
that  we  need  to  plan  now  to  conduct  in  depth  research  on  their 
needs  and  preferences  before  we  add  many  more  billions  to  the 
existi^i^*  investment  on  their  behalf. 
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NEW  YORK  HOUSING  CONFERENCE 


1780  BROADWAY  SUITE  600 
NEW  YORK,  NEW  YORK  10019 
(212)265^530 


f'TATEMENT 
FOR 

SE>'A'nv  SUBCOMMITTET  ON 
BOUSxhG  AND  URBAN  AFFAIRS 


Without  a  substantial  commitment  of  federal  funds  to  low 
income  housing,  we  can  expect  torrential  homelessness,  starting 
in  the  urban  areas  and  expanding  to  the  suburbs.  Condominium 
conversion,  sale  and  de 'olition  of  public  housing,  the  loss  of 
assisted  units  to  "buy-    its"  and  the  end  of  section  8  contracts 
are  all  factors  that  will  mean  a  loss  of  several  million  low 
income  units  over  the  next  decade.    New  York,  where  public 
housing  remains  sound,  has  over  5,000  homeless  families,  20 
percent  doubling  up  in  public  housing  and  an  18  year  waiting  list 
for  section  8  and  public  housing.    Although  New  York  is 
struggling  valiantly  to  commit  funds  to  local  housing  programs, 
at  best  5,000  new  low  income  uni  3  can  be  produced  annually.  New 
York  State  has  estimated  a  need  tor  665,000  new  or  rehabilitated 
a'^artments-    The  problems  keeps  growing. 

The  New  York  Housing  Conference  would  like  to  see  a  revival 
of  sectio-i  8  and  new  public  housing.    HoWevpi ,  political  reality 
seems  to  eliminate  the  reinstatep^nt  of  these  "tried  and  true" 
programs.    Therefore,  we  would  advocate  the  following 
alternatives  to  be  considered  by  Congress: 

Capital  Grants  or  Deferred  Payment  Loan 

Capital  construction  grants  or  deferred  payment  loans  to 
nonprofit  agencies  or  profit  motivated  partnerships,  which  would 
own  and  operate  apartments  for  low  and  moderate  income  families. 
Rents  would  cover  maintensnce  and  operations  on  buildings  which 
would  be  virtually  debt  free.    Localities  would  set  cost  limits. 
Income  limits  and  rent-income  ratios,  thereby  accounting  for 
regional  differences.    Similarly  rent  J-xcreases  would  be 
determined  by  local  housing  agencies. 

However,  at  least  thirty  percent  of  the  units  in  each 
locality  vuuid  be  reserved  for  very  low  income  occupants.  Grants 
could  cover  up  to  100  percent  of  acquisition,  new  construction, 
substantial  rehabilitation  or  moderate  renovation. 
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Tax  Credits 

The  Low  Income  Tax  Credit  program  established  in  the  1986 
Tax  Reform  Act,  should  be  revised  to  work  in  tandem  with  the 
capital  construction  program  outlined  above. 

Certificates  as  an  Entitlement 

The  Section  8  Cerfiticate  Program  should  be  vastly  expanded 
to  an  cntitlemeu *  program.    Even  in  debt  free  buildings  many  low 
income  families  cannot  afford  to  pay  operating  costs.    In  New 
York  it  costs  $300  -  $350  a  month  to  operate  a  building. 
Families  earning  less  than  $12,000  need  additional  subsidies  even 
to  pay  for  operating  costs  in  their  buildings.    If  utility  costs 
oc  ^tber  costs  increase,  the  certificate  program  becomes  all  the 
more  important.    Expsniing  the  certificate  program  to  an 
entitlement  program  sounds  expensive.    However,  as  a  measure  to 
prevent  bomelessness  and  future  crisis,  the  certificate  program 
is  extremely  cost-effective.    By  spending  $3,500  a  unit  a  year, 
it  might  be  possible  to  avoid  spending  in  excess  of  $20,000 
annually  for  a  homeless  family.    One  way  to  minimize  the  budget 
impact  would  be  to  estimate  each  year's  expenses,  rather  than 
calculating  the  multiyear  expense  for  a  specific  unit,  and 
placing  that  enlarged  number  in  the  first  year  budget. 


New  York  Housing  Conference 
Clara .Fox  and  Duncan  Elder 
Co-Chairs 


Carol  Lamberg,  Staff  Director 
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July  31*1987 


Senate  Housing  Subcommittee  "^-r  -f-^-'  . 

Rocm  535  ^     '  ^ . 

Dirksen  Senate  Office  Building 

Washington,  D.C.  20510 

Dear  Committee  Members: 

As  a  member  of  the  Public  Housing  Authorities  Directors  Association,  I  thank 
you  for  the  opportunity  to  share  my  views  on  needed  legislation.  These  should 
include  the  following: 

L  Minimum  Rents  Inclusion 

2.  Ceiling  Rents  Reinsu:i*'^.ent 

3.  Grant  Funding  of  Agencies  on  an  equitable  basis 

4.  ?yrther  Deregulation  of  PHA's 

Sti^  better.  Deputy  Assistant  Secretary  James  E,  Baugh  of  HUD,  has  fc  ulated 
an  idea  he  entitles  defederalization  of  rents.  Pertiaps  it  would  behoove  >  ju  to 
have  Mr.  Baugh  expound  on  his  concept,  I  certainly  would  support  what  I  have 
heard  of  his  idea  to  date. 

Thanks  egain. 


David  W.  Madden 
Executive  Director 


pb 

Copies  to;  PHA/DA 

James  E.  Baugh 

COMMISSIONERS 
BmK»i;jr-CHA!RMAH    '  ,  . 

Bill  SIMn- VICE-CHAIRMAN       . . 
txulMQficr 

noMWooten      r  -K     V'-; :  '  "  , 

BndOro¥ir  '   •  ^ 

OtvW  W.  M«M«i  •  EXECUnVEDIROTOR 
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SACRAMENTO  HOUSING  AND  REDEVELOPMENT  AGENCY 

Suggestions  for  Changes  in  Federal  Housing 
and  Community  Development  Legislation 


Specific  Issues  Needing  to  be  Addressed 

1.  Increased  Program  Flexibility:    One  of  the  major 
strengths  of  the  CDBG  program  is  the  flexibility  It 
provides  local  governments  in  meeting  the  needs  of  their 
low-incone  populations.    It  is  essential  that  this 
flexibility  be  retained  and  even  increased  in  order  for 
the  program  to  truly  adapt  to  varying  local 
circumstances. 

2.  Home  ownership:    In  Sacramen  o  County  and  throughout  the 
nation,  low-income  residents  are  increasingly  unable  to 
becooe  homeowners  because  of  the  disproportional 
increases  in  housing  costs.    Funds  need  to  be  made 
available  in  the  form  of  deferr'?d,  low  or  no  Interest 
loans  to  move  low-income  renter  families  into  home 
ownership.    We  ace  especially  interested  in  being  able 
as  a  government  agency,  to  pui^'.,jise  boarded  units, 
rehabilitate  them,  and  then  mrAe  them  available  to 
low-income  families. 

3.  Rehabilitation  Funding:    Also  to  address  critical 
housing  aff ordability  issues,  jurisdictions  naed  an 
infusion  of  funds  to  provide  housing  rehabilitation 
assistance.    In  our  area,  substantial  numbers  of  units, 
botl  rental  and  owner-occupied,  need  rehabilitation;  the 
majority  are  currently  occupied  by  low-income  residents 
few  of  whom  as  renters  can  afford  rent  increases  or  as 
owners  can  afford  housing  expense  increases.    In  order 
to  conserve  this  housing  in  a  safe  and  liveable 
condition,  we  need  to  offer  very  low  or  no  interest, 
deferred  loans  to  cover  the  full  cost  of  rehabilita- 
tion.   Currently  our  grant  is  too  small  to  provide 
adequate  funds  te>  rehabilitate  substantial  numbers  of 
units. 
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4.  Homeless  Programs:    Great  pressure  hds  been  put  on  the 
CDBG  program  to  address  homelessness  especially  since 
the  demise  of  revenue  sharing  and  reductions  in  the 
Community  Services  Block  Grant.  .The  flexibility  of  CD3G 
has  made  it  an  excellent  funding  source  to  provide 
emergency  shelters  for  homelessness  caused  by  a  variety 
of  factors  and  to  provide  programs  to  help  home^^ss 
people  obtain  permanent  sheltets.    However,  the  limit  on 
public  services  and  the  dearth  of  funds  have  severely 
const r ait:. '^d  the  impact  of  these  programs* 

5.  Capital  Ir^rovements;    Particularly  in  the  City  of 
Sacramento,  large  residential  areas  are  in  need  of 
substantial  infrastructure  improvements*    These  older 
areas  were  developed  without  adequate  requirements  for 
provision  of  curbs,  gutters,  (  ^dewalks,  drainage,  and 
fire  protection  and  were  later  ^  ,nexed  to  the  City* 

.They  are  now  occupied  by  very  low  to  low  income 
residents  who  cannot  afford  special  assessment  district 
fees,  the  only  other  mechanism  for  infrastructure 
construction* 

6.  Pair  Housing:    Pair  housing  can  be  funded  two  ways:  as  a 
public  service  under  Section  570*201(e)r  or  as  an 
administrative  cost  under  Section  570*206(c)*    There  are 
disadvantages  with  bot*  approaches*    Onder  the  public 
service  category,  fai:.  housing  is  subject  to  the  15% 
public  service  limit,  an  extremely  competitive  category, 
and  the  program  must  primarily  assist  low-income 
people*    To  be  effective,  a  fair  housing  program  should 
decidf^  how  to  pursue  complaints  based  ?n  an  analysis  of 
the  case,  not  the  income  level  of  the  client*    As  an 
administrative  cost,  fair  housing  would  be  subject  to 
the  20%  limit*    Pair  housing  should  be  made  an  eligible 
activity  under  a  separate  section  of  the  regulations 
which  would  not  be  subject  to  either  the  15%  or  20% 
limits* 

7*     Long  Term  Pinancial  Commitments:    The  current  year  to 
year  authorizati'^n/funding  cycle  causes  unnecessary 
complexity,  uncertainty  and  inefficl'^ncy  at  the  local 
administrative  level*    To  avoid  thece  problems  and 
provide  a  sound  basis  for  local  planning,  federal 
legislation  should  provide  greater  stability  in  local 
funding*    Some  means  to  accomplish  this  include,  but  are 
not  limited  to,  three  year  or  longer  program 
authorizations,  grants  indexing  to  account  for 
inflation,  and  hold  harmless  provisions* 
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8 .     ^ucofaatic  \drntnistcattve  Transfer  of  Unused  HAP  Contract 
Budget  Authority  for  section  8  Opt  Outs  to  the  Local  PHA; 
section  8  opt  outs  currently  result  in  a  net  reduction 
in  subsidized  units  because  replacement  units  are  funded 
with  budget  and  annual  contributions  contract  authority 
authorized  for  the  current  year.    Another  problem  from 
the  local  PHA  viewpoint  is  complexity  and  time  delays 
associated  with  applying  for  and  receiving  discretionary 
replacement  units  from  HUD  Central.    This  causes 
confusion  bordering  on  panic  for  low  income  renter 
families  fearful  of  being  displaced. 

As  a  practical  matter  it  seems  unlikely  that  the  Federal 
Government  would  deny  continued  assistance  to  low  income 
families  victimized  by  opt  outs.    This  being  the  case  It 
would  be  more  straightforward  and  far  mors  efficient  to 
allou  the  direct  aOminlstratlve  transfer  of  tenant 
subsidies  from  the  opt  out  project  to  the  local  PHA. 
Such  transfers  should  be  for  the  remaining  term  of  the 
HA^  contract  for  the  opt  out  project  In  a  sufficient 
amount  to  fund  the  pre-existing  unit  mix. 

New  Housing  Policy  Concepts 

1.     Replacement  of  the  Performance  Funding  System  (PFS)  for 
Public  Housing  with  a  Subsidy  Standard  Geared  to  Local 
Rental  Market  Conditions;    The  PFS  Is  based  on  an 
abstract  statistical  calculation  whlcb  Is  difficult  for 
local  PHAs  to  relate  to  and  which  by  most  accounts  Is 
not  capable  of  producing  accurate  projections  of  PHA 
operating  costs.    This  system  should  be  replaced  by  a 
subsidy  mechanism  which  Is  more  directly  related  to 
local  rental  market  conditions  and  at  the  same  time 
provides  Incentives  for  efficient  local  program 
operations.    An  outline  of  such  a  system  follows: 

a.     HUD  would  establish  a  fixed  subsidy  amount  by 

bedroom  size  for  a  particular  area  based  on  the  HUD 
Fair  Market  Rent  (PMR).    The  subsidy  amount  would 
essentially  be  the  FHR  adjusted  for  differences  In 
debt  service  costSf  utility  costs,  and  a  tenant 
rent  factor  which  would  generally  represent  the 
average  amount  that  subsidized  rentf^rs  typically 
pay  for  subsidized  units  of  the  same  bedroom  size 
In  the  general  market  area  under  all  subsidy 
programs. 
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b.  k  PHA  would  be  entitled  to  claim  the  above  fixed 
subsidy  amount  for  each  unit  month  o£  occupancy 
through  a  process  similar  to  that  used  to  make 
payments  to  private  landlords  under  the  Section  8 
Existing  Housing  Assistance  Payments  Program.  HUD 
would  continue  to  monitor  for  such  things  as 
compliance  with  income  and  occupancy  criteria,  unit 
conditions,  reserves,  etc. 

c.  PHAs  able  to  operate  successfully  within  the 
subsidy  level  described  above  would  benefit  from 
simplified  record  keeping  and  reporting 
requirements  and  would  be  allowed  to  use  surplus 
revenues  for  other  low  income  housing  related 
purposes. 

d.  pBt.  s  not  able  to  operate  successfully  would  be 
subject  to  more  detailed  record  keeping  and 

.  reporting  requirements  and  would  be  required  to 
'  develop  approved  management  plans  for  correction  of 
deficiencies  within  a  reasonable  time. 


2.      COMBINED  HOUSING/CD  BLOCK  GRAKT  (HCDBG) ;    Housing  ana 
CDBG  funds  would  be  combined  into  a  single  HCDBG  grant 
to  local  jurisdictions  made  on  a  needs  based  formula 
basis.    The  grant  would  replace  and  hopefully  exceed 
amounts  currently,  allocated  by  the  federal  government 
for  the  CDBG  program  and  the  various  housing  production 
and  related  development  programs,  i.e..  Section  312, 
rental  rehabilitation,  HODAG,  public  housing 
conscruction.  Section  202,  Section  8  construction/ 
rehabilitation,  etc. 

First  priority  foe  use  of  HCDBG  funds  would  be  the 
provision  of  low  income  rental  housing.  Jurisdictions 
with  high  housing  costs  would  be  required  to  spend  a 
high  percentage  of  their  HCDBGs  to  meet  low  income 
rental  housing  needs.    Jurisdictions  with  lower  housing 
costs  would  be  allowed,  not  required,  to  use  a  greater 
portion  of  their  HCDBGs  for  housing  programs  oriented 
towards  low/moderate  income  home  owners,  neighborhood 
improvement,  economic  development  and  related  activitier.. 
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The  allowable  mix  between  low  income  cental  housing  and 
other  activities  would  bo  detecnined  by  a  housing 
affotdability  index  d^tecmiiied  statistically  foe  each 
jurisdiction.    The  index  would  be  sensitive  to  both  the 
price  of  av;)ilable  rental  housing  and  the  ability  of  the 
populat^.on  to  afford  such  housing  as  determined  by  such 
things  as  wage  rates*  unemployment  rates,  costs  of  other 
necessities,  etc. 

The  allocation  formula  would  encourage  and  reward  local 
efforts  to  foster  development  of  affordable  housing 
through  a  variety  of  means,  not  just  direct  construction 
or  rent  subsidies.    As  a  general  rule  local  government 
tends  to  be  less  sensitive  to  low  income  rental  housing 
needs  than  to  neighborhood  improvement,  economic 
development  and  home  owner  housing  issues.    The  combined 
grant  approach  with  a  priority  for  rental  housxng  would 
create  a  powerful  incentive  for  local  jurisdictions  to 
weigh  these  needs  more  heavily  in  their  planning  and 
land  use  decisions.    Jurisdictions  which  exercise  nheir 
discretionary  powers  in  such  a  way  as  to  increase 
affordability  would  be  rewarded  with  greater  flexibility 
in  the  use  of  their  HCDBGs.    Those  with  poor 
affordability  would  be  required  to  take  direct  action  to 
correct  thi^  situation. 

Since  high  housing  costs  tend  to  be  associated  with  high 
economic  growth  and  job  creation,  and  vice  versa,  the 
etllocation  rule  would  tend  to  allocate  federal  resources 
in  accordance  with  widely  held  national  priorities.  In 
high  growth  low  affordability  areas  the  formula  would 
dictate  a  local  strategy  of  bringing  people  to  the  jobs 
by  requiring  that  more  resources  be  spent  for  low  income 
rental  housing  to  improve  access  of  needy  families  to 
economic  opportunities,    in  areas  of  economic  decline 
and  a  relative  surplus  of  low  cost  housing  the 
flexibility  would  exist  to  pursue  a  strategy  of  bringing 
jobs  to  the  people  by  allowing  greater  use  of  funds  for 
economic  development. 

LOCAL  FLEXIBILITY  TO  COMMIT  TENANT  BASED  RENT  SUBSIDIES 
TO  INDIVIDUAL  PROJECTS;    As  With  the  Section  8  Existing 
and  Voucher  programs,  local  governments  would  annually 
receive  an  increment  of  funding  for  housing  subsidies 
determined  through  a  needs  based  formula  similar  to  that 
used  to  allocate  HOD  budget  authority  between  regions. 
As  with  the  Housing  Voucher  Program,  each  jurisdiction's 
entitlement  would  be  expressed  in  ternti  of  dollars,  not 
c.iits.    Jurisdictions  able  to  achieve  a  low  subsidy  cost 
per  unit  would  be  able  to  subsidize  more  units. 
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Unlike  current  programs  jurisaictions  would  be 
authorized  and  encouraged  to  link  rent  subsidies  with 
specific  housing  programs  and  projects  in  an  effort  to 
decrease  subsidy  cosj-j  and/or  increase  coordination  with 
support  services.    Examples  include  residential  hotels, 
group  quarters,  projects  financed  with  HCDBG  funds 
(described  above)  or  tax  credits,  and  programs  that  link 
housing  with  other  services,  such  as  independent  living 
skills  training  for  the  h:sndicapped,  job  training  for 
the  unemployed,  or  provide  emergency  assistance  to 
certain  groups  such  as  battered  women  people  who  have 
lost  their  jobs  through  no  faulu  of  their  own,  etc. 

The  minimum  term  of  the  local  rent  subsidy  entitlement 
would  be  five  years.    However,  to  permit  long  term  local 
co»raitments  to  specific  projects,  a  jurisdiction  would 
be  permitted  to  commit  a  certain  fraction  of  it's  total 
multi-year  entitlement  to  projects  with  subsidy 
commitments  of  between  six  and  ten  years  and  between 
eleven  and  fifteen  years. 

The  basic  rules  for  tenant  income  eligibility  and  rent 
payments  would  be  the  same  as  current  subsidy  programs. 
Payments  from  the  rent  subsidy  fund  for  designated 
development  projects  would  be  b£sed  on  the  Section  8 
Pair  Market  Rents  (FHRs)  for  existing  units  regardless 
of  whether  it  is  a  new  construction  or  rehabilitation 
project.    However,  additional  subsidies  could  be 
provided  from  other  sources  to  reduce  rents  to 
established  FHRs. 

Rent  subsidy  funds  woulcjl  be  allocated  according  to 
priorities  established  in  the  local  Housing  Assistance 
Plan  (HAP). 

A  locally  controlled  flexible  subsidy  approach  would 
foster  creativity  in  the  development  of  programs  to  meet 
highest  priority  local  needs.    It  avoids  the  costly, 
cumbersome  and  time  consuming  exercise  of  establishing 
comprehensive  national  standards  applicable  to  a  wide 
variety  of  local  situations.    By  creatine;  a  local 
awareness  of  susidy  costs  for  various  types  of  projects 
and  providing  incentives  for  meeting  those  costs,  ic 
woi^ld  encourage  greater  efficiency  and  economy  in  ths 
allocation  of  scarce  subsidy  resources. 
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scmsm  oLiroatjiu  assocuhok  or  cothwwis         • " 

Julr*  1987 


V«  «r«  Dov  at  A  critical  Juncture  In  tm  of  Mtlocul,  «  y*ll  «j  rt«lonfl 
bou»lnx  policy.  Both  vlll  b«  affected  by  lb«  d«clsloat  tb»t  vlU  U  a^da 
at  th9  Mtlooal  Ural.  Tba  upcottlns  Datlooal  dlacoaaloa  tbarefora  dasanda 
o«r  lop«t.  TUla  Input,  In  turn,  abould  ba  dtralcpad  at  tba  rofloaal  laral 
vltb  our  tudaratiadlnc  of  our  raglea'a  boualof  altuatloo  In  alod. 


TBI  KATlOiaL  ISSDlSi 

Orar  tba  pA»t  nix  jmn,  ttn  fadai-^l  fovan«aat  baa  btjua  to  mora  avay  fro« 
tba  iradltlooal  boualse  poK^,  vhlch  m  Mtablltbad  during  tba  Roosavalt 
and  Truata  adalnlatritlcna.  Thla  natlooal  boualnt  policy  vaa  alaad  Jt 
provldlni  adaquata  bouilni  for  all  lacoM  l«v«l»  In  tba  aoclaty  through  tba 
astabllsbaant  of  roadlly  avallabla  aortm*  financing  for  alddla  IncoM 
atrata,  «ad  subaldlaa  for  tboaa  vlth  Itaa  IncoM.  Ivta  aora  laportaatly, 
coodltlona  uadarlyln«  tba  rUblllty  of  thli  policy  btf«a  to  avaporata 
durlax  tba  1970*b. 

Tba  Blddla  Inco^  pollcy  vorUd  vtU  and  lad  to  tba  euburbaalxatloa  tad 
llrii  laral  of  boM  cwartbip  va  no*  tajoy.  It  w  baaad  upoo  tba  tJtab- 
llthattBt  of   cradlt   throofb   iba  and  VA  (for  Vataraai),  aa  vail  aa 

cavlaia  &  loaa  aMOcUtloos  prlaarlly  dadlcatad  to  houalaf  flaiaca.  Tblt 
adlflca  basan  to  criMbla  vltb  tba  bl^  inflation  and  laterast  rataa  of  tba 
I970»t.  Ihla  flaandal  iMtablUty  lod  to  a  crliU  ia  tba  aavlnc*  4  loaa 
laduJtry,  ilnc*  mrim  b«l  to  ba  dtpoaltad  at  bltb  rataa  of  intarajt, 
oftan  ottUld*  «aYla««  ft  loana,  la  ordar  to  avoid  croaloo  la  valua.  Oulckly 
follovlBf  oo  tbla  daralqp^t  vaa  tU  pcrtlal  darafulatloo  o^  aavlan  4 
iMaa  aad  baslu.  Thim  Maat  that  aortm*  rataa  aov  mani  vlth  tba  rate 
In  tba  wtld  aoooy  aarkata  ftatrally  and  vara  no  l0Q««r  -laiuUtai  by 
apaclal  rtatrlctlooa  oo  Sit.*a. 

Tbaaa  (IniaclU  davalopMOta  lad  not  only  to  hlfbar  houalai  coata  for 
alddla  IncoM  bou»ai»olda»  but  g1»o  uadarmlnad  iba  prorlaloo  of  raatal 
bouilBS  for  lovtr  InccM  houalai.  Contrary  to  popular  parcaptloaa,  tht 
traat  bulk  of  raatal  (aad  ovnarahlp)  bouiln«  for  lovar  locoaa  bouaaholda  li 
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Homing  Ittm  F^pir  (cont.l  7/8? 

provided  by  ;ht  prlvAtt  B&rUt  vlthout  tht  bentflt  of  dlrtct  fOvtnuMnt 
subsidy.  Vbtn  iDtertst  rt.ts  roit,  ibty  crtttcd  t  ntv  cost  ilniclurt  for 
rcatal  bouslzxe.  Uadlords  dov  p«y  aort  Uttrtst  (uid  'opportualty  cost  ) 
^  rtsultt  4Ad  PASS  Ir  CA  to  ttnsflts  Id  tht  font  of  hlfb«r  rents.  This 
hss  led  to  •  continuing  i.eterlor*tlon  of  the  nusber  of  units  thit  ctn  be 
provided  to  lover  Income  !^ouseholds.  The  effect  of  this  deterioration  Is 
crester  thin  the  effect  ot  any  federsl  jovem»«nt  vlthdrsvsl  ffo«  sOOs Idy 
prot/»u.«  In  short*  It  Increase  the  need  for  subsidies. 

Finally,  the  federal  jovenwent  Is  aovlnf  fro«  a  policy  of  subsidy  through 
profraxs  such  as  public  bousing,  nev  private  construction  of  houslni:  vhose 
rcrts  vlll  be  subsidized,  and  rental  assistance  to  households  that  U 
related  to  the  unit  they  vlll  occupy,  to  a  policy  of  "»oblle"  subsidies  to 
households  and  the  possible  sale  of  public  housing  to  the  tenants.  It  it 
hoped  that  these  aobUe  subsidies.  In  the  fom  of  housing  vouchers,  vlll  be 
■ore  cost-effective  than  the  older  profraas  that  vera  more  k«y«d  to  units 
thin  to  people. 

Vhether  this  nev  federal  approach  vlll  blossoa  Into  a  full«fledxed  policy, 
or  whether  e  nev  bouslnfl  policy  for  the  1990»s  vlll  Instead  be  bised  on  a 
different  approach  or  a  combination,  vlll  depend  on  the  discussion  that 
vlll  occur  over  the  next  fev  Mnths. 

SCAC  Kust  be  involved  In  this  discussion. 

Our  startlnf  point  should  be  support  for  positions  that  vlll  lead  to  a 
reduction  to  untttable  proportions  of  both  the  «lddle  Incoae  *nd  lover 
Incose  houjlnf  problea.  This  «eans  lover  Interest  rates  ard  available 
■ortwe  credit.  Without  this  precondition,  «lddle  IncoM  housing  becoees 
s  problem  vhen  It  need  not  be,  and  lover  IncoM  houslnf  becoMS  a  problea 
of  unaanaftable  proportions. 

Those  InttTMted  In  achlevlR<,  or  recapturlnj,  tn  hospitable  ^»f*n5}*J 
enVlroGieni  for  bouslnc  should  be  avare  that  InfUtlon  causes  the  high 
interest  ratea  that  «*Jte  this  lapoislble.  Support  for  orh^r  policies  that 
aay  lead  to  laflatloa  therefore  has  a  disproportionately  deleterious  effect 
on  bousing. 

ntClOHAL  HOUSDC  pouqi 

Hirional  ht  itig  policv  sust  contain  tvo  coapoaents:  our  re|lon»s  vlev  of 
what  natloasx  bouslof  policy  should  be  and  our  reflon's  policy  vlth  regard 
to  our  ovn  loc  1  conditions  and  needs.   The  former  Is  discussed  above. 
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Housln£  I»gim  P^ptr  fcont.)  7/87 


Ktglfmal  bouslni  poller  could  b«  built  around  tb«  foUovlaf  1mu«  rrcut  u 
outlined  la  Xhm  rtcrat  SCAC  Rtglootl  Eouxlns  8tr«t«flts  Paper { 

o  Qusntlty/AffordablUty 

o  DUtrlbutloo 

o   Equal  Accaas 

o  Quality 

o  Taaura 

Va  hava  alrtady  dlscuattd  tba  first  Isaua  araa  aa  part  of  national  pollc/t 
abova.  Tha  outcoaa  at  that  l«val  vlll  ba  Mora  iiportant  than  <iiqr  othar 
factor  In  this  Issua  araa.  Tbara  ara*  hovavar*  laauaa  vo  suat  ralsa  at 
this  laval  vlth  rafard  to  p«ralttlcf  rtqulrsaiotSt  davalcpaant  ftaa  and 
axactlonst  and  tha  provl/**'a  of  ln2rastructora.  Tbaaa  art  laauaa  va  suat 
solva  at  tha  rtfional  •  Th«x.vlU  not  ba  addrataad  in  Vaahlagton  In 
ffufflcltnt  datall  to  ba  ^ogful. 

Part*  but  not  all*  of  zat  »ost  dlra  coosaquancas  of  Inadtquata  policy  In 
this  araa  Is  tha  hoaalassncss  va  cm  around  us.  Qutntlty  and  Affordablllty 
art  tvo  sldas  «r£  tha  mm  coin.  Ibis  aust  b«  ktpt  in  aind  If  va  ara  to 
solva  this  problta. 


Bousing  •distribution  falls  uadar  tha  particular  punrlav  of  SCAC.  SCAG  aust 
Idtntlfy  tha  distribution  of  currant  and  futura  bousing  naad  for  aach 
lacoaa  laval  by  jurisdiction  In  tha  Raslooal  Bousing  Allocation  Hodolt 
•andattd  by  stata  lav.  Votk  on  the  198d  REAM  Is  alraady  undorvay.  Va  hop« 
to  Includa  Job/Bousing  balanca*  aa  vail  aa  e»ra  traditional  dlstrlbutlva 
atasuras  as  part  of  this  IHAM. 

SOUS  could  fulfill  a  valuabla  acnltorlng  tola  in  assuring  that  natlonsl 
policy  vlth  regard  to  aqual  accass  to  bous^  la  baing  carrltd  out. 
Failura  in  this  ara  vould  frustrate  tha  alas  ia  cvavy  othar  area.  Jna 
neada  only  ta  observe  tba  housing  controversies  ia  other  regioos  to  sea  hov 
fortunate  va  are  have  gone  beyond  an  exclusive  focus  oo  ethnic  aspects 
of  housing  dlatrlbutlon  that  still  haunt  these  other  rajieos. 

Quality  vlU  becoae  e  larger  Issue  slaply  aa  a  result  of  the  rapid  aging  of 
the  housing  stock  In  this  region.  Ve  ara  no  loagar  e  "ntv*  region,  and 
eust  therefore  ftart  thinking  about  prasarvatloQ,  rehabilitation,  code 
enfo recast,  and  other  IsLues  that,  until  oov,  vere  Mro  of  e  concern  In 
the  older  regions  of  ths  country* 
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Housing  U*M»  PaPT  fcont.^  7/87 

fliully.    ttaurt  vlll  *Uo  loom  Urgtr     an  iuu«  u  J^^^'^.^^J 
nitlcn.      Tht   irtfld  htrt  b*»   htn   lovard  4n  tv«a  hlch«r  proper t-^  o. 

Mmvmrit  It  it  l«Port4nt  to  undtr«ttad  that  thl«  tiwJ  1«  •xactly  In  th« 
IV^lVl.  dlJtctU  £r5^^  vh«e  U  should  b.  going.  Tb.  SOC-ST  Bas.lln. 
ZTk  \M  oSr^S  on  th«  Housing  UpUcatloM  o£  Kl,r»tloa  both  shew  that 
iS;  dtaand  In  th«  futurt  vlU  shift  tovard  hoMOvntrshlp  «^  V^Vt\^ 
J«t«L.  This  is  bastd  upon  tht  ago  and  othar  •J^^J^H 
of  tht  futurt  population  of  tht  rejton,  not  upon  &  valut  judgatat  by  us  as 
to  tht  dtslrablllty  cf  hoiwovatrshlp. 
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SOME  PROPOoalS  FOR  U.S.  HOUSING  POLICY 

FROM  CHAPTER  9  RETHINKING  RENTAL  HOUSING 

BY  JOHN  I.  GILDERBLOOM 
CENTER  FOR  PUBLIC  POLICY 
UNIVERSITY  OF  HOUSTON 

AND 

RICHARD  APPELBAUM 
UNIVERSITY  OF  CALIFORNIA,  SANTA  BAABARA 


In  this  Chapter  wc  examine  the  potential  role  of  the  federal  government 
in  directly  promoting  program^  aimed  at  low  and  moderate  income 
households.  Drawih^j  heavily  on  the  work  of  a  national  task  force  on 
housing  policy,^  we  offer  ar.  approach  which  fundamentally  rethinks  the 
ways  in  which  housing  is  produced,  allocated,  and  consumed  in  the  United 
States.  This  rethinking  takes  as  a  point  of  departure  the  goal  originally 
established  by  the  National  Housing  Act  of  1949,  "a  decent  home  and  a 
suitable  living  environment  for  every  American  family."  In  the  proposed 
Program,  this  commitment  would  be  .expanded  into  a  legal  declaration  that 
every  Anerican  household  has  the  right  to  housing  'vhich  is  decent,  safe, 
sanitary,  affordable,  compatible  with  resident  needs  and  under  democratic 
resident  control.  Adequate  and  affordable  hcusing  would  thereby  become  a  uni- 


^This  Chapter  is  based  on  a  National  Comprehensive  Housing  Program  that 
was  drafted  Over  a  three-year  period  by  the  members  of  a  national  task 
force  on  housing  policy,  working  under  the  auspices  of  The  Institute  for 
Policy  Studies'  Alternative  Program  for  America  Project  (see  Ap*^elbaum  et 
aU  1986).  Task  force  members  include  Emily  Paradise  Achtenberg,  Richard 
P.  Appelbaum,  John  D.  Atlas,  Art  Collings,  Peter  Dreier,  Bob  Goodman, 
Chester  Hartman,  Jackie  Leavitt,  Dan  Lindheim,  Peter  Marcuse,  Christine 
Minnchan,  Carole  Selter  Norris,  .Mike  Rawson,  Florence  Roisman,  Joel 
Rubenzahl,  and  I  ichael  Stone.  Richard  Appelbaum  took  overall 
responsibility  for  final  drafting  of  the  Program,  although  key  components 
were  initially  drafted  by  other  Task  Force  members,  in  particular  Emily 
Achtenberg,  Peter  Dreier,  Chester  Hartman,  Jackie  Leavitt,  Peter  Marcuse, 
Christine  Minahan,  Carole  Norris,  and  Michael  Stone.  The  task  force  was 
funded  by  grants  from  the  Shalan  Foundation,  Sunflower  Foundation,  and 
Seed  Fund.  The  version  in  this  Chapter  departs  in  some  significant  ways 
from  the  original  Program,  and  is  of  course  the  full  responsibility  of  the 
authors  of  the  present  volume. 
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versal  national  entitlemenu  all  cttiztns  would  have  the  nght  to  adequate  housing 
at  an  affordable  price.  Such  housing  would  be  secure  with  lespect  to  tenure, 
permit  locational  choice  and  respect  the  special  housing  problems  of 
women!  minorities,  and  the  disabled.  The  attainment  of  such  housing  would 
become  ^  national  goal  of  the  highest  order,  to  whivh  substantial  public  re- 
sources  wouU  be  devoted.  In  order  thieve  this  goal,  the  Program  would 
provide  that  local,  state,  and  federal  governments  have  a  responsiblir.y  tj 
use  their  powers  to  meet  the  housing  needs  of  all  segments  of  the 
community. 

Throughout  this  book  we  have  sought  to  demonstrate  that  the  market 
economy  has  failed  to  t'foviuc  adequate  housing  to  these  who  need  it  moi>t 
in  either  of  its  two  principal  streams;  private  ownership  or  rentals.  The 
Program  would  therefore  establish  that  alternative  forms  of  housing 
allocation  and  tenure  must  be  implemented  for  a  significant  portion  of  the 
housing  stock.  We  term  this  portion  the  third  stream  of  commur  based 
housing*  It  would  exist  alongside  the  existing  two  s  .reams,  to  serve  .he  needs 
of  the  growing  numbers  of  households  who  are  ill-served  by  the 
marketplace.  By  community-based  housing  we  simply  mean  housing?  that  is 
DuD-prof>t,  and  is  produced  and  operated  according  to  the  princlpit.  me 
national  housing  goal.  There  are  already  many  examples  of  s^ch  aousing,  of 
which  the  two  most  familiar  are  existing  public  housing  and  cooperative 
housing  with  resale  price  controls.  Other  examples  include  university 
student  and  faculty  housing,  military  housing,  and  in  general  any  housing 

owned  by  a  non-profit  or  governmental  entity.  The  principal  difference 

/'^  .  \ 

among  these  form**  of  such  '^ousing  lies  in  the  degree  5f==TitlrTd  the  unit.  .  a 

cooperative  housing,  residents  are  considered  to  be  tenan^-owners,  while  in 
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other  forms  they  are  regarded  as  solely  as  tenants.  Tenant-owners  are 
permitted  some  investmenr:  stake  in  their  unit,  while  pure  tenants  arc  not. 
Other  differences  may  have  to  do  with  tenants*  rights  (for  example, 
modifying,  on e*s  unit,  or  subletting),  management  style,  and  security  of 
tenure.  Under  the  proposed  Program,  however,  tenants  in  all  community- 
based  housing  forms  would  be  guaranteed  the  rights  ordinarily  associated 
with  ownership,  as  well  as  full  protections  against  eviction,  involuntary 
displacement,  or  other  threats  to  secure  tenure. 

In  exchange  for  these  rights,  tenaits  in  community-based  housing  would 
forego  the  iight  to  resell  their  housing  at  a  speculative  profit.  The  role  of 
profit  in  community-basr.d  houSin^  would  be  eliminated  over  time, 
substituting  Instead  the  basic  principle  of  community  control.  This  would 
apply  not  only  to  the  production,  financing,  ownership,  and  sale  of  housing, 
but  to  decision  making  in  the  housing  sphere  in  general.  These  guara^  «es 
need  not  entail  centralization  of  housing  programs  in  a  federal  bureaucracy, 
ihe  federal  government's  role  would  be  limited  to  setting  standards  and 
minimal  requirements,  providing  financing,  and  assuring  enforcement. 
Administratic'ii  would  be  local. 

Community-based  hoi.jing  ^ould  be  crea.ed  through  a  series  of 
mechanisms  which: 

0  prod«  e  significant    amounts  of  new  and  substantially  rehabili- 


tated housing  for  community-based  ownership; 
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0  a':tively  promote  the  transfer  of  existing  privately-owned  rental 
housing  to  the  community-based  sector,  while  ocouraging  the  vol- 
untary conversion  of  private  homes  to  social  ownership  through 
fostering  opportunities  for  homeownership  without  speculation, 

0  mandate  the  conservation,  upgrading,  and  general  enhancement  of 
existing  public  and  subsidized  units;  and 

0  assure  residential  rescurity  in  the  rem'^ining  private  rental  housing. 

Each  of  these  mechanisms  would  be  embodied  in  a  separate  Act 
(reviewed  below,  following  the  discussion  of  short-teim  measures).  Localities 
would  be  required  to  develop  and  implement  plans  for  :he  creation  of 
affordable,  community-based  housing  by  utilizing  a  combination  of 
strategies,  taking  into  account  specific  local  needs  and  uiarket  conditions. 
Federal  fuadr  would  be  provided  for  a  variety  of  programs  that  could  be 
designed  at  the  local  level  to  acct^nplish  these  objectives,  consistent  with 
federal  standards  and  specified  national  housing  goals.  The  Program  would 
also  call  for  a  variety  of  tax  and  fin^Luing  measures  intended  to  enhance 
the  growth  of  community-based  housing  sector. 

Although  much  of  t^.e  Program  would  not  be  attainable  jn  the  immedi- 
ate future,  many  of  its  starting  points  could  be  implemented  today.  Indeed, 
some  components  are  based  on  initiatives  and  experiments  already  being 
carried  out  in  Sweden  as  well  as  other  parts  \jl  Europe  and  America,  albeit 
in  a  limited  way.  Building  upon  these  examples,  the  Program  seeks  to  be 
responsive  to  current  conditions  as  well  as  supportive  of  broader  changes. 
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Wc  therefore  begin  with  a  consideration  of  some  short-term  measures  which 
might  constitute  an  interim  bridge  to  the  more  radical,  long-term 
components.  These  proposals  are  designed  to  alleviate  some  of  the  immediate 
difficulties  confronted  by  tenants  and  other  low-  and  moderate-income 
households,  although  they  do  not  address  the  root  causes  of  the  probJem. 
They  are  moderate  measures  that  zt*  consistent  with  past  approaches  to  the 
housing  problem. 


Tax  Measures 

Although  parts  of  the  Internal,  Revenue  Code  are  ostensibly  intended  to 
encourage  productive  investment  in  housing,  in  fact  as  have  seen  they 
promote  Speculation,  resulting  in  higher  prices  and  over-cousumption  of 
housing.  The  present  tax  system  contributes  materially  to  inflation  in  rents 
and  prices,  while  costing  the  Treasury  billions  of  dollars  annually  in 
revenues  lost  to  income  tax  deductioir"  and  other  loopholes. 

The  overall  goal  of  any  progressive  tax  reform  measure  is  to  promote 
community  housing  goals,  end  speculation  in  housing,  and  redirect  resources 
into  productive  housing  investment  in  the  non-profit  sector.  A  secondaiy 
objective  is  to  r'^nder  the  tax  system  more  progressive,  through  eliminating 
measures  which  redistribute  wealth  upwards.  Finally,  to  the  extent  that  tax 
reform  generates  increased  public  revenues,  they  could  bj  used  to  finance 
the  long-term  community  housing  programs  proposed  below.  While  these 
reform  measures  will  not  by  themselves  generate  sufficienf  re^cnu's  to  fund 


Short-Term  Proposals 
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the  entire  housing  program,  they  do  have  the  potent  of  recapturing  tens 
of  billions  of  dollars  lost  to  tax  loopholes. 

The  homeowner  deduction  for  mortgage  interest  and  property  taxes  ccst 
the  U.S.  Treasury  an  estimated  $70  billion  in  1986.  Allowing  homeowners  to 
deduct  mortgage  interest  and  property  taxes  is  extremely  costly,  while 
contributing  to  overconsumption  and  inflation  in  housing.  Furthermore, 
homeowner  deductions  almost  entirely  benefit  upper  Income  owners,  both 
because  homeownership  is  in  part  a  function  of  incomr,  and  because  those 
homeowners  who  do  in  fact  itemize  deductions  fall  almost  entirely  into  the 
highest  tax  brackets.  Only  one-quarter  of  all  households  clzxm  the 
homeowner  deduction,  while  60  percent  of  all  benefits  accrue  to  the  top  10 
percent  of  the  income  distribution. 

On  the  other  hand,  it  is  clear  that  the  homeowner  tax  deduction  enjoys 
considerable  popularity,  and  is  widely  if  (in  our  view)  incorrectly  perceiveu 
as  being  of  general  benefit  to  homeowners.  In  the  short  term,  therefore, 
several  measures  are  possible  which  would  extend  the  benefits  of  this 
deduction  to  all  homeowners,  reduce  its  contribution  to  >.fIation  and 
overconsumption  of  housing,  and  generate  some  additional  tax  revenues  by 
reducing  the  overall  level  of  tax  expenditure. 

As  a  first  step,  the  homeowner  deduction  on  second  homes  (such  as 
vacation  homes)  could  bt  eliminated.  In  the  somewhat  longer  term,  however, 
the  homeowner  deduction  could  be  replaced  with  a  tax  credit  and  v  This 
would  make  it  available  to  the  large  majority  of  homeowners  who  do  not 
itemize  deductions,  since  tax  credits  are  claimed  directly  on  the  1040  form. 
The  credit  would  be  set  at  a  rate  equivalent  to  the  tax  bracket  of  middle 
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income  homcowncrs-aiOund  25  percent  prior  to  the  1986  Tax  Reform  Act. 
That  is,  25  percent  of  interest  and  property  tax  payments  could  be  used  to 
directly  offset  other  tax  liabilities,  regardless  of  the  taxpayers*  income  tax 
bracket.  A  cap  would  be  set  on  the  amount  of  credit  that  could  be  claimed, 
based  on  median  home  prices,  interest  rates,  and  property  taxes  in  the  local 
housing  market.  Such  an  interim  limitation  would  not  generate  large 
amounts  of  revenue,  since  at  the  same  time  it  will  extend  tax  benefits  to  a 
much  larger  number  of  households  than  prcse?itly  claim  them.  It  would, 
however,  reduce  housing  demand  at  the  top  end,  and  thus  have  a  dampening 
effect  on  inflation. 

A  second  set  of  tax  reform  measures  would  address  the  problem  of 
depreciation  allowances  fo;  rental  property.  While  the  costs  of  maintaining 
rental  property  are  rightfully  capitalized  as  ordinary  business  expenses, 
fully  depreciating  the  property's  value  over  15-18  years  (or,  under 
accelerated  depreciation,  writing  off  46  percent  in  the  first  five  years) 
provides  a  windfall  to  the  owners  of  rental  property  is  costly  to  the  U.S. 
Treasury,  and  encourages  the  rapid  turnover  of  rental  property  as  its  short- 
term  benefits  as  a  tax  shelter  arc  exhausted.  Depreciation  thus  encourages 
rental  housing  to  be  regarded  as  another  short-term  component  in  an 
investment  portfolio,  to  be  bought  and  sold  according  to  the  conditions  of 
the  capital  markets.  This  is  perhaps  one  reason  why  there  has  been  a  trei»d 
towards  greater  professionalization  of  rental  housing  ownership  in  recent 
years. 

While  the  1985  Tax  Reform  Act  will  partially  address  this  problem  by 
extei.ding  the  depreciation  period  and  reducing  acceleration  (see  Chapter  4), 
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wc  feci  the  Act  does  not  go  far  enough.  We  propose  the  following  measures. 
As  a  first  step,  all  accelerated  depreciation  for  rental  housing  should  be 
eliminated.  As  an  interim  measure,  ordinary  (straight  line)  depreciation 
could  be  extended  to  30  years,  and  it*  availability  made  contingent  on 
certified  code  compliance  and  demonstrated  evidence  of  adequate 
maintenance.  In  the  long  run,  all  rental  housing  depreciation  allowances  for 
the  original  cost  basis  could  be  eliminated,  although  provision  would  also  be 
made  for  depreciatiag  capital  improvements  or  deducting  the  cost  of  a 
replacement  reserve.  While  there  will  undoubtedly  be  some  reduction  in 
private  rental  construction,  the  federal  revenue^savings  resulting  from  such 
measures  could  fund  offsetting  community-based  housing  construction.  The 
elimination  of  the  depreciation  allowance  would  remove  a  major  incentive 
for  speculative  and  inflationary  trading  in  the  existing  private  rental 
housing  stock. 

A  third  set  of  reform  measures  concerns  capital  gains  and  anti- 
speculation  taxation.  It  makes  little  economic  sense  to  give  preferred 
treatment  to  capival  gains  realized  upon  the  sale  of  land  or  housing.  Capital 
gains  taxation,  like  ihc  depreciation  allowance,  is  intended  to  encourage 
productive  investment  by  reducing  the  tax  liability  of  profits  that  are 
earn  .d  as  a  result  of  such  investment  In  the  case  of  housing,  however,  it  is 
difficult  to  trgue  that  profits  from  sales  result  from  such  productive 
investment  in  the  ordinary  sense  of  the  word.  Rather,  in  most  cases  profits 
result  from  inflation  ajone-particularly  inflation  in  the  value  of  land. 

In  the  long  run,  therefore,  capital  gains  preference  for  income  from  the 
sale  of  rental  housing  could  be  replaced  by  a  windfall  profits  tax  on  all 
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.salcs.^  As  an  interim  measure,  local  anti-speculation  or  deed  transfer  taxes 
could  be  encouraged.  Such  taxes,  which  have  been  adopted  by  some 
localities,  have  tax  rates  which  are  invexsely  graduated  according  to  the 
kngth  of  holding.  For  example,  the  gain  on  property  held  less  than  one  year 
might  be-tax<d  at  ^5  percent,  with  the  rate  declining  by  5  percent  per  year 
through  the  tenth  year,  and  2  percent  pe^  year  thereafter,  eventually 
levelli.  off  at  10  percent  for  property  held  longer  than  30  years.  Such  a 
tax  would  likely  be  politically  popular,  particularly  if  sales  or  profits  below 
a  minimal  amount  were  exempted.  Such  a  tax  would  have  the  advantages  of 
raising  revenues  while  discouraging  speculation;  this,  in  turn,  would  help 
cool  off  overheated  housing  markets,  stabilizing  neighborhoods  threatened 
by-rapid  inflation. 

Finally,  there  are  a  number  of  possible  measures  directed  at  local  tax 

reform.  The  present  property  tax  is  regressive,  since  low-income  households 

pay  a  higher  percentage  of  their  incomes  fox  housing  than  higher  income 

households,  and  local  assessment  practices  have  been  shown  to  exacerbate 

the  inequities.  This  is  particularly  true  in  places  where  property  values  have 

^There  are  several  caveats  to  this  r*roposal,  however. 

0  An  overly  steep  windfall  profits  tax  could  eliminate  virtually  all 
incentive  to  buy  and  sell  rental  housing.  Therefore,  the  tax  would 
have  to  be  restricted  to  an  appropriate  range,  to  insure  market 
allocation. 

0  Such  a  tax  might  have  the  effect  of  reducing  the  incentive  to 
construct  rental  housing.  To  partially  mitigate  this  effect,  vhe  tax 
could  exempt  the  first  sale  of  ary  building  '^y  its  developer,  in  wh'-^h 
case  profit  would  be  taxed  at  the  ordinary  rate. 

0  Similar  considerations  should  apply  to  substantial  rehabilitation  or 
other  capital  improvements.  Such  productive  investment  should  be 
encouraged,  and  the  resulting  increase  in  value  therefore  be  taj-sd  at 
ordinary  rates. 
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inflated  much  more  rapidly  tlian  incomes  in  recent  years.  (It  should  be  re- 
called that  rental  property  owners  pay  these  taxes  out  of  rents.)  The  wave 
of  anti-tax  measures,  beginning  with  California's  Proposition  J3,  is  a  re- 
sponse to  these  inequities;  the  benefits  of  such  measures  have  gone  largely 
to  the  wealthy. 

The  property  tax  could  be  made  more  progress?  e  by  charging  higher  tax 
rates  for  more  highly  vilucd  property.  Such  a  reform  might  apply  to  all 
residential  real  estate,  including  rcsidentially-zoned  vacant  lots.  A  minimum 
full  tax  exemption,  tied  to  local  conditions,  could  provide  circuit-breaker 
relief  to  low  income  homeowners  and  low  income  residents  of  private  rental 
housing  (in  this  case,  rents  would  have  to  be  controlled  to  assure  that  the 
tar.  savings  were  passed  through  to  tenants).  A  portion  of  the  local  property 
tax  could  be  earmarked  for  community  housing  programs.  In  a  similar 
fashion,  a  luxury  housing  tax  could  assess  higher  taxes  on  certain  classes  of 
luxury  housing,* 

Financing  Affordable  Housing 

A  number  of  programs  could  generate  various  forms  of  subsidy  wttlun 

the  private  credit  economy.  To  the  extent  that  costs  are  borne  by  private 

principal  features  of  such  a  tax  might  include: 

0  A  progressive  tax  on  the  landlord's  rental  income  from  luxury  units- 
that  is,  units  that  rent  for  more  than  a  specified  amount,  the  amount 
determined  by  median  locai  tenants*  incomes; 

0  a  progressive  deed  transfer  ta>  on  luxury  rental  units-that  is,  units 
that  sell  for  more  than  a  spe:ified  amount,  based  on  local  market 
characteristics;  and, 

0  a  similar  progressive  deed  transfer  tax  on  luxury  homes. 
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crcdi:  institutions,  they  involve  no  significant  public  costs.  They  are 
intended  to  "steer*  private  credit  towards  community  housing  objectives.  For 
example,  an  extension  of  the  existing  Community  Reinvestment  Act  concept 
could  include  not  only  geographical  responsibility,  but  also  an  affirmative 
obligation  to  meet  the  housing  needs  of  low  and  moderate  income  and 
minority  households,  by  expanding  and  upgrading  the  hou^ng  supply 
Differential  taxes  could  be  levied  on  private  credit  institutions,  with  rate 
difference^  rewar^iing  preferred  types  of  lending.  Revenues  raised  by  such 
taxes  can  be  targeted  for  use  as  direct  grants  to  the  non-profit  housing 
sector.  Loan  setaside  requirements,  could  be  established,  according  to  which 
lenders  would  be  required  to  invest  specified  amounts  (e.g.,  5-10  percent  of 
assets)  for  designated  community  housing  objectives.  Differential  reserve 
requirements  .constitute  another  means  of  steering  credit  allocation.  Under 
this  approach,  special  reserve  requirements  would  be  established  for 
mortgage  loans,  with  larger  leserves  for  higher-cost  mortgages.  Low-cos» 
mortgages  could  be  exempted  altogether,  and  lenders  given  a  reserve  credit 
for  such  loans  as  well.  The  mortgage  reserve  balances  could  then  be  invested 
in  low-cost  housing.  To  the  extent  that  lenders  meet  housing  targets,  the 
differentials  would  be  reduced  or  eliminated.  Finally,  a  be!ow  market 
interest  rate  requirement  could  be  established,  whereby  a  certain  percentage 
of  loans  would  be  made  at  below-markel  rates  for  community  housing 
purposes.  This  would  result  in  an  inter -al  transfer  (crois  subsidy)  among 
borrowers,  whereby  recipients  of  low  interest  lo'ans  would  be  subsidized  by 
other  borrowers.  This  approach  is  similar  to  Inclusionary  zoning,  hereby 
developers  are  required  to  price  a  Sa-g^ted  percentage  of  units  for  low-  or 
moderate-income  occupants. 
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Given  the  increasing  role  of  insurance  companies,  pension  funds,  and 
other  non-banking  institutions  as  a  source  of  housing  credit,  care  must  be 
taken  that  such  measures,  if  adopted,  are  not  punitive  towards  traditional 
lending  institutions.  Any  legislation  which  creates  such  measures  should 
apply  them  -equally  to  all  sources  of  credit,  and  carefully  monitor  the  results 
to  insure  that  the  private  credit  economy  is  not  destabilized. 

Building  on  Existing  Government  Programs 

There  are  a  nu  .ber  of  federal  programs  which  could  be  modified  to 
provide  some  community  housing.  In  any  feder&l  project  where  private 
developers  receive  funding  (such  as  through  Urban  Development  Action 
Grants),  a  federal  requirement  could  be  established  whereby  some 
community  housing  be  provided  as  a  part  of  the  project.  For  example,  urban 
redevelopment  programs  often  offer  the  potential  fot  public  acquisition  of 
land  as  well  as  public  control  over  the  development  process,  and  could  thus 
be  used  to  facilitate  c:instruction  for  community  ownership.  Tax  exempt 
bond  financing  could  be  replaced  w:lh  direct  federal  financing  through 
Community  Development  Block  Grant  and  Urt  in  Develop jient  Action 
Grant  programs.  Despite  their  limitations,  these  two  programs  do  constitute 
already  existing  mecha..isms  whereby  direct  disbursements  are  made  from 
the  federal  Treasury  to  localities  for  public  purposes.  Finally,  lurnkey-type 
programs^  including  the  few  remaining  public  housing  projects  under 
construction,  can  continu  o  provide  units,  so  long  as  projects  are  subject  to 
appropriate  design  and  construction  standards. 
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A  Lons-Term  Program 


To  reiterate,  our  intention  is  to  provide  housing  that  meets  the  needs  of 
those  low-  and  moderate-income  households  not  served  by  the  present 
system.  To  achieve  this  end,  we  offer  a  .umber  of  long'-term  measures 
which  can  serve  as  a  guide  for  future  action.  These  measures  are  intended 
to  secure  and  enhance  the  rights  of  use  ordinarily  associated  with  private 
ownership:  security  of  tenure,  privacy,  the  right  to  modify  one's  living 
environment  Only  the  right  to  profit  in  housing  would  be  unavailable  to 
those  households  who  choose  this  alternative.  Because  community-based 
housing  eliminates  profits  from  production,  financing,  and  ownership,  its 
cost  will  include  only  operating  and  maintenance  expenses.  Nonetheless, 
subsidies  will  be  provided  where  necessary  to  assure  that  rent  payments 
reflect  true  ability  to  pay.  Under  this  Program,  housing  is  operated  only  for 
resident  and  community  benefit. 

The  community-based  housing  stock  will  increase  both  as  a  result  of 
production  programs,  and  from  conversion  of  market  housing  to  various 
forms  of  non-profit  or  public  ownership.  At  the  same  time  existing  housing 
which  is  subject  to  some  form  of  similar  ownership  or  control— such  as 
public  housing,  limited  equity  cooperatives,  and  some  assisted  housing-must 
be  safeguarded  against  demolition  or  sale  to  private  ownership.  The 
Program  will  arrest  these  processes,  maintaining  and  enhancing  the  existing 
ock. 

It  is  important  to  recognize  that  low  and  moderate  income  housing,  in 
whatever  form  it  takes,  can  be  designed  in  such  a  way  as  to  create  a 
community  feeling  and  inhibit  crime.  Newman  (1980)  has  persuasively 
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demonstrated  that  multifamily  housing  that  fulfills  certain  minimal  design 
requirements  can  be  as  liveable  as  the  conventional  home.  Newman  calls  for 
low-rise  units  with  a  clear  demarcation  between  private,  semi-private,  and 
public  space,  affording  optimum  surveillance  of  all  exterior  communal 
space.  Where  appropriate,  childcare  and  playground  facilities  can  be 
incorporated  in  the  design,  which  should  in  any  case  complement  prevailing 
community  standa^-ds.  Part  of  the  opposition  to  public  housing  stems  from 
its  often  drab,  jaiMike  atmosphere.  There  is  no  reason,  however,  why  such 
housing  cannot  incorporate  a  "human  feel"  of  uniqueness  and  individuality 
that  makes  residents  and  neighbors  proud-as  numerous  individual  examples 
of  high  quality  public  housing  attest.  As  we  argued  in  Chapter  2,  housing  is 
a  symbol  of  self  that  confers  status  within  society. 

Cooperatives  with  resale  restrictions  offer  a  useful  example  of 
attractive  multifamily  community-based  housing,  since  they  provide  many 
of  the  guarantees  ordinarily  associated  with  home  ownership/  Such 
cooperatives  are  operated  through  a  non-profit  corporation  which  holds  a 
single  mortgage  on  the  property.  The  corporation  is  democratically  run  with 
an  elected  board  of  directors.  Under  typical  arrangements,  each  new  owner 
purchases  a  share  for  a  minimal  down  payment.  Monthly  payments  then 
include  each  owner's  share  of  the  common  mortgage,  plus  a  fee  for 
maintenance  and  operating  expenses.  When  an  owner  wishes  to  move,  she  or 
he  sells  the  share  back  to  the  cooperative,  which  then  resells  it  to  a  new 
owndr.  Since  the  whole  process  takes  place  within  the  cooperative 
corporation,  no  new  financing  or  real  estate  fees  are  ever  involved. 

*The  following  discussion  is  adapted  from  SCIP,  1980  (as  reproduced  in 
Gilderbloom  st  al,  1981:  240-241. 
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The  cooperative  is  termed  limited  equity  because  the  ap-  siation  in  the 
value  of  each  member's  share  Is  limited  by  common  agreement  to  a  low 
leveK^  Cooperative  members  cannot  sell  their  shares  for  what  the  market 
will  bear.  In  this  way  the  sales  price  of  units  quickly  falls  below  the  market 
price  for  comparable  housing.  While  a  typical  home  or  condominium  is  sold 
and  refinanced  at  ever-inflating  prices  many  times  over  its  lifespan,  a 
limited  equity  cooperative  is  never  sold.  The  original  mortgage  is  retained 
until  it  is  fully  paid  off«  at  which  time  the  monthly  payments  of  the  owners 
decrease  to  the  amount  necessary  to  operate  and  maintain  the  units.  The 
principal  difference  between  cooperative  and  private  ownership  is  that 
within  cooperatives,  owners  may  change  many  times  without  the  cooperative 
itself  ever  changing  owners.  Owners  share  the  full  rights  and  privileges  of 
private  owners,  including  the  tax  beusfits  which  are  not  available  to  tenants 
in  rental  housing. 

Producing  and  Financing  Community-Based  Housing 

With  this  example  in  mind,  we  now  turn  to  the  first  of  several  Acts,  the 
National  Housing  Production  and  Finance  Act,  which  sets  national  production 
and  rehabilitation  goals  for  community-based  housing.  Under  this  Act. 
Production  would  be  directed  increasingly  towards  non-profit  developers. 
Finance  would  become  the  responsibility  of  the  federal  government  rather 
than  private  credit  institutions,  and  would  he  achieved  ..I.rough  a  system  of 
direct  capital  grants.  Ownership  would  rest  in  the  hands  of  residents,  public 
agencies,  or  community  organizations.  In  all  instances,  management  would 

^For  example,  California  law  currently  limits  appreciation  to  10  percent 
annual  on  the  original  downpayment  plus  approved  improvements. 
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be  structured  :o  as  to  promote  resident  involvement  and  encourage  resident 
control  over  the  use  of  space. 

In  growing  locales  new  construction  of  community^based  housing  would 
be  a  first  priority  under  this  Act.  In  areas  that  are  not  growing,  or  are 
-declining  in  population,  acquisition  and  rehabilitation  of  the  existing 
deteriorating  rental  housing  stock  might  prove  more  suitable  for  ownership 
as  public  housing,  community-owned  housing,  or  limited-equity  cooperatives. 

Community-based  housing  units  are  the  only  units  to  be  constructed, 
rehabilitated,  or  financed  under  this  Act,  which  calls  for  a  redirection  of 
all  federal  financial  assistance  to  the  non-profit  sector.  All  such  units  would 
be  targeted  towards  low-  and  moderate-income  households.  The  Act's 
production  and  rehabilitation  goals  would  take  into  account  the  quality  of 
the  existing  housing  stock;  preservation  and  upgrading  of  existing 
community-based  housing  units;  goals  for  converting  private  rental  units  to 
the  non-market  sector;  and  shortages  confronted  by  specific  population 
groups  (see  Angotti  and  Dale,  1981).  Needs-  assessments  would  be  conducted 
by  localities  as  part  of  their  federally-mandated  housing  plans  (sec  below), 
taking  into  account  their  fair-share  housing  needs.  Production  and 
rehabilitation  goals  would  be  reassessed  and  revised  every  four  years,  on  the 
basis  of  actual  performance. 

While  in  the  short  run  it  is  anticipated  that  construction  will  be  done 
initially  by  private  for-profit  builders,  in  the  long  run  it  is  the  objective  of 
this  Act  to  steer  production  towards  the  third  stream  of  non-profit 
developers  and  public  agencies,  whose  principal  concerns  are  with  providing 
decent,  affordable  housing  rather  than  profit  maximizing.  This  would  be 
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accomplished  by  offering  technical  assistance  and  additional  funding  to 
such  groups. 

All  federal  /inancing  for  housing  construction  and  rehabilitation  would 
be  limited  to  either  the  community-based  housing  sector,  or  to  privately 
owned  units  that  are  converting,  to  that  sector.  Financing  would  consist 
exclusively  of  direct  grants.  Only  in  this  fashion  can  costs  be  controlled  and 
the  production  of  affordable  housing  disentangled  from  private  credit 
markets,  whose  economic  cycles  and  volatile  interest  rates  were  shown  in 
Chapters  4  and  6  to  add  appreciably  o  costs. 

While  we  believe  the  most  cost-effective  method  for  producing 
subsidized  housing  is  through  the  use  of  direct  grants  for  both  equity  and 
debt  capita]^  we  recognize  that  the  federal  government  can  raise  the  money 
for  such  grants  through  two  methods:  taxation  and  borrowing.  In  terms  of 
the  principles  and  objectives  of  this  program,  there  is  a  distinct  trade-off 
between »these  two  approaches.  Taxation,  provided  it  is  progressive,  is  the 
most  equitable  of  the  two.  Debt  financing,  in  contrast,  adds  the  burden  of 
interest  expenses  to  capita]  costs,  a  profit  which  is  typically  realized  by 
wealthy  investors.  Furthermore,  over  time  debt  service  becomes  an  enormous 
component  of  on-going  costs,  resulting  in  mounting  political  pressure  to 
reduce  new  allocations.  Such  pressures  could  jeopardize  the  housing  program 
in  the  long  run.  On  the  other  hand,  borrowing  has  the  immediate  advantage 
of  reducing  current  costs,  thereby  permitting  a  greater  extension  of  limited 
resources  in  the  short  run.  Given  the  urgent  need  for  additional  housing, 
borrowing  may  provide  the  best  way  to  produce  the  most  units  in  the 
shortest  period  of  time. 
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The  Pr..ferred  financing  method  would  depend  on  such  considerations 
as  interest  rates»  expected  inflation*  and  the  rate  at  which  futuie  costs  are 
discounted  to  their  present  value;  the  valuation  of  present  need  over  future 
costs;  the  long-term  economic  danger  of  contributing  to  a  mounting  national 
debt;  and  the  political  difficulties  inherent  in  debt  financing.  The  balance 
between  the  two  methods  would  necessarily  reflect  economic  and  political 
considerations  at  the  time  annual  allocations  are  made  through  the  ordinary 
federal  budgetary  process.  To  the  extent  that  borrowing  is  used,  however, 
we  offer  two  guidelines:  first,  the  borrowing  and  repayment  plan  should  be 
as  progressive  as  possible;  and  second,  firm  commitments  should  be  sought 
for  the  level  of  actual  housing  production  in  future  years.  Regardless  of 
how  the  federal  government  might  raise  its  revenues  for  the  proposed 
housing  programs,  however,  localities  and  other  agencies  would  realize  their 
r-cvenues  for  such  programs  through  direct  federal  grants. 

We  believe  that  nny  impediments  to  dii^cct  federal  financing  of  housing 
are  largely  ideological  and  political,  rather  than  economic.  Military  housing 
is  a  prime  existing  example  of  such  an  approach.  In  communities  where  the 
private  housing  stock  is  Inadequate,  the  armed  services  have  built  over 
400,000  units  of  family  housing  for  their  personnel.  Construction, 
maintenance,  and  modernization  has  been  largely  by  means  of  direct 
allocations  from  Congressional  appropriations  to  the  Defense  Department 
budget.  Other  examples  include  FmHA's  Section  514/516  program,  which  has 
been  successful  in  producing  low-cost  rural  housing,  and  more  recently 
HODAG  and  Rental  Rehabilitation  grants.  (These  direct  grant  programs  are 
of  course  not  restricted  to  community-based  housing,  and  therefore,  in  our 
view,  serve  also  to  subsidize  the  inefficiencies  of  the  marketplace.) 
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A  portion  of  federal  capital  funding  should  go  towards  public  site  ac- 
quisition,  through  land  banking  or  other  means-to. acquire  sites  for  housing 
under  this  Program.  While  the  exact  portion  devoted  to  such  purposes  must 
be  determined  in  accordance  with  local  plans,  the  objective  would  be  to 
reduce  future  -costs  of  public  development  by  acquiring  suitable  land  as  It 
becomes  available. 

Costs  of  operating  community-based  housing  will  be  considerably  lower 
than  in  the  private  sector,  since  they  reflect  only  operation  and  main- 
tenance. Direct  federal  financing  of  construction  would  remove  the  substan- 
tial capital  cost  component  ordinarily  Included  in  rental  charges,  while 
community  or  resident  ownership  would  eliminate  ordinary  landlords' 
profits.  Despite  the  lower  costs,  however,  many  households  will  still  have 
incomes  too  low  to  cover  monthly  operating  and  maintenance  costs,  and  so 
each  project  would  receive  a  commitment  of  universal  operu,„*g  subsidies. 
These  subsidies  would  also  be  available  to  privately-owned  rental  units  in 
communities  that  have  adopted  adequate  local  housing  plans.  The  operating 
subsidies  would  serve  to  greatly  enhance  affordabillty,  while  increasing  the 
attractiveness  of  community-based  housing. 

As  noted,  operating  subsidies  are  necessary  initially  because,  given  the 
present  income  distribution,  there  will  frequently  remain  a  gap  between 
ability  to  pay  and  rents,  even  in  the  community-based  housing  sector.  As  we 
have  seen  in  Chapter  4,  ability  to  pay  is  a  function  of  disposable  household 
income  after  spending  outlays  on  such  non-shelter  necessities  as  food,  health 
care,  clothing,  and  so  forth.  This,  of  course,  varies  with  income,  household 
size  and  other  characteristics.  These  operating  subsidies  will,  however,  be 
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only  approximately  one-half  of  current  Section  8  subsidies,  reflecting  the 
lower  rents. 

Unlike  Section  8,  which  requires  recipients  to  pay  30  percent  of  their 
income  regardless  of  how  low  the  income  or  how  large  the  household  (and 
therefore  its  non-housing  expenses),  the  proposed  operating  subsidy  levels 
will  not  reduce  family  income  needed  for  other  necessities.  As  a  first  step 
towards  the  replacement  of  the  arbitrary  "30  percent  formula"  with  one  tied 
to  a  true  ability  to  pay  criterion,  the  30  percent  ratio  would  be  applied  to 
adjusted  annual  income  on  rents,  the  adjustment  consisting  of  a  $1,200 
deduction  for  each  household  member,  plus  child  care  and  extraordinary 
medical  expenses  (Table  9.2).  Under  this  formula  a  four-person  family  with 
an  annual  total  income  of  $20,000  and  no  childcare  or  unusual  medical 
expenses  would  pay  $380  in  monthly  rent  (23  percent  of  total  income),  with 
any  difference  between  rent  and  actual  housing  cost  covered  by  the 
operating  subsidy;  a  four  person  family  earning  $10,000  annually  would  pay 
$130  per  month,  or  16  percent  (Stone,  1983:  111).  Over  time  the  formula 
could  be  adjusted  to  take  into  account  actual  non-shelter  expenses  as 
estimated  by  the  Bureau  of  Labor  Statistics,  an  approach  that  would  be 
more  accurate  and  equitable  although  somewhat  more  complex  to 
administer. 


If  a  Program  were  enacted  that  initially  provided  200,000  newly  con- 
structed units  and  400,000  substantially  rehabilitated  units  per  year,  the 
first-year  cost  would  be  $20  billion,  assuming  new  construction  costs  of 
$60,000  per  unit  and  rehabilitation  costs  of  roughly  one-third  that  amount. 


{Table  9.2  about  here) 
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Additionally,  operating  subsidies  will  reach  a  total  of  6.5  million  units,  at  a 
total  cost  of  S13  billion**assuming  an  average  pet  •unit  subsidy  of  S2,000  per 
year  (or  $167  per  month).  The  total  cost  of  the  production  program,  with 
operating  subsidies,  would  ,therefore  be  S33  billion  per  year. 

Converting  Existing  Market  Housing  to  the  Community  Sector 

Conversions  from  the  private  to  community-based  housing  would  be 
encouraged  under  a  National  Housing  Conversion  Act^  the  second  major 
component  of  our  Program.  Such  conversions  may  occur  either  because  an 
existing  owner  wishes  to  sell;  is  forced  to  do  so  because  s/he  faces  mortgage 
or  property  tax  foreclosure,  or  costly  required  code. enforcement;  or  finds 
him/herself  in  receivership.  HUD*held  units  constitute  yet  another  source. 
In  any  case,  there  must  exist  a  non-profit  owner  who  is  technically  and 
financially  capable  of  acquiring  the  property,  rehabilitating  it  if  necessary 
while  avoiding  displacement,  renting  it  at  an  affordable  level,  and 
administering  operating  subsidies. 

Under  the  provisions  of  this  Act,  the  federal  government  would  provide 
financial  and  technical  as..istance  to  localities,  which  in  turn  would  set  local 
targets  for  rental  housing  conversion  to  the  community-based  sector.  In 
addition  to  administering  the  funds  and  providing  technical  assistance  to 
groups   undertaking   conversions,   localities   would   be   responsible  for 
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establishing  legal  mechanisms  which  to  facilitate  such  conversions.*  The 
purchase  price  for  conversions  would  necessarily  be  determined  by  market 
value.  If  the  proposed  Program  were  adopted  in  full,  under  conditions  of 
adequate  supply  and  in  the  absence,  of  tax  sheltering  and  speculation, 
market  value  could  te  expected  to  fall  to  more  closely  reflect  the  value  of 
the  unit  as  a  place  of  residence,  taking  into  account  such  factors  as  location, 
condition,  space,  and  amenities,  while  excluding  the  effects  of  tax  sheltering 
and  speculation.  In  the  absence  of  such  conditions,  however,  the  paying  of 
full  market  price  may  in  some  places  be  costly  as  well  as  supportive  of  a 
speculative  pricing  system.  For  this  reason  localities  would  have  to  set 
maximum  purchase  prices  for  different  types  of  units. 


For  example,  legal  mechanisms  could  be  developed  to: 

0  grant  the  right  of  first  purchase  option  to  tenants*  organizations, 
community  groups,  government  entities,  or  other  legally  defined 
community-based  owners; 

0  establish  a  formula  for  determining  the  maximum  buy-out  price  that 
may  be  paid  using  public  funds,  in  order  to  discourage  purchases 
that  are  excessively  costly  (e.g.,  luxury  units,  speculatively  priced 
unitd); 

o  spell  out  procedures  for  determining  the  proportion  of  tenants 
required  for  first  option  purchases,  while  protecting  tenants  who 
choose  not  to  buy  into  the  conversion; 

0  require  permanent  community-based  ownership  once  transfer  is  com- 
pleted (i.c.,  no  housing  is  ever  sold  out  of  the  non-profit  housing 
stock  unless  some  clear  public  purpose  is  served); 

o  establish  procedures  for  speedy  local  tax  title  search,  to  enable 
localities  to  obtain  control  of  housing  that  is  in  tax  arrears;  and 

0  provide  a  legal  definition  of  the  various  community-based  ownership 
forms  that  will  qualify  for  funding  under  the  provisions  of  this  Act. 
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In  addition  to  these  measures,  provision  could  be  made  for  a  permanent 
offer  of  purchase  at  a  reasonable  price  of  any  low  or  moderate  income 
rental  property  in  which  the  mortgage  been  paid  in  full  and  to  which 
the  owner  holds  clear  title.  The  local  government,  using  federal  funds, 
would  be  the  principal  purchasing  agency,  and  would  subsequently  either 
transfer  such  housing  to  an  appropriate  community-based  owner  or  would 
administer  it  through  the  local  housing,  authority.  The  purpose  of  such  a 
provision  is  lo  facilitate  property  transfers  in  which  the  owner,  for 
whatever  reas9L\  wishes  to  divest  him/herself  of  property  at  a  fair  price. 
Such  a  provision  ^ould  be  well  publicized,  would  be  especially  attractive  to 
owners  who  support  the  concept  of  community-based  housing,  and  would 
expedite  quick  transfer  by  providing  what  is  essentially  a  standing  offer  to 
buy. 

Low-  and  moderate-income  rc*ital  property  that  is  being,  f orecloseu  by 
the  bank  or  tax  collector  could  also  provide  an  important  source  of  housing 
conversions.  Notice  of  impending  foreclosure  proceedings  could  be  provided 
to  the  appropriate  local  housing  agency.  In  those  foreclosure  cases  where  the 
market  value  of  the  property  exceeds  the  back  taxns  or  debt,  the  locality 
could  offer  to  purchase  the  properties  from  their  owners  for  an  amount  not 
to  exceed  that  value,  thereby  acquiring  the  property  for  the  community- 
based  sector.  Such  an  offer  would  be  subject  to  the  maximum  price 
limit^ltions  for  conversions,  as  indicated  above.  Back  taxes  would  be  paid 
upon  purchase.  In  most  instances  the  loans  would  also  be  paid  in  full, 
although  the  non-profit  owner  might  in  :*ome  cases  wish  to  assume  the  loan 
(as  when  the  interest  rate  is  extremely  low)  in  order  to  lower  short-term 
costs.  (Long-term  costs  are  minimized  by  paying  all  debts  upon  acquisition.) 
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In  those  cases  where  the  debts  exceed  the  market  value,  the  property  could 
simply  be  allowed  to  go  through  foreclosure  proceedings.  Under  the 
provisions  of  this  Act.  the  local  government  or  ether  community-based  non- 
.profit  entity  would  have  first  option  to  purchase  the  property  ;  om  the 
bartk  or  the  tax  collector  for  the  amount  of  the  remaining  debt  or  less. 

Properties  that  are  in  substandard  condition  would  be  required  to  be 
brought  up  to  code.  Owners^  who  could  not  afford  to  do  so  could  choose  to 
sell  the  property  to  a  community-based  owner,  at  a  price  that  could  not  . 
exceed  the  market  value.  Alternatively,  direct  capital  grants  could  be  made 
available  to  the  owner  to  bring  the  property  up  to  adequate  health  and 
safety  standards,  provided  that  the  owner  agreed  to  sell  the  property  to  a 
community.based  owner  after  a  specified  period  of  time.  The  buyout  price 
could  be  determined  by  negotiation  between  the  locality  and  the  owner,  and 
would  reflect  the  current  value  of  the  unit  excluding  the  amount  of  .the 
improvement  grant.  This  approach  would  enable  the  owner  to  derive  benefit 
from  the  property  for  a  specified  period,  while  securing  future  community, 
based  housing  at  beIow*roarkct  prices. 

Although  were  are  primarily  concerned  with  rental  housing,  the  single- 
family  hou^-ag  stock  constitutes  another  potential  resource  for  community, 
based  housing  that  should  not  be  overlooked.  In  particular,  housing  that  is 
under  foreclosure  proceedings  --a  be  readily  and  inexpensively  converted  to 
the  community-b-ied  housing  stock,  at  the  same  time  protecting  homeowners 
against  foreclosure  and  eviction.  Such  a  program  will  be  of  particular  ben. 
efit  to  elderly  homeowners  who  find  themselves  in  mortgage  or  tax  a-^-iars. 
For  example,  homeowners  could  have  the  option  of  deeding  their  house  to  a 
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community-based  entity,  in  exchange  for  lifetime  security  of  tenure  at  an 
affordable  monthly  cost.  This  option  would  be  especially  attractive  for  those 
homeowners  who  face  mortgage  or  property  tax  foreclosure.  This  form  of 
protected  ownership^  which  lies  between  private  and  community-based 
ownership,  would  safeguard  the  conttntred  residence  of  the  existing  owner, 
while  uanking  the  unit  for  future  inclusion  in  the  community-based  sector. 
A  related  program  could  provide  home  improvement  grants  in  exchange  for 
deeding  the  property  to  a  non-profit  entity  after  a  specified  time.  This 
program  would  operate  in  a  similar  fashion  to  the  rehabilitation  grant 
program  for  rental  property. 

Initially,  we  propose  the  annual  conversion  of  160,000  rental  units  at  a 
per-unit  cost  estimated  at  $35,000,  and  au  equal  number  of  homes  at  $50,000 
each.  Additionally,  81,000  HUD-held  units  would  be  acquired  at  an 
estimated  total  cost  of  $1.2  billion.  The  total  annual  cost  of  all  conversion 
programs  is  thus  estimated  at  $14.8  billion. 

Upgrading  and  Protecting  The  Existing  Assisted  Housing  Stock 

Assisted  housing-such  as  public  housing-is  presently  in  danger  of  being 
demolished,  sold,  or  otherwise  converted  .out  of  the  non-profit  or 
governmental  housing  sector.  Such  housing  represents  an  important  existing 
resource  that  embodies  many  of  the  characteristics  we  call  for  in  our 
community-based  housing  sector.  Accordingly,  a  National  Home  Protection 
and  Improvment  Act  would  address  these  problems,  while  also  providing  for 
the  upgrading  of  such  units.  Under  the  provisions  of  this  Act,  for  example, 
when  the  removal  of  assisted  housing  residents  might  be  required  for  some 
public  purpose,  adequate  relocation  benefits  and  compensation  would  have 
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to  be  provided  (along  with  one-to-one  replacement  of  lost  residential  units). 
Grievance  procedures  would  also  be  mandated  to  insure  tenants  due  process 
and  the  right  of  appeal.  Stringent  removal  protections  could  be  enacted, 
including  prohibitions  against  conversion  to  private  ownership  or  demolition 
(unless  some  cicsr  public  purpose  were  being  served).  To  assure  adequate 
maintenance  of  the  existing  assisted  housing  stock,  the  Act  could  mandate 
code  enforcement,  while  providing  adequate  federal  funding  for  capital 
expenditures,  maintenance,  modernization,  and  ordinary  operations.  A 
program  that  might  reach  approximately  500,000  units  (about  10  percent  of 
all  socially  owned  units)  would  cost  an  estimated  $5  billion  initially,  at  an 
average  of  $10,000  per  unit. 

A  related  problem  is  that  assisted  units  are  sometimes  lost  to  low-  and 
moderate-income  households-either  because  they  become  occupied  by 
households  that  no  longer  meet  the  original  income  qualifying  standard,  or 
because  government  housing  assistance  payments  fall  in  absolute  terms  or 
relative  to  the  cost  of  living.  The  Act  would  seek  to  assure  continued 
affordability  of  existing  assisted  units  by  reserving  all  such  units 
exclusively  for  qualifying  households,  and  by  using  the  universal  operating 
subsidy  program  to  assure  that  no  such  household  spends  more  than  it  can 
reasonably  afford. 

A  final  problem  concerns  poor  management  in  existing  assisted  housing 
projects.  One  of  the  principal  attractions  of  single  family  home  ownership  is 
the  degree  of  control  it  affords  over  the  use  of  space.  Private  rental 
housing,  by  way  of  contrast,  typically  affords  residents  little  control  over 
common  areas  and  often  even  over  immediate  living  space.  Furthermore, 
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since  tenants  arc  often  subject  to  arbitrary  eviction»»either  directly,  or 
through  rent  increases-they  often  don't  experience  strong  personal 
identification  with  place.  The  "pride  of  ownership"  is  structurally  absent 
from  most  rental  situations.  Other  provisions  of  the  Program  are  intended  to 
provide  residents  in  the  community-based  housing  sector  with  all  the 
benefits  and  securities  of  home  ownership,  excluding  the  right  to  resell  at  a 
profit.  In  this  Act  we  seek  to  maximize  democratic  resident  control  over 
housing  in  the  community-based  sector  (including  existing  assisted  housing), 
moving  towards  eventual  management  control  on  the  part  of  residents.  The 
Act  accordingly  would  mandate  resident  participation  in  all  signj.^cant 
aspects  of  management  in  the  community-based  housing  sector,  while 
providing  training  and  technical  assistance  as  needed.^ 

Assuring  Residential  Security  in  Private  Rental  Housing 

The  private  rental  housing  stock  should  be  regulated  to  protect  tenants 
in  privately-owned  rental  units  from  inadequate  maintenance,  arbitrary 
evictions,  and  unreasonable  rent  increases.  A  National  Private  Tenant 
Protection  Act  would  seek  to  achieve  these  objectives  by  a  mixture  of 
binding  regulation  and  voluntary  local  compliance.  First,  it  would  prohibit 
certain  classes  of  tenant  evictions,  including  evictions  for  luxury 
rehabilitation,  demolition,  or  condominium  conversion  (unless  prior  one-to- 
one  replacement  and  relocation  benefits  arc  provided),  as  well  as  eviction 
for  any  temporary  inability  to  pay  rent  that  results  from  involuntary  loss  of 
income.  Second,  it  would  tie  federal  housing  grants,  block  grants,  and  other 
funding  to  demonstrated  local  compliance  with  the  overall  objectives  of  this 
housing  program.   Localities   would    be  placed   under   an  affirmative 
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obligation  to  provide  adequate  and  affordable  housing  for  their  present  and 
projected  population,  and  required  to  demonstrate  such  compliance,  subject 
to  local  conditions,  in  order  to  be  eligible  for  any  federal  funds  connected 
with  housing  or  urban  developent.  Finally.  The  Act  would  establish  a  series 
of  model  ordinances-  whose  adoption  would  automatically  m;:et  federal 
requirements.  Such  Ordinances  would  include  (but  not  be  limited  to)  such 
tenant  protections  as  rent  control,  condominium  conversion  and  demolition 
controls,  just  cause  eviction,  warranty  of  habitability.  resale  controls,  and 
receivership. 

Some  measures  would  be  universally  mandated,  while  others  would  be 
local-option  measures  that  would  become  mandatory  only  when  it  was 
determined  that  a  local  housing  emergency  existed.  Such  a  determination 
would  be  based  on  vacancy  and  unemploym-.nt  rates,  inflation  in  rents,  and 
other  locra  conditions  which  would  be  specified  as  part  of  the  local  housing 
program. 

Specific  measures  would  include  the  following: 

0  Antl-DIscrlmlnatlon;  All  localities  would  be  required  to  insure 
maximum  freedom  of  choice  in  the  selection  of  housing.  Specifically, 
localities  would  be  required  to  legislate  against  arbitrary 
discriminate  against  any  person  in  the  sale  or  lease  of  residential 
property.  Arbitrary  discrimination  in  this  context  would  includes 
(but  is  not  limited  to)  discrimination  based  on  race,  national  origin, 
religion,  sex.  age.  source  of  income,  physical  disability,  marital 
status,  sexual  preference,  family  size,  or  presence  of  children. 
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Warranty  of  HabitabUlty:  All  localities  would  be  compelled  to 
required  landlords  to  provide  housing  that  complies  with  minimum 
standards  of  health,  safety,  and  livability.  Over  time,  these  standards 
would  be  upgraded  to  achieve  adequate  levels  of  residential  amenity 
with  'regard  to  tnergy-ef ficiency,  space  utilization,  security;  and 
resident  services  such  as  child  care. 

Eviction  Controls:  All  localities  would  be  obligated  to  protect  tenants 
from  arbitrary  eviction  without  such  "just  cause"  as  non-payment  of  ^ 
rent,  willful  destruction  of  property,  or  gross  violation  of  community 
standards.  In  these  cases,  tenants  being  evicted  would  be  afforded 
due  process  guarantees.  When  a  local  housing  emergency  was 
determined  to  exist,  evictions  for  luxury  rehabilitation,  demolition, 
or  condominium  conversion  would  also  be  prohibited,  except  where  a 
compelling  public  purpose  is  served  (see  below);  in  any  case,  adequate 
relocation  assistance  would  be  provided.  Other  exceptions  would  be 
established  based  on  local  needs  and  conditions,  subject  to  federal 
approval.  Additionally,  during  a  lor.al  housing  emergency  tenants 
could  not  be  evicted  because  of  any  temporary  inability  to  pay  rent 
that  resulted  from  an  involuntary  loss  of  income. 

Rent  Control:  Local  regulation  of  rents  would  be  required  whenever 
it  was  determined  that  a  local  housing  emergency  existed.  Local  rent 
control  ordinances  would  meet  minimal  federal  standards,  including: 
a)  allowable  rent  adjustments  limited  to  reasonable  operating  cost 
increases,  and  b)  retention  of  controls  for  all  units  subject  to  the 
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ordinance  regardless  of  changes  in  tenancy,  until  the  emergency 
conditions  that  triggered  the  ordinance  were  determined  to  be  over. 

0  Conversion  Controls:  Local  regulation  of  conversions  to 
condominiums  or  non-residential  use  would  also  be  triggered  by  the 
existence  of  a  local  housing  emergency.  Acceptable  local  ordinances 
would  have  to  contain  a  blanket  prohibition  against  conversions, 
with  two  exceptions:  conversions  to  community-based  forms  of 
ownership,  and  conversions  approved  by  three-quarters  of  the 
existing  residents  which  also  provide  for  prior  one-for-one 
replacement  with  ec;uivalent  housing.  In  both  cases,  adequate  notice 
provisions,  relocation  benefits,  and  other  safeguards  would  be 
required  for  tenants  being  displaced. 

0  Demolition:  Also  where  a  local  housing  emergency  was  determined  to 
exist,  localities  would  also  prohibit  all  demolitions  of  rental  housing 
except  those  required  for  a  compelling  public  purpose,  with  prior 
one-for-one  replacement  of  equivalent  units  and  with  adequate 
tenant  notice  and  relocation  benefits.  Arson-for-profit,  which  as  we 
saw  in  Chapter  2  results  in  significant  housing  losses  in  some 
communities,  would  be  combatted  by  strict  enforcement  of  existing 
anti-arson  laws,  as  well  as  local  legislation  requiring  that  paid 
insurance  claims  be  reinvested  in  the  damaged  housing.  In  extreme 
cases,  unsafe  housing  would  be  acquired  by  local  government  through 
the  use  of  eminent  domain. 

Total  first  year  Program  costs,  su.Mmarized  in  Table  9.1,  are  estimated 
at  approximately  S55  billion,  While  this  would  appear  to  be  a  large  sum,  it 
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is  less  than  the  annual  tax  expenditure  on  homeowners*  deductions,  and  less 
than  one-fifth  the  proposed  1987  military  budget.  The  question  of  housing 
finance  ultimately  depends  on  national  spending  priorities.  There  is  no 
shortage  of  capital  for  this  or  any  other  public  objective.  There  is,  however, 
a  shortage  of  affordable  capital,  which  results  from  three  sources:  the 
misallocation  of  resources  to  non-productive  uses,  principal  among  which  in 
our  view  is  the  military  budget;  the  reliance  on  private  credit  markets  for 
funding;  and  wasteful  speculation  rather  than  productive  investment. 
Although  we  have  addressed  only  the  latter  two  problems,  it  should  be  clear 
that  no  adequate  housing  program  is  possible  without  the  redirection  of  a 
significant  portion  of  current  military  spending.  There  is  no  magic  formula  by 
which  the  necessary  amounts  of  new  funds  can  be,  generated,  short  of  a 
major  reduction  in  military  spending.  Although  some  limited  funds  can  be 
generated  by  eliminating  inequities  in  the  present  tax  system,  an  adequate 
housing  program  will  eventually  require  a  shift  in  national  priorities  and 
commitments. 

ITable  9.1  about  here.l 

Program  Implementation:  Federally-Mandated  Local  Housing  Programs 

Most  of  the  measures  discussed  in  previous  sections  of  this  Program  are 
implemented  at  the  local  level.  The  role  of  the  federal  government  would  be 
twofold:  first,  to  establish  general  guidelines  and  minimal  requirements 
which  assure  that  the  housing  needs  of  low  and  moderate  income  people 
would  be  met;  and  second,  to  provide  the  financial  and  technical  resources 
for  localities  to  meet  those  needs.  In  other  words,  administration  of  the 
various  elements  of  the  program  is  to  be  as  decentralized  as  possible.  This 
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would  simultaneously  avoid  federal  bureaucratization,  and  maximize 
resident  participation  and  control/ 

Local  compliance  with  the  various  Acts  of  the  Housing  Program  would 
be  a  threshhold  requirement  for  receiving  federal  funds.  Yet  the  Acts  would 
operate  through  existing  state  and  local  planning  or  housing  departments, 
utilizing  the  police  powers  through  which  state  and  local  governments  are 
able  to  regulate  the  private  sector.  As  a  consequence,  each  locality  would 
exercise  a  great  deal  of  control  over  the  housing  plan's  design  and 
implementation,  although  the  overall  plan  parameters  would  be  established 
and  monitored  federally. 

The  principal  provisions  of  this  Act  would  establish  that: 

0  it  would  be  a  state  and  local  duty  to  evaluate,  plan  for,  and  adopt  a 
program  thai  responds  to  the  needs  of  all  households,  including  a 
regional  fair  share  of  lower  income  and  minority  families; 

0  federal  funds  for  housing,  highway  and  sewer  construction,  economic 
development  (including  small  businesses).  Urban  Development  Action 
Grants  (UDAG),  Community  Development  Block  Grants  (CDBG),  and 
other  federal  programs  which  directly  and  indirectly  impact  housing 
would  be  restricted  to  states  and  localities  that  are  affirmatively 
satisfying  their  housing  responsibilities; 

We  estimate  first  year  federal  administration  costs  at  approximately  $2 
bilHon  (see  Table  9.1). 
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0  local  governments  would  be  required  to  adopt.complying  local  housing 
plans,  utilizing  all  their  powers  and  availa*  le  resources  to  carry  out 


0  states  would  be  required  to  adopt  statutes  which  designate  an  agency 
(presumably  an  existing  one  with  housing  or  planning 
responsibilities)    with    primary    enforcemeilt   responsibilities  for 


0  HUD  would  be  designated  the  secondary  enforcement  body,  with 
authority  to  certify  the  adequacy  of  state  statutes  and  state- 
compliance,  and  with  additional  authority  to  block  or  delay  grants 
from  federal  agencies  to  non-complying  states. 

Each  locality's  housing  plan  would  be  required  to  make  adequate 
provision  for  the  existing  and  projected  needs  of  all  economic  and  racial 
segments  of  the  community,  and  provide  for  adequate  sites  for  new 
construction.  The  Act  would  further  require  that  each  local  government  not 
only  assess  its  own  needs  and  adopt  broad  goals  and  policies  consistent  with 
those  needs,  but  also  include  in  its  housing  plan  an  action  plan  for  meeting 
those  needs.  The  local  housing  plan  would  provide  for  the  production  and 
rehabilitation  of  community-based  housing,  conversion  from  private  to 
community-based  ownership,  and  the  regulation  of  private  rental  housing. 


As  a  growing  portion  of  our  national  housing  stock  is  acquired,  pro- 
duced, financed,  and  owned  by  the  community-based  sector,  with 
increasingly  adet^uate  public  resources  channeled   for   these  purposes. 


the  programs  in  those  plans; 


ensuring  that  localities  comply  with  the  Act;  and. 


Conclusion:  Housing  As  An  Entitlement 
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adequate  and  affordable  housing  will  become  a  matter  of  universal  national 
entitlement.  Accordingly,  in  the  long  run  this  Program  will  guarantee  every 
resident  the  rights  ptovidcd  by  all  tie  legislative  Acts.  These  will  include 
the  following: 

Affordahility  , 

The  basic  non-speculative  nature  of  community-based  housing,  with  op- 
eration and  resale  for  profit  prohibited,  will  significantly  reduce  housing 
costs  and  enhance  affordability  over  time.  Additional!y,  since  housing  in 
the  community-based  sector  will  eventually  be'  debt-free  (with  new 
con.«;truction  and  fchab:Iit?.tion  funded  through  direct  grants  and  the 
mortgage  debt  on  converted  properties  retired),  capital  costs  will  be 
permanently  eliminated  from  ongoing  shelter  expenses.  Occupancy  costs  will 
be  further  reduced  through  progressive  property  tax  reform  and  increased 
reliance  on  non-profit  management,  making  community-based  housing 
affordable  for  the  vast  majority  of  residents. 

Universal  operating  subsidies  provided  on  an  entitlement  basis  will  fur- 
ther assist  those  residents  who  are  unable  to  meet  even  the  basic  cost  of 
housing  operations  in  the  community-based  sector.  With  rents  increasingly 
geared  to  true  ability  to  pay,  taking  into  account  the  variability  in 
household  income  and  non-shelter  expenditure  levels  for  different  types  of 
families,  housing  affordability  will  be  permanently  guaranteed  for 
residents.  An  equivalent  level  of  affordability  and  subsidies  will  be 
guaranteed  for  tenants  and  owner-occupants  whose  units  are  in  transition  to 
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community-based  ownership.  Tenants  remaining  in  the  private  sector  will 
also  find  their  housing  considerably  more  affordable,  as  rent  control  and 
other  components  of  the  program  which  reduce  opportunities  for  speculative 
profit  are  implemented. 

Over  time,  housing  operating  subsidies  will  become  increasingly  resi- 
dent-based (as  distinguished  fron.  project-based)  to  maximize  freedom  of 
choice  for  rc-iL^ents  within  the  community-based  sector.  This  approach,  of 
course,  can  only  be  accomplished  within  the  context  a  strictly  regulated 
housing  market  that  includes  a  substantial  non-market  component,  to  avoid 
inflationary  effects.  Ultimately,  housing  subsidies  might  be  replaced  by  a 
negative  income  tax  which  would  enable  lower  income  people  to  meet  their 
shelter  and  other  needs  adequately. 

HahitabilUy 

As  the  community-based  housing  sector  expands,  the  quality  of  the 
housing  stock  and  tne  physical  standard  of  habitability  to  which  residents 
are  entitled  will  be  progressively  upgraded.  For  housing  that  is  owned  by 
(or  in  transition  to  ownership  by)  non-profit  entities,  the  provision  of  direct 
grants  will  assure  an  adequate  level  of  capital  repairs  while  operaUng 
subsidies  facilitate  ongoing  project  viability.  Unlike  the  present  market- 
oriented  system  where  resources  are  invested  In  housing  upkeep  and 
renovation  only  when  it  is  profitable  for  an  owner  or  lender  to  do  so, 
community-based  ownership,  financing,  and  production  will  guarantee  both 
the  incentive  and  the  resources  for  continuing  residential  improvement. 
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Over  time,  with  adequate  capital  and  operating  resources,  both  new 
housing  that  is  produced  directly  for  the  community-based  sector  and 
housing  that  is  converted  to  such  ownership  will  be  upgraded  to  achieve 
increasing  levels  of  residential  &menity.  This  includes  improved  physical 
features  such  as  unit  layout,  apartment  configuration,  and  site  and  building 
design,  especially  in  response  to  the  needs  of  special  constituencies  (such  as 
the  handicapped,  and  single  women  with  children).  It  also  encompasses 
operating  amenities  such  as  increased  energy  efficiency  and  security,  as  well 
as  social  amenities  such  as  day  care  and  other  services  that  are  logically 
residentialiy-based. 

Additionally,  increased  voluntary  upgrading  by  residents  with  enhanced 
security  of  tenure  and  control  of  their  housing  will  continuously  improve 
the  quality  of  the  community-based  housing  stock.  Finally,  tenants  in 
housing  that  remains  within  the  private  sector  will  also  achieve  significant 
improvements  in  the  quality  of  their  living  environments,  as  higher 
standards  of  residential  amenity  are  adopted  over  time. 

Security  of  Tenure 

Under  the  proposed  system  of  community-based  ownership,  production, 
and  financing,  security  of  tenure-the  right  to  continued  occupancy  of  a 
housing  unit  of  choice*-will  be  achieved  as  an  aspect  of  residential 
entitlement.  All  community-based  housing  residents,  including  tenants  and 
owner-occupants  whose  units  are  deeded  or  optioned  to  the  community- 
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based  sector,  will  be  guaranteed  a  permanent  life-estate  except  where 
removal  of  the  housing  unit  is  required  for  a  compelling  social  purpose,  or 
removal  of  the  occupant  is  necessitated  by  significant  and  repeated 
violations  of  community  standards.  With  occupancy  charges  based  on  true 
ability  to  pay  and  management  policies  subject  to  resident  control,  intances 
of  non-payment,  destruction  of  property,  and  other  traditional  causes  of 
eviction  in  our  market-oriented  housing  system  will  be  minimized. 

Additionally,  increasing  regulation  of  conditions,  use  conversion,  demo-  * 
Htion,  and  eviction  for  other  than  a  "just  cause"  will  protect  tenants  remain- 
ing in  the  private  sector  from  forced  displacement,  while  rent  control  and 
other  measures  will  further  enhance  security  by  promoting  greater  af- 
fordability.  Finally,  the  creation  of  new  ownership  and  tenure  options  not 
based  on  the  protection  of  property  values  will  encourage  greater  acceptance 
of  neighborhood  change  and  inclusionary  housing  patterns,  providing  a  new 
basis  for  community  security.  As  the  discriminatory  uses  of  housing  in  our 
profit-oriented  economy  are  eliminated,  with  affirmative  efforts  to  expand 
housing  mobility  and  to  revitalize  existing  minority  communities,  the  right 
of  residential  security  will  encompass  a  locational  aspect:  the  right  to  re- 
main in  place  or  to  move  to  an  alternative  neighborhood  of  choice. 

Control 

The  right  of  residents  to  control  their  living  situations  will  be  progres- 
sively achieved  under  the  proposed  Program.  Low  and  moderate  income 
homeowners*  ability  to  maintain  control  over  their  housing  in  the  face  of 
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burdensome  mortgage  debt,  property  tax,  and  repair  obligations  will  be  en- 
hanced through  programs  offering  increased  affordability  and  security  of 
tenure,  without  opportunity  for  speculation.  Increased  protection  of  tenants' 
rights  in  the  private  sector,  through  collective  bargaining  as  well  as  limita- 
tions on  landlords*  authority  to  dictate  rents,  occupancy  terms,  tenure,  and 
living  conditions  will  free  residents  to  some  extent  from  the  arbiirary  con- 
trol exercised  by  others  over  their  living  situations.  At  the  same  time,  our 
Program  for  the  regulated  conversion  of  the  private  rental  housing  stock 
will  significantly  expand  opportunities  for  direct  ownership  and  control  by 
resident  associations,  tenant  cooperatives,  and  individual  owner-occupants, 
on  an  affordable,  non-speculative  basis. 

Ultimately  the  level  of  control  afforded  to  community-based  housing 
residents  as  a  matter  of  entitlement  will  be  significantly  greate*  than  that 
experienced  by  most  homeowners  today.  Positive  features  of  con*-  .  al 
homeownership-such  as  the  ability  to  modify  and  adapt  one's  ,ace 
to  changing  needs-will  be  retained  and  enhanced  as  residents  achieve 
permanent  affordability  and  security  of  tenure.  And  since  resident  and 
community  benefit  is  the  sole  purpose  of  housing  production  and  ownership 
through  the  ccmmanixy-based  sector,  residents  and  neighbors  will  be  entitled 
and  motivated  to  participate  actively  in  housih^  design,  development,  and 
management  decisions.  As  more  and  more  of  the  community-based  housing 
stock  is  actually  developed  and  managed  by  resident-controlled  non-profit 
entities,  opportunities  for  building  and  operating  housing  in  a  way  that  is 
truly  responsive  to  resident  needs  will  be  significantly  enhanced. 
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Finally,  the  removal  of  opportunities  for  speculation  in  housing  will 
enhance  community  control  by  increasing  neighborhood  stability.  Enhanced 
resident  and  neighborhood  control  of  housing  also  implies  an  obligation  for 
increased  collective  responsibility,  that  is  for  mediation  and  settlement  of 
resident  disputes  and  grievances.  It  also  requires  that  control  be  exercised 
responsibly  within  the  framework  of  basic  democratic  and  non^xclusionary 
principles,  and  not  be  misused  to  deny  housing  access  or  opportunity.  As  the 
concept  of  residential  entitlement  is  progressively  realized,  the  correspond- 
ing notion  of  residential  responsibility  will  also  be  achieved. 
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Tabln  9.1 

National  CoDprehensive  Housing  Program: 
First  Vttar  Costs 


cost/unit     no.  units    total  cost 
(thousands)  (thousands)  (billions) 

V  j  Construction  for 
^  Social  Ovnsrsbip  (a) 

.^•r  ;5ilAtation  for 
Social  Ownership  (b) 

Oparating  subsidies 
for  Social  Housing  (c) 

Conversion  of  Private 
Rental  Units  .(d) 

Conversion" of 
Hoaeowner  Units  (e) 

Conversion  of 
HOD-held  units  (f) 

'   Modernization  of  ?xist 
ing  Social  units  (g) 

Administration  (h) 


Source:  Appelbaum  et  al,  1986 
NOTES: 

(a)  Based  on  1984  construction  costs,  adding  land  and 
subtracting  finance  costs,  since  financing  will  be 
through  direct  grants;  see  Hartman  and  stone  (1986 

(b)  Rehabilitation  only  (acquisition  costs  are  include 
under. conversion  element);  per-unit  cost  is  based 
various  rehabilitation  projects. 

(c)  Operating  expenses  only  (debt  service  included  und 
conversion  element) .  Derived  from  1983  operating  c 
data,  adjtisted  to  1985,  and  applying  stone's 
affordability  scale  (See  Hartman  and  Stone,  I986t 

(d)  Assumes  full  payment  of  negotiated  pric*  in  year 
purchased  (see  Hartman  and  Stone,  1S86:  500-501). 

(e)  Assumes  full  payment  at  time  of  actjuisition  for  . 
mortgage  balance  and  negotiated  equity. 

(f)  Based  upon  Achtenberg,  1986. 

(g)  r^xisting  assisted  stock  only;  assumes  that  most  un 
need  modest  but  not  major  rehabilitation. 

(h)  Conservative  estimate. 


$60  200  $12.0 

$20  400  $8.0 

$2  6,500  S13.0 

$35  160  $5.6 

$50  160  $8.0 

—  81  $1.2 

$10  500  $5.0. 

$2.0 
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Table  9.2 

Subsidized  Rents  Under  Proposed  Rent  Formula* 

— rent— — — 
gross  annual  income  amount     *  income 

$1,000  $4  5.0* 

$2,000  $8  5.0% 

$3,000  $13  5.0* 

$4,000  $17  5.0* 

$5,000  $21  5.0* 

$6,000  $30  6-0* 

$7,000  $55  9.4* 

$8,000  $80  12.0* 

$9,000  $105  14.0* 

$10,000  $130  15.6* 

$11,000  $155  16.9* 

$12,000  $180  18.0* 

$13,000  $205-  18.9* 

$14,000  $230  19.7* 

$15,000  $255  20.4* 

$16,000  $280  21.0* 

$17,000  $305  21.5% 

$18,000  $330  22.0* 

$19,000  $355  22.4* 

$20,000  $380  22.8* 


*Rent«30*  net  income  (gross  income  less  $1,200  deduction  per 
person) .  Assumes  minimum  rent  of  5%  of  gross  income. 

Source:  Stone,  1983:  Tables  4*1  and  4.2  (pp.  111-112) 
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THE  NBBD  POR  A  KOT  NATIONAL  H0!ISII?G  POLICY 

by 

Joe  Carreras 

At  the  lover  end  of  the  housing  aarket*  ve  face  a  triple  threat  froa  a  lack  of 
housing  availability,  housing  affordability  and  unit  quality.   Federal  housing 
developaent  programs  are  phasing  out  and  resources  are  being  cut.  Local 
goveniaents  are  trying  to  adapt  to  this  situation  by  developing  residential 
space  policies  and  occupancy  standards. 

The  local  occupancy  policies  that  are  eiierging  relate  to  three  characteristics 
of  residential  livings 

o  Under-occupancy  due  to  "eapty  nesters"  and  higher  incoae  persons 
living  in  acre  space  than  they  need. 

o  Over-occupancy  or  "overcrow! ing"  due  to  social  change  and  economic 
circumstances. 

o  No  occupancy  due  to  an  inability  to  afford  any  housing  at  all. 

Each  of  these  situations  pose  a  challenge  to  local  govemi&ent  and  invoke 
different  regulatory  responses.   They  also  oake  it  clear  that  a  nev 
national  housing  policy  is  needed  to  support  and  focus  shelter  assistance 
efforts. 

SPAaOUS  LXVIMG 

According  to  the  1980  census,  half  of  aU  hoaes  vith  5  or  aore  bedrooas  vere 
.occupied  by  people  over  65  years  old,  an  age  group  in  which  the  average 
.household  contains  fever  than  tvo  people.   This  housing  situation  is  a  result  of 
changing  deaographlcs,  and  in  effect  warehouses  units  needed  today  bv  larger 

•  families.    Hov  to  aake  aore  efficient  use  of  existing  housing  is  a  regulatory 
problea  for  local  govemaent  vhtn  it  considers  rules  ^ich  perait  unit 
Jadditions,  splitSy  aergers  and  conversions  or  secondary  units  on  suitable  lots. 
,In  a  few  coaaunities,  house  sharing  has  been  tried. 

.Also,  alternative  housing  is  needed  if  older  households  that  are  "house  rich  and 
•incoae  poor"  are  to  find  a  hoae  aore  suited  to  their  lifestyle.  Ironically, 
'here  in  California,  Prop.  13  acts  as  a  disincentive  to  aove  due  to  the  higher 
property  tax  burden  that  results  froa  a  ntv  hoae  assessaent.   It  aay  be  cheaper 
.to  stay  in  your  residence  vith  no  aortgage  or  an  old  low  interest  rate  aortgage 
.than  aove  to- a  saaller  hoae. 

•Another  problea  is  hov  do  you  aake  hoaeovnership  affordable?  Today,  7  out  of  10 

•  families  In  California  cannot  afford  the  aedian  priced  hoae  (about  $160,000  in 
,L. A.  County).  Pirst-tiae  buyers  that  rent  have  a  particularly  difficult  tiae 
.purchasing  a  unit  vith  a  reasonable  proportion  of  their  incoae  (30X). 

i  Tne  1980  census  indicatea  that  the  aedian  incoae  of  renters  is  half  that  of 

'  ovners.  And,  in  California,  the  percent  of  households  vho  ovn  their  hoae  is  52Z 

;  coapared  to  the  national  average  of  64Z.   Note  so  than  in  other  places,  there  is 

,  a  vide  gap  betveen  those  vho  ovn  and  those  vho  rent.   The  separation  has 

.  econoaic,  geographic  and  racial  diaensions  vhich  divides  our  region  into  rich 
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and  poor  areii,  bedrooa  and  coanercial  area*  and  ethnicaUy  balanced  and 
unbalanctd  areas »  etc. 

m  tans  of  rental  housing,  became  of  a  shortage  of  units  relative  to  dewnd, 
landlords  have  «  tendency  to  lease  units  to  as  fev  people  as  they  can  in  order 
to  «Jnl«ls€  vear  and  tear  on  their  apartsents.   It  is  also  coMOn  for  tbe»  to 
require  an  aaount  equal  to  first  and  last  »onths  rent  for  a  security  deposit  and 
a  cleaning  fee  before  they  lease  a  unit.  In  the  aggregate,  these  deposits  and 
fees  can  be  quite  high. 

1  e  strong  deMnd  for  rental  units  and  stiff  Bove-in  costs  are  an  especially 
vexing  problea  for  lover  incoae  persons,  especially  in  cowmities  that  have 
adopted  rent  controls.   Units  are  regulated  at  affordable  levels  but  landlords 
laase  (decontrolled)  vacant  units  to  hi^  incoiie  tenants,  particularly  single 
persons  or  childless  couples,  vho  «ay  be  villing  to  pay  for  iaproveaents,  extra 
space  and  for  vhoa  high  aove-in  deposits  and  fees  pose  no  special  problem. 

The  practice  of  leasing  units  to  as  fev  people  as  possible  has  the  effect  of 
under-utiliaing  rental  housing  resources.  It  also  vorks  against  a  nuaber  of 
local  govemaent  goals  toi 

o  provide  affordable  honsing  by  higher  density  standards; 

o  prohibit  age  discrialnation,  especially  against  families  vith 
children; 

o  prevent  the  eaergence  of  illegal  units  outside  of  the  aunicipal  perait 
systea  to  aeet  the  deaand  for  shelter. 

o  provide  housing  opportunities  for  all  econoaic  segaents  of  the 
coaaunity 

TBS  GROVIMG  NEED  AND  THE  FSDEBAL  RETBBAT 

Where  does  all  this  leave  the  poor  -  recent  iaaigrants,  aodest  income  faallies 
vith  children,  our  Senior  citizens  and  others  on  lov  fixed  incoaes?  In  the 
bidding  var  for  apace,  they  lose.  Local  govemaents  try  and  intervene  on  their 
behalf  through  local  prograas  uaing  limited  federal  and  state  resources  and 
local  rcdevelopaent  funds,  vhere  available,   m  a  f ev  cases,  local  inclusionary 
linkage  prograas  that  exact  units  or  contributions  for  affordable  housing  as  a 
condition  of  coaaercial  and/or  residential  developaent  are  put  in  pUce.  Under 
extreae  conditions,  rent  controls  are  adopted. 

But  vhat   has  been  done  is  saall  coapared  to  the  need.   Using  the  Southern 
California  Association  of  Covemaent's  regional  housing  allocation  model,  ve 
found  that  about  802,000  lover  incoae  households  (persons  earning  less  than  BOX 
of  their  County's  mediwi  incoae)  vcre  paying  aore  than  30X  of  their  incoae  tor 
shelter  in  1980.  These  vere  households  vith  an  affordability  need  «d  did  not 
count  households  living  in  substandard  units  but  not  overpaying  for  housing.  It 
is  a  coaaon  perception  that  the  market  for  illegal  units  is  expanding,  as  our 
need  for  affordable  housing  has  increased  since  1980. 

Illegal  units  are  part  of  a  "shadcv  housing  market"  vhich  includes  living 
quarters  such  as  garages  and  unauthorised  additions  or  conversions.   A  recent 
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Los  Angeles  TIms  survey  estiaates  that  there  are  200,000  people  (■ostly 
iMlgrants)  living  in  42,000  garages  in  Los  Angeles  County.   They  are  typically 
overcrovded  and  substandard  dwellings.   The  supply  of  this  cheap  housing  is 
expanding  as  the  available  supply  of  better  quality  affordable  housing  is 
shrinking  due  to: 

o  private  spartaent  owners  upgrading  their  older  buildings  to  aeet 
earthquake  safety  standards.    The  costs  of  rehabilitation  are  being 
passed  through  to  tenants  in  the  fom  of  hi^er  rents,  with  the  fear  of 
displaceaent  posing  its  greatest  threat  aaong  people  living  in  Single 
Room  Occupancy  hotels  in  downtown  areas. 

o  Private  landlords  tearing  down  lower  cost  units  and  building  acre 
expensive  spartaents  or  condoalniuas  to  aeet  the  strong  deaand  for  new 
housing,  or  to  aake  way  for  coiaaercial  development.    Better  quality 
apartaents  are  also  being  converted  to  hii^er  cost  condoalniuas.  This 
deaand  is  fueled  by  our  healthy  regional  cconoay.   If  the  Southern 
California  area  were  its  own  nation,  it  would  rank  Uth  In  the  world  in 
tens  of  GMP. 

o  Popular  sentiaent  in  favor  of  *no  growth*  and  downsoning  for  the  aake 
of  envlronaental  concerns  aay  liait  future  higher  density  building 
opportunities  and  raise  housing  costs  near  Job  centers.   This  late 
1980's  aood  is  evident  in  our  coastal  counties  irtiere  aost  of  our 
eaployaent  centers  are  located  (Ventura,  Los  Angeles  and  Orange 
Counties),  and  lAere  vacancy  rates  are  low  and  housing  prices  high. 
People  are  particularly  concerned  about  traffic  congestion,  air 
pollution  and  lengthy  hoae-work  trips  caused  by  the  additional  housing 
deaand  generated  by  new  coaaercial/lndustrial  developaent  and  expansion. 

Vhlle  Pedera  Government  policies  affecting  national  debt,  inflation^  interest 
rates  and  aortgage  interest  deductability  have  a  treaendous  iapact  on  housing 
affordability  and  prices,  other  Federal  housing  and  tax  policies  focus  sore 
directly  on  the  poor.    For  instance: 

o  The  production  of  new  subsidized  housing  by  the  Federal  Govemaent  has 
dropped  draaatically.    Since  1981,  the  Federal  housing  budget  has  been 
cut  by  70X.  Haklng  up  for  this  loss  is  a  aajor  problea  for  State  and 
local  govemaent* 

o  Federal  restrictions  on  privately  owned  subsidised  housing  projects 
are  expiring,  and  these  units  aay  be  leased  to  higher  Incoae  tenants  in 
the  future.  According  to  a  recent  HUD  study,  nationally,  3243  projects 
are  eligible  to  opt  out,  vlth  268  of  thea  located  in 
Southern  California  alone.   While  the  dropout  rate  is  projected  by  HDD 
to  be  25X  nationwide,  in  our  region  it  is  projected  to  be  nearly  75X1 
About  80X  of  the  projects  eligible  to  opt  out  are  located  in  Los  Angeles 
County,  vlth  the  City  of  Los  Angeles  alone  having  55X  of  the  projects. 
Over  the  next  7  years,  141  projects  representing  alaost  12,500  units 
will  be  eligible  to  rcaove  theaselves  froa  the  Federally  assisted 
housing  Inventory. 

o  Recent  changes  in  the  tax  law  aay  lead  to  hi^er  shelt-sr  costs  as 
owners  try  and  make-up  for  their  lost  tax  advantages  through  higher 
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rtnti.   It  rtaains  to  be  it«n  if  this  is  evin  partially  offset  by  the 
nev  tax  credit  program  for  lover  incose  housing. 

SATIONBIG  SPACB  FOR  THS  POOR 

All  this  aeaos  thai»  vith  less  uxiits  for  rent  and  facing  higher  shelter  costs, 
lover  incoM  persons  are  crovdlng  into  those  units  vblch  are  available.  This 
brings  ^XM  to  one  of  the  »ost  controversial  areas  of  residential  space  policies: 
Occupancy  Standards. 

Boosing  Occupancy  Standards  are  adopted  by  local  govemaent  and  applied  only  to 
rental  housing.   Due'  to  a  SupreM  Court  decision,  local  ordinances  limiting  the 
number  of  persons  in  an  K-1  soned  single  family  unit  or  a  mobile  home  vere 
struck  flovn,  i.e  City  of  Sanu  B«u:bara  test  case.  Typically,  rental  housing 
occupancy  standards  find  their  basis  in  local  government  health  and  safety 
concerns,  and  limit  the  extent  to  vbich  overcrovdlng  viU  be  permitted. 

For  instance,  the  City  of  Los  Angeles  has  an  occupancy  ordinance  that  calls  for 
a  minimum  of  airland  floor  space  per  person  in  m  rental  unit.   Effectively,  it 
allovs  2  people  per  70  square  feet  of  sleeping  area,  vith  each  additional  person 
allocated  another  50  sq.  ft.,  or  up  to  10  people  in  a  modestly  sized  tvo  bedroom 
unit.  This  occupancy  level  permits  a  high  degree  of  "overcrovdlng." 

The  U.S.  Census  defines  overcrovdlng  a3  1.01  persons  per  rooa.    In  a  typical  tvo 
bedroom  unit,  vith  a  living  room,  dining  room  and  tvo  sleeping  rooms  (kitchen 
and  bathrooms  don't  count),  up  to  4  persons  could  be  accommodated  before  the 
unit  could  be  termed  "overcroved." 

Occupancy,  standards  are  also  recommended  by  Federal  Government  through  the 
Department  of  Bousing  and  Urban  Developments'  housing  assistance  programs  (e.g. 
Section  8  and  Public  Bousing).   These  standards  do  not  permit  any  degrte  of 
overcrovdlng  in  a  unit.   They  call  for  a  maximum  of  2  persons  per  bedroom,  vith 
children  over  5  of  the  opposite  sex  having  their  ovn  room.   In  a  typical  tvo 
bedroom  Uiilt,  four  persons  vould  be  the  maximum  permitted. 

EDD  also  Jias  minimum  occupancy  standards  of  one  person  per  bedrooa,  so  at  least 
tvo  people  vould  occupy  a  tvo  bedroom  unit.   As  you  can  see,  HUD  tries  to 
prevent  both  over-occupancy  and  under-occupancy.- 

Applications  for  BUD  fundtd  housing  assistance,  administered  by  local  Public 
Bousing  Agencies,  are  logged  and  filed  by  the  bedroom  size  that  a  family 
qualifies  for  given  the  federal  standards.   For  example,  if  there  are  2-4 
persons  in  the  family,  they  vould  be  placed  on  the  tvo  bedroom  vaitlng  list. 

VHO  ARS  THS  FSOPU  AFFECTBD  THS  MOST  BY  OCCUPANCT  STANDARDS? 

According  to  the  1980  U.S.  Census,  one  in  every  el^t  immigrants  to  the  U.S. 
betveen  1975-80  settled  in  Southern  California,  vith  4/5  ths  moving  to  L.A. 
County.    Almost  half  (44X)  of  all  recent  immigrants  vere  found  to  be  living  in 
overcroved  housing.   For  the  population  as  a  vhole,  only  8Z  lived  in  overcroved 
housing.   Most  of  these  households  vere  recent  immigrants  from  Mexico,  Central 
America  and  Asia. 

Among  ethnic  groups,  Hlspanlcs  had  the  highest  incidence  of  living  in  overcroved 
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bousing.   Thirty  percent  of  all  Hispanic  households  -  almost  3  tiaes  that  of  any 
other  minority  group  and  15  tiaes  that  of  NH  Vhites  -  vere  living  under  this 
condition  (Hispanics:30Z;Vbite!2X;BlacktlOZ  and  Asian :3X)« 

Additionally!  illegal  aliens  living  in  federally  subsidised  housing  or  assisted 
bousing  vill  be  asked  to  nova  vhen  nev  BUD  regulations  prohibiting  assistance  to 
undocuaented  aliens,  aany  of  vhoa  are  Hispanic,  are  iapleaented  later  this  year. 

Then  there  are  the  Hoaeless.  They  are  the  "exiles  in  the  Ungdoa**,  abject  and 
iapovarisbed.   The  hoaeless  are  the  people  vho  have  fallen  out  of  the  bottoa  of 
the  housing  aar^cat,  and  spilled  out  on  to  our  streets  and  parks.  Although 
there  is  no  census  of  the  hoaeless,  Los  Angeles  County  is  considered  by  soae  to 
have  one  of  the  largest  concentrations  of  the  hoaeless  in  the  country. 
Bstiaates  range  froa  3S,000'>50,000  persons.   According  to  a  recent  U.S. 
Conference  of  Hayors  report,  faailies  vith  children  are  the  fastest  groving 
segaent  of  the  hoaeless  population. 

The  boaelessi  like  the  tip  of  an  iceberg,  are  the  visible  portion  of  the  massive 
problea  ve  face  in  Southern  California  and  around  the  nation  -  the  lack  of 
affordable  housing.    Their  plight  is  aora  than  Just  a  aatter  of  personal  tragedy 
and  bad  luck.   The  coaaon  need  that  cuts  across  every  type  of  hoaeless  person  is 
the  need  for  affordable  shelter  and  permanent  housing. 

A  NEV  NATIONAL  HOUSING  POLICY 

The  wealthy  We  acre  space  than  they  need  and  the  poor  don't  have  enou|^  space. 
Ultiaately,  ve  need  to  be  concerned  less  about  occupancy  standards,  and  hov  they 
are  defined,  and  sore  about  producing  lov  incoae  housing  that  is  decent,  safe 
and  sanitary,  retaining  people  in  our  housing  aarket  and  retrieving  persons 
froa  our  streets  and  parks.    The  need  for  affordable  housing  has  never  been 
greater,  but  the  national  inventory  of  federally  assisted  housing  and  other 
resources  is  shrinking. 

Vithout  Federal  resources  to  equalize  the  capacity  to  respond  to  our  housing 
crisis  aaong  States  and  Jurisdictions,  the  poorest  areas  vith  the  highest  needs 
vill  be  underserved.   Local  regulations  vill  substitute  for  diainiahed  national 
subsidies  and  fractionalize  the  provision  of  assistance  across  broad  housing 
aarkets.   More  units  vill  be  lost  to  higher  incoae  occupancy  than  are  added  by 
nev  program  initiatives. 

A  nev  national  housing  policy  is  needed  idiich  is  sensitive  to  regional  housing 
aarket  dynamics,  and  bold  enough  to  provide  the  fiscal  and  tax  incentives  needed 
to  stiaulate  local  solutions.   One  of  the  first  steps  should  be  to  save  as  much 
of  the  federally  assisted  housing  inventory  as  possible.   Another  is  to 
eaphasize  the  use  of  nonprofit  developers. 

Deep  one  vay  subsidies;  vith  a  20  or  30  year  fuse  on  affordability  requirements, 
should  not  be  incentives  for  inducing  private  developer  p2u:ticipation. 
Organizations  dedicated  to  addressing  social  goals  should  be  used.  Locally 
supported  private  nonprofits  aay  be  the  aechanisa  to  link  public  resources  and 
private  capital  and  expertise. 

Private  nonprofits  can  also  help  assisted  tenants  buy  back  private?.y  ovned 
projects  vhen  subsidy  terms  expire,  or  help  the  Federal  government  buy  back 
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thest  develoiments.   The  need  to  a^^sure  the  continued  affordability  of 
subsidized  developstnts  is  a  lesson  that  should  not  be  lost  on  us  as  ve  try  and 
raformilate  our  national  housing  strategy  and  goals. 

The  federal  govemaent  needs  to  charge  forvard.  Instead  of  backvards,  on  housing 
issues t  and  like  the  7th  Calvary,  cone  to  the  rescue  of  our  embattled  poor,  and 
our  beleaguered  coamunities*   This  is  especially  true  here  in  Southern 
California* 
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Rd  #7  Box  1027 
Harbor  Drive 

Annapolis,  Maryland  21^03 
October  5,  1987 

Senator  Alan  Cranston 
Senator  Alfonse  D»Aniato 
Subcommittee  on  Housing  and 

Urban  Affairs 
SD-535  Dirksen  Senate  Office  Building 
Washington,  D.C.  20510 

Re:  National  Rural  Housing  Policy 
Dear  Senators  Cranston  and  D'Amato: 

I  appreciate  this  opportunity  to  comment  on  future  rural 
housing  policy  as  requested  in  your  July  1,  I987  call  for 
suggestions  on  the  development  of  a  new  national  housing  policy. 
My  comments  are  limited  to  rural  housing  policy  and  programs. 
Overall,  I  endorse  the  recommendations  made  by  the  Housing 
Assistance  Council  (HAC),  and  will  spare  you  repetitious  detail. 
There  are  areas  of  difference,  and/or  which  merit  highlighting, 
and  for  which  I  have  provided  brief  comment.    I  have  identified 
seven  areas  of  concern  relative  to  the  development  of  a 
meaningful,  efficient  and  cost  effective  national  rural  housing 
policy.  * 

1.  Reliance  on  tax  codes  for  ths  development  of  assisted 
housing  should  be  abandoned  or  curt-  lied.    It  is  ultimately  more 
costly  than  direct  financing.    In  the  rural  programs  investors 
only  provide  five  percent  of  the  development  costs,  so  that  their 
rinancial  contribution  is  minimal  and  more  than  offset  by 
substantial  tax  losses  to  the  treasury.    Investors  have  no 
interest  in  holding  note  for  the  long  term,  a  fact  which  is 
contributing  to  the  current  prepayment  crisis.    While  mitigating 
the  problems  associated  with  current  moi»tgage  loans  is  a  thorny 
issue,  it  makes  no  sense  to  compound  the  difficulties  by 
continuing  the  policies  which  are  the  root  of  the  prepayment 
crisis.    Finally,  if  the  sheltered  funds  could  be  collected  as 
taxes  by  the  government,  the  resulting  substantial  increase  in 
revenues  would  provide  a  means  for  expanding  federal  financing, 
more  commensurate  to  need. 

2.  A  direct  federal  program  is  essential  in  rural  areas.  The 
problems  unique  to  rural  America  require  separate  consideration 
and  programs,  much  as  those  in  the  inner  cities  also  require  a 
particular  approach. 


1092 


ERLC 


1079 


October  5,  1987 
Page  2 


3.  The  rural  housing  programs  must  be  made  more  flexible  so 
that  they  may  be  combined  with  state  or  local  programs,  when 
available,  to  stretch  service  or  serve  even  lower  income 
households.    The  truth  is  that  rural  housing  need  far  surpasses 
currently  available  federal  state  e.nd  local  resources. 

The  Congress  must  continue  to  legislate  and  monitor 
, programs  and  amendments  to  programs  which  target  rural  housing  to 
those  moot  in  need.    If  there  is  budget  constraint  it  should  fall 
upon  those  most  likely  to  obtain  housing  without  federal 
assistance. 

5.  New  programs,  and  amendments  to  those  existing,  must  be 
developed  which  either  expand  our  abil'.ty  to  serve  those  with 
very  low-incomes  or  reduce  costs  or  both.    I  refer  you  to  the  HAC 
recommendations  for  specifics.    One  illustration  is  their  three 
alternative  approaches  for  utilizing  the  Section  502  very  low 
income  program  and  funds.    Another  is  the  creation  of  capital 
grant  financing  for  a  portion  of  the  Section  515  program  to 
reduce  long  terra  cost  and  enhance  participation  by  the  public  and 
private  nonprofit  sector  (desireable  for  avoiding  prepayment  and 
tenant  displacement). 

6.  Farmers  Home  Administration  (PmHA)  must  be  institutionally 
reformed,  or  replaced  by  a  c&binet  level  Department  of  Rural 
Development,  as  a  vehicle  for  the  direct  delivery  of  rural 
housing  programs.    Reforms  are  needed  in  many  areas  including 
curbing  the  authority  of  State  Directors  to  ignore  appropriations 
acts,  redesigning  an  appeal  procedure  which  will  guarantee  due 
process  to  the  public,  vigorous  affirmative  active  enforcement, 
overhaul  (I  recommend  subdividing)  the  finance  office,  improving 
data  collection  ability  and,  training  employees  as  to  the  social 
service  nature  of  the  agency,  etc.    What  once  was  loved  is  now 
too  often  despised.    However,  there  is  much  worth  saving  in  the 
FmHA  structure.    Ideally  Congress  would  transfer  PmHA  into  the 
rural  development  department,  thus  freeing  it  from  the  burden  of 
the  Department  of  Agriculture,  where  PmHA  programs  have  never 
bsen  well  received  or  supported. 

7.  However  the  committee  decides  to  proceed,  it  should  not 
anticipate  development  of  ^  policy  that  will  be  inexpensive. 
Providing  housing  for  *ow  income  families  requires  either 
increased  income  or  subsidy.    Technology  alone  will  never  bridge 
the  gap.    The  cost  also  cannot  be  directed  to  the  states,  for 
many  cannot  afford  the  undertaking.    As  noted  earlier  it  will 
cake  Che  resources  or  all  levels  of  government  to  come  close  to 
meeting  rural  housing  needs. 
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uhini  °^^°"§  ®^  specific  recomnendations,  gome  of 

Hhich  are  reduced  to  legioUtive  language.    More  inportant  is 

«xamin!t?ln''r^^K^^uJ|l"  ^«"<^«^"  and  a  thorough 

examination  of  the  HAC  paper. 

poli^!"^  ^""^  '^""^  "^""^^  ^"  reexamining  national  housing 

Sincerely, 

Arthur  .H\  Colling,  Jr, 

AMC/lr 
Attachment 
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Arthur  H,  Colllngs  Jr. 

Currently  retired  from  Farmers  Home  Adnlnlstratlon  (PraHA)  and 
employed  as  a  consultant  for  the  Housing  Assistance  Council,  Inc. 
(HAC) 

Formerly  a  Special  Assistant  to  the  Administrator  of  FinHA  in 
a  rural  housing  policy  capacity  (1977-1981) 

Worked  for  HAC  from  1972-1977  while  on  leave  of  absence  from 
PmHA,  and  1931-1985  on  an  I. P. A.  detail. 

Originator  of  a  number  of  amendments  to  Title  V  of  the 
Housing  Act  of  1919.    Co-origlnator  of  section  321  Rental 
Assistance. 

Advocate  for  program  beneficiaries,  I.e.  lox  income 
homeowners  and  tenants,  believing  that  both  PmHA  and  the  industry 
are  of  secondary  importance. 

Member  of  the  Board  of  Directors,  National  Rural  Housing 
Coalition. 
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"TENANT-BXSED"  RENT  SUBSIDIES 
and 

COORDINATED  REHABILITATION  OF  RENTAL  HOUSING 

An  Essontial  "Building  Block** 
In  the  Now  Legislative  strategy  for  Housing 

LEGISLATIVE  RECOMMENDATIONS 


By 

Robert  I.  Dodge  iii 
former  Director,  office  of  Urban  Rehabilitation 
Departaent  of  Housing  and  Urban  Dcvelopaent 

(Originator  and  in^  -.iei  aanager  of  the 
RENTAL  REHXTMt.  .'ATION  PROGRAM) 
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«TENANT-BASED»»  RENT  SUBSIDIES 
and 

COORDINATED  REHABILITATION  OF  RENTAL  HOUSING 


SUMMARY 


"Tenant-basedw  rent  subsidies,  prixaarily  Section  8  certificates 
and  vouchers,  are  an  important  and  successful  segment  of  Federal 
assistance  for  lower  incosae  .tenants.    These  tenant -based  subsidy 
programs  are  generally  accepi-ed  as  the  most  cost-effective  tool  to 
house  a  low  income  family,    '..^ey  give  the  best  "bang- for-the- 
buck"  of  all  low-income  housing  programs  thus  far  tried  in 
America • 

The  Rental  Rehabilitation  Program  renovates  rental  housing  to  be 
available  for  tenants  receiving  tenant-based  subsidies ,  That 
program  also  has  proven  itself  to  be  productive,  inexpensive,  und 
very  helpful  to  lower  income  families  and  lower  income 
coimunities  • 

Certificates,  vouchers  and  Rental  Rehabilitation  all  work  well 
because  the  rental  subsidy  is  tenant-based  and  not  "attached"  to 
the  units  or  buildings.    The  tenant  has  the  ability  to  shop  in  the 
market  to  get  full  value  for  the  public  rent  subsidy.    If  a  new 
housing  legislative  strategy  is  to  be  successful  in  helping  a 
large  number  of  families  with  limited  funds,  the  new  strategy  must 
also  include  a  significant  "building  block"  based  on  tenant-based 
rent  subsidies. 

The  present  combination  of  Section  8  certificates  and  vouchers 
combined  with  the  Rental  Rehabilitation  Program  would  be  a 
satisfactory  "building  block"  to  include  in  a  new  overall  housing 
strategy.    The  certificate/ voucher  Rental  Rehabilitation 
combination  could,  however,  be  improved  by  using  a  more  flexible 
format  giving  greater  management  latitude  to  local  officials. 

This  new  "building  block"  is  a  formula  allocation  of  funds  to 
State  and  local  governments.    The  funds  could  be  used  for  either 
tenant-based  rent  subsidies  or  shallow  production  subsidies 
(primarily  rehabilitation  on  the  model  of  the  present  Rental 
Rehabilitation  Program) ,    Among  the  choices  to  be  delegated  to 
local  officials  would  be  the  setting  of  local  rent  subsidy 
ceilings  and  the  choice  between  the  certificate  approach  of  a 
ceiling  rent  set  by  a  "fair  market  rent"    or  the  voucher  technique 
of  a  fixed  "payment  standard"  with  no  limits  on  rent  paid. 

For  the  new  "building  block"  to  match  or  exceed  the  success  of  th« 
present  tenant-based  rent  subsidy  programs  and  Rental 
Rehabilitation  Program,  the  new  "building  blo5k"  must  require  by 
statute  that  any  rent  subsidy  using  this  oognent  of  Federal 
housing  funds  shall  also  be  "tenant-based,**    If  that  is  not  done. 
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the  flexibility  of  the  new  prograun  would  lead  to  a  diversion  of 
funds  to  local  housing  production  programs  which  use  rent 
subsidies  tied  to  housing  units  or  buildings.    Those  "project- 
based"  programs  do  not  assist  as  many  families  per  dollar  of 
federal  money  as  the  tenant-based  rent  subsidies  and  Rental 
Rehabilitation. 

To  be  fully  effective,  the  new  tenant-based  rent  subsidy  "building 
block"  should  have  a  co2nplete  management  plan  thought  through  at 
the  time  the  statutory  framework  is  designed.    That  was  done 
successfully  with  the  Rental  Rehabilitation  Program  and  that  model 
is  available  and  suitable  for  the  new  "building  block." 


Senator  Cranston's  mandate  is  to  set  forth  broad  housing 
legislation  addressing  the  full  range  of  Federal  involvement  in 
housing.    The  following  legislative  recommendations  address  only  a 
limited  sector  of  the  subject  matter  to  be  included  in  the  new 
legislation.    The  recommendations  are  for  only  one  of  the  many 
"building  blocks"  needed  for  a  coherent  overall  Federal  housina 
legislative  strategy.  ^ 

The  primary  focus  of  this  recommendation  is  to  emphasize  the 
importance  of  continuing  direct  "tenant-based"  rent  subsidies  as 
a  primary  method  for  fxmding  new  housing  assistance  for  lower 
income  tenants.    "Tenant-based"  rent  subsidies  refer  to  programs 
like  Section  8  certificates  and  vouchers  which  permit  the  lower 
income  recipient  to  shop  in  the  market  place  to  find  the  best 
available  housing  unit.    Use  of  "tenant-based"  rent  subsidies  also 
very  much  includes  the  Rental  Rehabilitation  Program  which  is  a 
housing  production  subsidy  which  works  with  and  in  support  of 
"tenant-based"  rent  subsidies. 

The  overwhelming  reality  facing  any  npw  housing  effort  is  the 
problem  of  the  Federal  deficit  and  the  resulting  budgetary 
limitation  on  the  national  government.    The  expiration  of  old 
subsidies  for  assisted  tenants  adds  even  more  demands  to  be  met  by 
limited  resources.    We  must,  therefore,  use  the  most  cost- 
effective  tools  and  "tenant-based"  subsidies  (certificates 
vouchers  and  Rental  Rehabilitation)  consistently  show  far  and  away 
the  greatest  result  for  each  public  dollar  expended. 

The  most  significant  argument  against  reliance  on  "tenant-based" 
rent  subsidies  is  that  they  do  not  meet  the  need  for  increased 
housing  supply  for  tenants  receiving  assistance.    The  Rental 
Rehabilitation  Program  has  proven  that  in  most  cases,  it  can  meet 
the  supply  need  of  assisted  tenants.    Rental  Rehabilitation 
subsidy  costs  for  rehabilitation  of  $3,500  per  unit  are  very,  very 
low;  program  production  is  high  and  the  targeted  population  is 
benefitting  as  intended  by  living  in  the  rehabilitated  units. 

"Tenant-based"  subsidies  differ  from  "project-based"  rent 
subsidies  in  which  a  tenant  must  live  in  the  designated  "project" 
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to  receive  assistance-    Examples  of  "project-based"  subsidies  are 
Public  Housing  and  all  of  the  low-income  housing  production 
programs  except  Rental  Rehabilitation. 

As  a  general  observation,  it  can  be  claiaed  that  there  has  been  no 
"tenant-based"  low  income  housing  program  in  the  history  of  the 
Department  of  Housing  and  Urban  Development  which  is  generally 
considered  a  failure.     (Examples  are  the  Housing  Allowance 
Experiment,  Section  23  Leasing,  and  certificates  and  vouchers.) 
Conversely,  there  has  been  no  "project-based"  low  income  housing 
program  which  is  generally  accepted  to  be  cost-effective  and 
successfull     (If  there  were  a  successful  "project-based"  low 
income  housing  program  model,  we  would  not  have  to  keep  thinking 
up  new  ones.) 

For  a  variety  of  reasons,  some  carefully  constructed  project-based 
production  programs  will  continue  to  be  needed;  but,  in  the  future 
as  is  the  past,  the  most  cost-effective  benefit  for  lower  income 
tenants  will  come  from  "tenant-based"  programs. 

RENTAL  REHABILITATION  AKD  SECTION  8  CERTIFICATES  SHOULD  BE 
CONTINUED  -  WITH  IMPROVEMENTS 

The  Rental  Rehabilitation  Program  and  Section  8  certificates  have 
certain"'y  proved  to  be  effective  and  should  be  continued.  The 
programs  can  and  should  be  improved,  primarily  by  giving  local 
governments  more  flexibility  in  setting  rent  levels,  allocating 
fimds  between  rehabilitation  subsidies  and  rent  subsidies  and 
targeting  assistance  to  special  groups  such  as  the  elderly. 

Outlined  below  is  a  specific  legislative  recommendation  for  a  more 
flexible  program  as  the  next  evolutionary  stage  for  the  "tenant- 
based**  subsidy  approach  of  Section  8  certificates  and  Rental 
Rehabilitation. 

It  must  be  stressed,  however,  that  the  fundamental  element  of 
"tenant-based"  subsidies  must  be  maintained  in  any  replacement 
program.    If  that  is  not  feasible,  then  the  current  Rental 
Rehabilitation  Program  and  Section  8  Existing  Housing  Certificate 
Program  should  be  continued  as  is I 

NEW  PROGRAM  -  TENANT  ASSISTANCE  AND  RENTAL  HOUSING  REHABILITATION 
Major  problems  to  be  addressed; 

1.  The  Section  8  program  is  rigid  and  bureaucratic  and  thus  less 
effective  than  it  could  be. 

2.  Some  communities  need  less  rehabilitation  and  more  rent 
subsidies  and  the  opposite  is  needed  in  other  communities. 
Similarly,  in  some  limited  cases,  new  construction  is  more  cost- 
effective  than  rehabilitation.    Program  rules  are  too  restrictive 
to  permit  such  local  judgments. 
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Outline  of  the  new  prograa; 

i*  distribution.    A  formula  distribution  should  be  made  of 

funds  to  be  used  for  both  tenant  subsidies  and  for  rehabilitation 
of  rental  properties. 

-  each  year's  allocation  should  be  used  by  the  local  or  state 
govemaent  grantee  over  a  seven  year  period  -  to  fund  rental 
subsidies,  on  the  Section  8  "finders-keepers"  certificate 
progrcm  aodel,  for  that  number  of  years. 

-  the  local  government  could,  at  its  option,  use  up  to  15 
percent  of  each  year's  allocation  for  rehabilitation  subsidies 
on  the  Rental  Rehabilitation  Program  model. 

2.    "Fair  Market  Rent"  levels.    HUD  would  continue  to  prepare 
"Fair  Marxec  Rents"  as  it  does  at  present,    a  local  government  or 
State  granwee  could  continue  to  use  those  rents  in  the  local 
program  or  could  set  higher  or  lower  rates  if  appropriate  in 
expending  its  fixed  share  of  program  funds. 

The  tough  choice  of  aiding  fewer  families  at  higher  rents  or  more 

^''''i**  l*'^^  officials  ^o  best 

understand  the  realities  and  needs  of  the  local  market. 

Rents  set  by  local  governments  must  be  "comaunity-wide"  with 
tenants  free  to  move  to  any  unit  within  the  jurisdiction 
affordable  at  that  rent. 

Grantees  could  follow,  or  modify,  either  the  "certificate 
approach"    of  setting  a  maximum  rent  which  can  be  paid  by  a  tenant 
witJi  a  variable  subsidy  based  on  rent  and  incone  or  the  "voucher 
approach"  of  a  fixed  subsidy  based  on  a  "payment  standard"  and 

L^Uh"""!  ''^^       ^^^^  ^^^^       l^'v  the  actual  rent 

paid  by  the  tenant. 

Targeting  to  specialized  needs.    The  legislation  would 
continue  to  mandate  that  rental  subsidies  would  only  be  used  in 
units  which  meet  minimum  housing  quality  standards.    In  addition. 
Grantees  could  design  specialized  housing  resources  with  tailored 
rent  levels  for  specialized  needs.  ^-axxoirea 

For  example,  a  grantee  could  define  a  set  of  services  appropriate 
SfilT®  ^^^^^        elderly  to  be  made  available  by  a  provider  in 
addition  to  and  along  with  housing  services.    The  Grantee  would 
then  decide  on  appropriate  market  rents  for  that  package  of 
services  in  its  jurisdiction.    Tenants  with  the  specialized  needs 
would  receive  the  specialized  rent  subsidies  which  would  be  used 
to  pay  a  local  non-profit  (or,  for-profit)  organization,  providing 
tne  services,    if  more  than  one  provider  were  available,  the 
tenant  (as  with  any  "tenant-based"  subsidy)  would  be  permitted  to 
shop  among  the  providers. 
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4.  Rehabilitation  Subsidies.    Rehabilitation  subsidies  would 
generally  have  to  follow  the  rules  of  the  Rental  Rehabilitation 
Progrjoa,  e.g.,  at  least  half  of  the  construction  cost  to  be 
financed  by  the  developer  with  funds  other  than  program  funds  and 
rehabilitation  would  be  targeted  to  making  market  rate  rental 
housing  available  to  lower  income  tenants  receiving  tenant-based 
rent  subsidies.    Some  specific  program  limitations  of  the  Rental 
Rehabilitation  Program  such  as  per  unit  cost  restrictions  would 
not  be  needed  or  appropriate. 

5,  New  construction.    The  Rental  Rehabilitation  Program  works 
well  as  a  housing  production  program  because  it  does  not  permit 
tying  rental  subsidies  to  "projects"  or  "units,"    not  because  the 
progreun  is  limited  only  to  rehabilitation  and  excludes  new 
construction* 

With  limited  funds  and  "tenant-based"  subfiidies,  rehabilitation 
will  in  most  cases  be  more  cost-effective  than  new  construction 
and,  given  a  choice.  Grantees  will  tend  to  choose  rehabilitation. 
Grantees  should,  however,  be  given  that  choice.    There  are  some 
circumstances  when  new  construction  is  more  cost  effective  and 
Grantees  should  not  be  forced  to  rehabilitate  buildings  which 
should  better  be  torn  down  and  replaced. 

CONCLUSION 

A  Formula  distribution  of  funds  for  rental  subsidies  and 
rehabilitation  of  rental  units  could  give  greater  flexibility  and 
efficiency  to  the  already  successful  programs  of  "tenant-based" 
rental  subsidie:;  and  the  related  Rental  Rehabilitation  Program. 

The  success  of  the  present  progrzuns  can  be  continued  by  assuring 
that  the  rent  subsidy  element  remains  "tensmt-based."    That  means 
that  any  time  the  program  calls  for  a  tenant  to  be  able  to  have 
housing  services  for  less  than  the  free  market  value  of  those 
services,  the  tenant  can  shop  in  the  market  to  get  the  best 
possible  benefit  from  the  public  subsidy  which  is  lowering  the 
cost  to  the  tenant. 

As  part  of  that  approach,  property  owners  are  never  guaranteed 
above  market  rents  or  protected  from  having  to  provide  competitive 
services  to  maintain  their  income. 

The  "tenant-based"  subsidy  is  implemented  through  rules  similar  to 
those  of  Rental  Rehabilitation  and  Section  8  certificates  which 
prohibit  tying  a  certificate  to  a  unit  and  prohibit  the  public 
sector  setting  of  rents  for  rehabilitated  units. 

If  a  successor  program  does  not  incorporate  strict  rules 
continuing  the  "tenant-based"  rent  subsidy,  it  would  be  good 
public  policy  to  continue  the  Rental  Rehabilitation  Program  and 
Section  8  certificate  programs  without  major  change  rather  than 
adopt  a  new  program  which  changes  that  crucial  element. 


1088 


M      VENABLE  8c  COMPANY 

.     i.-'^swrfssiix.  October  4,  1987 

The  Honorable  Senator  Alan  Cranston 
Chairman 

Subcommittee  on  Housing  and 

Urban  Affairs 
Senate  Committee  on  Banking,  Housing  and 

Urban  Affairs 
Dirksen  Senate  Office  Building  SD535 
Washington,  d.C» 

Dear  Senator  Cranston: 

4.«^k"         your  Subcommittee  on  Housing  and  Urban  Affairs 
are  to  be  commended  for  the  comprehensive  review  of  Federal 
housing  policies  and  programs  which  you  are  undertakinq  i 
appreciate  the  opportunity  to  share  my  views  Sith  yoi?^* 

f,-,.m  K^o«l?  ?"^5®"^ly  a  partner  in  a  real  estate  appraisal 
firm  based  in  McLean,  Virginia.    Between  1979-1985,  I  was 

nfS"^^  Director  of  the  Office  of  Urban  Rehabilitation  in 
the  Department  of  Housing  and  Urban  Development  in 
Washington.    During  my  service  with  HUD,  I  designed  and 
implemented  a  national  technical  assistance  effort 
supporting  city-run  property  rehabilitation  programs,  helped 
o^K  ^-f^f  ^?Pleraent  the  legislation  for  the  Rental 
Rehabilitation  Program,  and  managed  the  Section  3X2 
SoDv^^  •    J'^''",^®^"  Program.    Prior  to  my  service  in  HUD  I 
worked  in  local  government  rehabilitation  programs  in  New 
in"2J;'vork  C?t!;.'"'  Connecticut  and  was  a^eLnt%Jgan!:er 

and  progrrin5tif?ii::r'  r.corronendations  for  new  policy 

7n.«?  ^lej^i^^f  Housing  Block  Grant  Program  (HBG) ,  to  be 
ihf  local  and  state  governments    shield  become 

the  main  component  of  hud's  housing  subsidy  efforts.  Similar 
ProarL^"^H^'^^"^  Community  Development  Block  Grant  (§^bG) 
eUqIbnit^%nf  H^*'^^  f  l^""^  national  standards  for  program 
^«         1  ^^^"^  benefit  but  leave  specific  program  design  up 
V^^l  agencies  receiving  annual  formula      ^  ^ 
allocations  of  Federal  funds. 

nho^St  °fP^"™ents  of  HUD  and  HSS  should  be  instructed  to 
coordinate  the  billions  of  dollars  each  agency  spends  on 
V!^fi^^  5°''.^?''®^  tenants.    Congress  should  fund 

local  and  state  demonstration  efforts  which  link  housing  and 
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welfare  agencies  and  funding:    previous  demonstration 
legislation  was  never  funded  due  to  Reagan  Administration 
opposition.  In  addition /  HUD  and  HSS  should  be  required  to 
undertake  a  comprehensive  joint  review  of  all  of  their 
program*;  to  identify  duplicative  funding,  low  income  housing 
needs  which  are  not  being  met  by  either  agency,  and 
opportunities  for  improved  coordination.    Funding  should 
provided  for  outside  consultants  and  the  two  departments 
should  be    required  to  report  their  findings  co  Congress 
within  a  year. 

Following  are  more  detailed  comments  on  my  two 
recommendat Ions : 


Hou';ing  Block  Grant  (HBG)  Program 

There  are  many  ways  to  structure  an  HBG  and  I  will 
discuss  several  alternatives  beli.w.    However,  the  major 
point  of  my  recommendation  is  that  it  is  time  to  end  a  20+ 
year  effort  to  design  Federal  housing  programs  providing 
subsidies  to  private  developers  at  the  national  level  and 
then  implement  them  through  HUD's  regional  and  area  office 
structure.    None  of  the  "core"  Federal  subsidy  initiatives 
of  this  period-  including  the  Section  223D(3),  Section  236, 
and  Section  8  New  Construction  and  Substantial 
Rehabilitation  Programs-  reached  their  tenth  anniversaries 
before  major  flaws  became  apparent  and  they  were  replaced 
with  a  new  program.    For  example,  many  Section  236  projects 
went  into  default  in  the  early  seventies  because  the  prograrr 
was  too  rigid  to  handle  unanticipated  increases  in  operating 
costs . 

The  successor  Section  8  development  programs  solved 
the  operating  cost  problems,  but  became  so  expensive  that 
they  were  under  strong  attack  during  the  last  years  of  the 
Carter  Administration.  When  the  Reagan  Administration  set 
out  to  kill  these  programs  after  1981,  there  was  little 
effective  opposition. 

All  of  the  Federal  housing  development  subsidy 
programs  were  designed  at  the  national  level  and  then 
implemented  through  the  HUD  structure.    It  is  significant  to 
note  that  the  Federal  housing  programs  with  real  longevity, 
i.e.  public  housing  and  the  unsubsidized  fha  insurance 
programs,  were  designed  nationally  but  implemented  through 
networks  of  local  housing  authorities  and  private  sector 
mortgage  brokers  and  lenders.    Of  course,  these  efforts  are 
now  more  than  50  years  old. 

The  history  of  the  Community  Development  Block  Grant 
Program  (CDBG)  contrasts  markedly  with  the  "revolving  door" 
of  the  national  housing  subsidy  programs.    The  CDBG,  which 
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has  never  made  an  attempt  to  dictate  detailed  program  design 
ctandards,  is  now  in  its  14th  year  of  operation*  Although 
there  have  been  numerous  legislative  changes  regarding 
program  eligibility,  funding  formulas,  and  low  income 
benefit,  the  basic  structure  has  remained  intact  since  its 
initial  enactment*    I  am  convinced  that  the  CDBG  has 
outlived  all  of  the  housing  development  subsid:^  efforts 
primarily  because  it  has  never  had  rigid  national  program 
guidelines  or  been  directly  administered  by  HUD*    I  believe 
this  country  is  too  large  and  diverse  to  fit  one  program 
design  and  a  Federal  agency  ,  no  matter  how  well  staffed, 
cannot  effectly  administer  hundreds  of  local  programs  or 
development  efforts* 

The  effort  to  implement  nationally  designed  subsidy 
programs  has  also  resulted  in  initiatives  which  have  have 
been  enormously  cor.-plex  and  expensive*    HUD  always 
recogniz&d  the  difficulty  of  having  a  Federal  agency  ensure 
that  subsidy  funds  are  properly  used*    Agency  officials 
usually  had  limited  direct  involvement  in  the  markets  in 
which  development  was  to  take  place*    Furthermore,  control 
of  impact  and  expenditures  was  r^i^ticularly  difficult  in 
programs  whose  income  occupancy  and  rent  rules  had  little 
relationship  with  the  dynamics  of  the  private  market* 

The  housing  subsidy  programs  were  probab.^y  inherently 
uncontrollable  by  a  Federal  agency,  but  HUD  certainly  tried 
to  do  its  job*    Each  of  the  initiatives  have  been  heavily 
laden  with  massive  paperwork  requirements,  builditig 
standards  which  are  invariably  higner  than  local  rules,  and 
income  occupancy  and  rent  limitations  which  require  frequent 
oversight*    Not  surprisincly,  these  controls  resulted  in 
lengthy  processing  delays  and  resultant  cost  increases* 
Developers  ^'charged**  HUD  heavily  for  the  hassles  they  were 
put  through*     I  will  always  remember  a  visit  I  made  to  two 
residential  rehabilitation  projects  in  Stamford,  Connecticut 
about  4  years  ago*    One  building,  financed  with  CDBG  or 
Section  312  loan  funds  adroinifttered  by  the  City,  had  rents 
of  $335/month*    The  other  property,  located  two  blocks  away 
and  with  similar  sired  apartments,  was  rehabilitated  through 
the  Section  8  Program  administered  by  HUD*    It  had  rents  of 
about  $850/month! 

State  housing  finance  agencies  have  a  long  history  of 
effectively  designing  and  implementing  housing  development 
programs*    Local  government  involvement  is  more  recent,  but 
recent  experience  shows  that  localities  are  ready  to  play  a 
central  role  in  delivering  housing  services*    Over  the  past 
three  years  more  than  80,000  housing  units  have  been 
rehabilitated,  primarily  under  local  government  direction, 
using  funds  from  the  Rental  Rehabilitation  Program  (RRP) * 
The  RRP  is  limited  to  moderate  rehabilitation  and  has  a 
number  of  national  rules*    However,  since  it  permits  a  great 
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deal  of  local  design  flexibility  and  gives  HUD  no  role  in 
approving  individual  projects,  it  represents  a  significant 
step  towards  the  HBG  I  am  proposing, 

I  recognize  that  many  housing  professionals  remain 
opposed  to  the  idea  of  a  block  grant.    For  example,  numerous 
liberals  in  Congress  and  elsewhere  still  believe  that 
complete  national  rule  making  is  necessary  to  ensure  that 
Federal  funds  will  have  adequate  low  income  benefit.  Their 
mistrust  of  state  and  loc&l  governments  is  not  justified. 
The  state  financing  agencies  have  a  proud  tradition  of 
developing  low  income  housing.    Localities  administering  the 
Rental  Rehabilitation  Program  have  chosen  projects  with 
nearly  90%  low  income  occupancy. 

I  suspect  that  the  most  serious  opposition  to  a  HBG 
would  come  from  the  development  community.    There  is  now  a 
relatively  large  group  of  developer/builders  skilled  in 
dealing  with  HUD  and  using  the  Federal  subsidy  pro9rams. 
These  entrepreneurs  are  understandably  reluctant  to  have  to 
do  business  with  a  variety  of  local  and  state  governments, 
particularly  on  projects  which  will  still  require  HUD 
approval  for  FHA  insurance.    However,  I  think  it  is  time  for 
the  HUD  "specialists"  to  rejoin  the  general  development 
community  and  work  on  projects  on  an  individual  local  market 
basis.    In  a  period  of  severe  budgetary  constraints,  I 
believe  that  we  can  no  longer  afford  the  major  design  and 
cost  inef f iciences  of  nationally  designed  and  HUD 
administered  housing  subsidy  programs. 

The  first  issue  to  be  resolved  in  the  design  of  a  HBG 
would  be  tb2  scope  of  the  new  program.    I  see  three  major 
options: 

-  Consolidation  of  all  current  HUD  housing  programs 
except  for  unsubsidized  FHA  insurance.    Under  this  option, 
8f:ate  and  local  governments  would  be  responsible  for  all 
aspects  of  public  housing,  including  both  new  construction 
and  modernization,  and  design  their  own  re^^tal  assistance 
programs. 

-  HUD  maintains  separate  funding  for  public  housing, 
with  all  other  programs  consolidated  into  the  HBG. 

-  HUD  continues  to  operate  public  housing  and  the 
Section  8  certificate/voucher  rental  assistance  program. 
Programs  to  be  incorporated  into  the  HBG  would  include 
Rental  Rehabilitation,  the  Housing  Development  Grant  (HODAG) 
Program,  and  the  Section  202  Program  for  senior  citizen 
housing . 

In  order  to  implement  the  first  two  options,  state  and 
local  governments  would  have  to  be  provided  with  annual 
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grants  of  multi-year  funding.    It  is  impossible  to  operate 
either  a  public  housing  construction  or  rental  assistance 
program  without  the  ability  to  make  advance  commitments  of 
funds  to  be  available  in  subsequent  years.    The  multi-year 
feature  would  also  be  useful  for  the  third  option.  I 
recommend  that  HBG  budget  authority  be  limited  to  a  period 
of  10-20  years,  depending  on  which  programs  are  consolidated 
into  the  program.     It  is  important  to  note  that  even  if 
longer-term  budget  authority  is  provided,  I  expect  that  most 
local/state  grantees  would  utilize  significant  portions  of 
their  funding  for  one-time  up  front  subsidy  grants.  Capital 
grants  are  easy  to  administer  and  cost  efficient-  they 
utilize  available  funds  before  their  impact  has  been  reduced 
by  inflation-  but  they  have  never  been  a  feature  of  the  HUD 
subsidy  programs. 

I  believe  that  the  initial  HBG  should  not  include 
public  housing,  but  should  have  sufficient  budget  authority 
to  allow  grantees  to  operate  rental  assistance  programs. 
Although  the  Section  8  rental  assistance  certificate/voucher 
program  continues  to  operate  with  reasonable  success,  there 
are  numerous  problems  due  to  its  national  design.  Several 
states  already  are  operating  effective  rental  assistance 
efforts.    It  might  be  a  good  idea  to  phase  in  this  aspect  of 
the  HBG,  initially  dividing  funds  available  for  rental 
assistance  between  a  continuing  HUD  Section  8  program  and  the 
new  block  grant. 

Several  years  ago  I  participated  in  an  unofficial 
effort  at  HUD  to  draft  legislation  for  a  HBG.    I  have 
updated  the  materi^sl  we  developed  at  that  time  and  have 
included  it  as  part  of  these  recommendations.    Note  that  the 
prcposfed  limits  on  outlays  are  designed  to  ensure  that  some 
of  the  HBG  funds  will  be  utilized  for  rental  assistance, 
rather  than  to  be  used  entirely  for  up  front  capital  grants. 


Coordinati^^n  of  HUD-HSS  Programs 

This  recoinmenJation  requires  only  limited  comment.  I 
am  sure  your  S.ubcommittee  is  aware  that  HSS  now  spends 
almost  as  much  on  low  income  housing  ae  HUD.  Unfortunately, 
thfi  HSS  programs  are  not  well  targeted  to  stimulate  irai.)rovt:d 
housing  for  welfare  recipients.    Furthcrraoro,  thasre  ha^ 
never  taen  a  comprehensive  effort  to  coordinate  the  inpdct 
of  the  HUD  and  HSS  prograrca  on  low  income  housing.  Several 
years  ago  Coftgrc  .  apprc/ed  j  demonstration  program  desianec 
to  stimulfite  better  coordinatii/n  of  HUD-HSS  programs  ut  the 
loc^.1  levul,  but  it  w»s  nevor  funded.  Approximacely 
ter:  years  -.jo  then  HSW  Secretary  Cjilifano  proposed  that  HUD's 
rental  assistance  i')rcgram&  be  integrated  into  the  welfare 
system.    K  wever,  the  Secretary"'  >  initiative  got  caught  Jn  a 
turf  battle  between  HUD  and  HEW  and  was  soon  dropped. 
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My  recommendations  are  that  the  previously  approved  . 
demonstration  program  be  re-enacted  and  funded  as  soon  as 
possible  and  that  Congress  establish  its  mandate  for  the 
proposed  joint  HUD-HSS  review  in  a  manner  which  does  not 
permit  this  effort  to  disintegrate  into  new  turf  battles.  If 
the  two  agencies  cannot  work  together /  it  may  be  necessary 
to  establish  an  outside  commissiop  to  undertake  the  review. 

Once  again,  I  appreciate  the  opportunity  to  address 
these  remarks  to  you.    i  would  be  happy  to  testify  on  these 
issues  as  well  as  work  with  your  staff  on  further 
development  of  the  ideas  in  this  paper. 


Sincerely, 
Michael  M.  Ehrmann 
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Housing  Block  Grant 

Section  118(a)(1).  m  order  to  promote  the  development  of  viable 
urban  communities  and,specif ically,  to  provide  improved  housing 
resources  and  housing  assistance  to  citizens  in  designated  localities, 
of  the  total  amount  of  authority  approved  in  appropriation  acts 
under  section  103(c),  the  Secretary  shall  make  housing  block  grants 
to  units  of  local  government  participating  in  the  community  development 
program  authorized  by  this  title  and  to  state  governments. 

(a)  Grants  made  under  this  section  may  be  used  for  all  activities 
eligible  under  Title  II,  Assisted  Housing,  of  the  Housing  and 
Community  Development  Act  of  1974  and  other  housing  related  activities 
approved  by  the  Secretary,  subject  to  conditions  incorporated 

in  subsequent  paragraphs. 

(b)  Total  funds  available  for  the  housing  block  grant  program  shall 
be  divided  among  designated  juristictions  on  a  fair  share  basis.  Block 
grants  shall  be  provided  in  an  annual  grant  which  shall  remain  available 
for  the  grant  year  and  fourteen  subsequent  Fiscal  Years,  with  the 
following  limits  on  annual  outlays: 

(1)  Jurisdictions  may  not  expend  cumulatively  more  than  the 
following  amounts  of  an  annual  block  grant  by  the  end  of  the  grant  year 
and  each  succeeding  year: 

first  year  of  the  grant  -  fifty  (50)  percent 

second  year    -    sixty  (60)  percent 

third  year     -    seventy  (70)  percent 


o 
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(f)  In  order  to  mininizc  displacement  and  ease  relocation 
ourden8«  the  Secretary  shall  by  regulation  establish  appropriate 
rules  governing  relocation  resulting  directly  frca  local  housing 
block  grant  activities. 

Localities  and  states  eligible  for  funding  under  this  section 
shall  submit  applications  including  the  fol loving  elements: 

(1)  identification  and  primary  descriptions  and  costs  of 
proposed  activities  and«  if  applicablo«  program  area(s)« 
including  certification  that  the  program  will  meet  the 
requirements  of  subsections  d-h  above; 

(2)  an  administrative  plan,  including  staffing,  funding 
and  responsibilities,  for  management  of  the  housing 
block  grant  program;  and 

(3)  description  of  an  ongoing  citizen  participation  process 
which  is  consistent  with  the  provisions  of  subsection  (g) 
below. 

(g)  prior  to  submitting  annual  applications  for  housing  block 
giant  funds,  each  participating  jurisdiction  shall  provide 
interested  individuals  an  opportunity  to  comment  on  the  proposed 
effort. 

(h)  At  least  on  an  annual  basis/  the  Secretary  shall  make 
reviews  and  audits  of  recipients  of  funding  pursuant  to 

rhis  section  as  neccessary  to  determine  the  progress  made  in 
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fourth  year    -    seventy-five  (75)  percent 
fifth  year      -    eighty  (80)  percent 
sixth  year     -    eighty-fivo    (85)  percent 
seventh  year  -    ninety  (90)  percent 
eighth  year    -    one  hundred  (100)  percent 


(c)  Funding  provided  under  this  section  shall  not  result  in 
modifications  in  the  public  housing  developtnont  and  operating 
subsidy  funds  to  be  assigned  to  the  jurisdiction  for  the  Fiscal 
Years  and  shall  not  affect  the  amount  of  federal  single  and 
multi family  Insurance  authority  available  during  the  same  period 
and  shall  not  affect  the  resourcesto  be  made  available  by  the 
Secretary  within  the  jurisdiction  to  aid  projects  previously 
assisted  by  the  Secretary* 

(d)  At  least  85  percent  of  all  units  rehabilitated  or 
constructed  with  assistance  of  housing  bloc)c  grant  funds  shall, 
upon  completion  of  construction  or  rehabilitation,  be  available 
and  affordable  to  low  and  moderate  income  persons  receiving 
rental  or  hcmeownership  assistance  under  the  program.  Rental 
atslcta-ce  payments  supported  through  housing  block  grants  shall 
only  te  provided  to  low  and  moderate  income  individuals  and 
families  as  defined  by  the  participating  locality, 

(e)  Localities'  use  of  housing  bloc)c  grant  funds  shall  be 
consistent  with  community  development  programs  and  housing 
assistance  plans  required  by  this  title. 
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carrying  out  activities  substantially  in  accordance  in  program 
regulations^  local  objectives,  and  sound  and  efficient  management 
practices.    The  Secretary  shall  adjust,  reduce,  or  witndraw  current 
or  future  housing  funds,  or  take  other  action  as  appropriate 
in  accordance  with  the  findings  of  such  review  and  audits,  except 
that  funds  already  expended  on  eligible  activities  under  chis  title 
shall  not  be  recaptured  or  deducted  from  future  allocations  to  the 
recipient.    Funds  withdrawn  from  participating  localities  for  poor 
petrormance  may  be  added  to  the  grants  of  localities  determined  to 
have  better  performance  with  such  waivers  or  modification  of  the 
outlay  restrictions  of  (c)  above  with  respect  to  the  use  of  such 
additional  grants  as  the  Secretary  deems  appropriate. 

(1)  Of  the  funds  available  for  carrying  out  the  housing  block 
grants  authorized  by  this  section,  the  secretary  may,  through  grants, 
contracts,  and  other  financial  arrangements,  in  an  amount  not  to  exceed 
five  percent  of  the  funds  appropriated,  provide  technical  assistance 
to  local  governments  and  others  as  appropriate  to  the 
achievement  of  the  objectives  of  this  section.    Funds  for  techhJcal 
assistance  shall  be  deducted  from  the  tot.al  appropriation  before 
allocations  to  individual  localities  and  states  are  computed. 
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